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ABSTRACT
The purpose of this study was to examine the relationship between government expenditure and government revenue in Tanzania by using time series data from period of 1966 to 2016. The main objective of this study was to determine relationship between government expenditure and revenue in Tanzania. The study used descriptive statistics, correlation analysis, Augmented Dickey Fuller Test, Phillips Peron test, granger causality test, correlation matrix regression analysis, serial correlation, error correction model and impulse response function we are techniques used in analysis. The study found that government expenditure is positively correlated with government revenue. Furthermore, the estimated result revealed that the causality runs from revenue to expenditure in Tanzania. There existence of long run relationship between government expenditure and revenue this indicated by granger causality effect must at least run in one direction. The coefficient error correction term found to be negative and statistically significant. The study reveled that government expenditure shock effect to government revenue temporarily increases government revenue. This implies that the increase or decrease of government revenue is also a major factor that determines the number of government expenditure projects every budget in Tanzania. The fiscal policy implication of the relationship between government expenditure and revenue suggests that  government should be make sure that  government expenditure are reduce, develop and search new sources for collection government revenue   in order to achieve a sound fiscal policy in government budget. 
TABLE OF CONTENTS
iiCERTIFICATION

COPY RIGHT
iii
DECLARATION
iv
ACKNOWLEDGMENTS
v
ABSTRACT
vi
TABLE OF CONTENTS
vii
LIST OF ABBREVIATION
xiv
CHAPTER ONE
1
INTRODUCTION
1
1.1 
Overview
1
1.2 
Government Revenue Performance and Government Expenditure                       1966-2016
2
1.3 
Overview of Government Revenue in Tanzania
17
1.3.1 
Revenue Sources in Tanzania
19
1.3.4 
Grants and Subsidies
21
1.3.5 
Other Revenue
21
1.3.6 
Overview of Government Expenditure in Tanzania
22
1.4
Statement of the Problem
23
1.5 
Research Objectives
24
1.6 
Significance of Study
24
1.7 
Scope of the Study
25
1.8 
Justification of the Study
25
1.9 
Organization of the Study
25
CHAPTER TWO
27
REVIEW OF LITERATURE
27
2.1 
Introduction
27
2.2 
Theoretical Literature
27
2.2.1 
Theory Public Expenditure
27
2.3 
Empirical Literature
29
2.3.1 
Selected Literature Empirical from Outside Tanzania
29
2.3 
Empirical Literature on Tanzania
32
2.4 
Research Gap
34
CHAPTER THREE
35
RESEARCH METHODOLOGY
35
3.1 
Introduction
35
3.2 
Conceptual Framework
35
3.3 
Model Specification and Variables Definition
36
3.3.1 
Mode Specification
36
3.3.2 
Variable Definition
36
3.3.4 
Research Hypothesis
38
3.4 
Estimation Diagnostic Tests
38
3.4.1 
Normality Test
38
3.4.2 
Autocorrelation Test
38
3.4.3 
Heteroskedasticity Test
39
3.4.5 
Unit Root Test
39
3.4.3 
Heteroskedasticity Test
39
3.4.5 
Unit Root Test
39
3.5 
Co-Integration Analysis and Error Correction Mechanism
40
3.6 
Granger causality Test
41
3.7 
Data Type and Sources
41
CHAPTER FOUR
42
DATA ANALYSIS AND DISCUSSION
42
4.1
Introduction
42
4.2 
Descriptive Statistics
42
4.3 
Serial Correlation
43
4.3 
Unit Root Test
45
4.3.1 
Augmented Dickey- Fuller Test
45
4.3.2 
Phillips Perron Test
45
4.5 
Granger Causality Test
47
4.6 
Regression Test for Stationary and non Stationary
48
4.7 
Error Correction Model
49
4.8 
Impulse Response Function
50
4.8.1 
Stability Test of the Performance of Revenue in Tanzania
52
4.9 
The Effect of Government Expenditure on Revenue Growth in Tanzania
53
CHAPTER FIVE
55
FINDINGS DISCUSSION
55
5.1 
Introduction
55
5.2 
Descriptive Statistics
55
5.2.1 
Correlation Matrix
56
5.3 
Discussion to Stationary Test
56
5.4   
Co integration Test
57
5.4 
Granger Causality Test
58
5.5 
Summary for Hypothesis Results
58
CHAPTER SIX
60
SUMMARY, CONCLUSION AND RECOMMENDATIONS
60
6.1 
Summary
60
6.2 
Conclusion
60
6.3 
Policy Implication
61
6.4 
Recommendation to the Government
61
6.4 
Limitation of the Study
62
6.5 
Area for Further Studies
62
REFERENCE
63
APPENDIX
67


LIST OF TABLES
Table 3.1: Expected Variable Understudy
36
Table 4.1: Descriptive Statistics
42
Table 4.3: Serial Correlation
43
Table 4.2: ADF Test
45
Table: 4.3: Phillips Perron Test
46
Table 4.5:.Granger Causality Test
48
Table 4.6: Regression Estimate
48
Table 4.7:.Error Correction Mechanism Analysis
50
Table 4.8: Eigen Value Lie Outside the Unit Circle
52
Table 5.1: Descriptive Statistics
55
Table 5.2: Correlation Test
56
Table 5.3: Augmented Dickey Fuller (ADF) and Phillips Perron (pp)
57
Table 4.4: Johansen Test for Co - integration
57
Table 5.4: Granger Causality Test
58
LIST OF FIGURES
Figure 1.1: The trend of Government Expenditure and Revenue, 1966-1969            Report
4
Figure 1.2: The trend of Government Expenditure and Revenue, 1970-1979
6
Figure 1.3: The trend of Government Expenditure and Revenue, 1980-1989 
8
Figure 2.4: The trend of Government Expenditure and Revenue, 1990-1998
11
Figure 2.5: The trend of Total Government Expenditure, FY00-FY96
13
Figure 2.7: The trend of Government Expenditure and Revenue, 2002-2010
15
Figure 2.8: The trend of Government Expenditure and Revenue, 2011-2016
16
Figure 4.1: Impulse Response Function Results
51
Figure 4.2: Impulse Response function
51
Figure 4.3: Stability in Revenue Performance Results
53
Figure 4.4: Effects of Government Expenditure on Revenue Growth in Tanzania Results
53
LIST OF ABBREVIATION

ADF          
Augmented Dickey Fuller

BOT          
Bank of Tanzania

EAC            
East Africa Community

ECM            
The Error Correction Model

ERP               
Economic Recovery Programme

FY                
Fiscal Year

GCC             
Gulf Cooperation Council

GePGs            
Government e-payment gateway system

LGAs              
Local Government Authorities

LGRP              Local Government Reform Program

NBS                
National Bureau of Statistics

NGOs            
Non Government Organization

PAYE             
Pay as You Earn

URT              
United Republic of Tanzania

VAT                Value Added Tax

TRA               
Tanzania Revenue Authority

CHAPTER ONE
INTRODUCTION

1.1 Overview 
The government expenditure and revenue are both subjected into public finance which deals with the way in which the state acquires and expends is means of subsistence. Government expenditure is the end and aim of the collection of revenues and other financial activities of the statesman. The amount of expenditure is generally determined first and after that has been settled the required revenue is obtained. The state is the centre of government expenditure and government revenue. 
The state requires money and services for the performance of its functions (Plehn, 1902). The government expenditure is critical for understanding government’s priorities or choices. The government will collect and spend the people’s money. It explains how money will be collected from the public and allocated to different levels and components of government and according to different priorities .The government source the amount of money that can be raised from domestic revenue and foreign aid is limited, the government must choose how and where to spends it (Liatsis et al., 2007).
According to Fjeldstand (1995) said that government appointed a ‘’Commission of Enquiry into public revenues, Taxation and Expenditure’’ in October 1989 to study and review the central and local government tax system and its administration and make recommendations. There are several reasons why the Tanzania case is worth studying. First, both internal and external economic and political conditions have changed significantly during the last decade with huge effects both public revenue and expenditure structures. Second, the Economic Recovery Programme (ERP) provides a broad outline of politics, including measures to increase revenue and reduce the growth of public expenditures. Fiscal reforms have, thus come to the heart of the ongoing economic and political reforms. Third extensive tax evasion and avoidance, reflecting poor compliance and poor administrative capacity as well as other institutional constraints, have important impact n the design and implementation of tax reforms (Fjeldstand, 1995).
1.2 Government Revenue Performance and Government Expenditure 1966-2016
A government collects revenue through taxes and charges, royalties on natural resources and the sale of goods and services. They also receive income from investments and often from borrowing .These revenues are used to make transfer payments to individuals and business, pay interest on accumulated debt and finance general expenditures. Both government spending and revenue raising activities of governments tend to alter the relative economic position of individuals and families often by design because income redistribution is one of the main functions of government activity. 
Government spending affects the economic position of individuals and families through two main channels, changes in earning and changes in gross income, when government alter the level or mix of its expenditure, relative factor income and the relative price of goods and services produced in the private sector are affected .government expenditure  also affect the well being of individuals and families through direct cash transfers and benefits generated by public provision of goods and services (Rugger and shan,2005). 
In 1965/66, the government spent a total amount of 1,122 billion shillings of the budget such budget was due to internal source of revenue, out of this amount recurrent expenditure was TZ 884 billion and development expenditure was TZS 238 billion .A total of TZS 898 billion was collected through tax in 1965/1966 of which TZS 556 billion and 342 billion are tax revenue and non tax revenue respectively. The government expenditure had seen that there was government deficit of TZS 238 billion .This government deficits was financed by TZS 84 billion and TZS 55 domestic financing .in 1965/66 there was no any grants either from foreign or domestic financing.
In 1966/1967, total government expenditure has increased from TZS 1,318 billion in 1967 to TZS 1,351 billion in 1968.In 1966/1967, the government spent amount of TZS 1024 billions shillings of the budget such was due to internal source of revenue, out of this amount development expenditure was TZ 294 billion and recurrent expenditure was TZS 1924 billion. In 1968/1969, total government expenditure was TZS 1,649 billion of the budget of such budget was due to internal source of revenue, out recurrent expenditure was TZS 1,188 billion and development expenditure was TZS 1,251 billion was collected through tax 1968/1969.The overall balance surplus increase from TZS 291 billion to TZS 317 billion..
In 1969/70,the government revenue collect TZS 1,577 billion, of which TZS 1,577 billion shillings was collected only tax revenue .Furthermore ,in 1969/1970 total government expenditure has increased from  TZS 1,985 billion  in 1969/1970 to 2,393  billion in 1969/70 ,of which ,TZS 1,563 billion  and TZS 829 billion are recurrent expenditure and development expenditure, respectively. The government expenditure had seen that there was government deficit of TZS 317 billion .This government deficits was financed by TZS 237 domestic  billion and TZS80 billion  foreign  financing .in 1968/1969 there was  I billion  grants which financing the budget .
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Figure 1.1: The trend of Government Expenditure and Revenue, 1966-1969 Source: 20 years of independence (1961-1981) BOT Economic Operation Report 
In 1970/71, the government spent of total amount of TZS 2,378 billion of the budget of such budget was due to internal source of revenue, out of this amount, recurrent expenditure was TZS 1,563 billion of the budget of GDP, out of this amount, recurrent expenditure was TZS 1,563 billion of the budget while development expenditure was TZS 829 billion. In 1971/72, total government expenditure was increasing from 2,378 billion up to TZS 147 billion 1972/73.In 1972/73 ,total revenue collection reached TZS 2,453 billion of the budget ,out of the tax revenue collected in 1971/72 which amounted to 2453 billion .In 1972/1973, the government spent a total amount of TZS 3147 billion of the budget.
In 1974/1975, the government revenue collected TZS 3,942 billion of the budget .The total government expenditure amounted TZS 55,995 billion ,of which TZS 3,770 billion and TZS 2,225 billion are recurrent expenditure and development expenditure, respectively. 1975/1976, total government expenditure amounted to TZS 5,613 billion, out of this amount recurrent expenditure was 3425 billion while and development expenditure was TZS 2,188 billion. Total government revenue of TZS 4062 billion was collected in 1975/1976 compared to TZS 3,942 billion that collected during 1975/76 fiscal year. In 1976/1977, total government expenditure has increased from TZS 7,572 billion in 1976/1977 to total government expenditure has increased from TZS 7,5572 billion in 1976/1977 to TZS 9,207 billion in 1977/1978.In 1976/1977 ,total revenue collection reached TZS 4934 billion. 
In 1977/1978, the government spent a total amount of TZS 9207 billion of the budget of such budget was due to internal source of revenue, out of this, recurrent expenditure was 5,329 billion while development expenditure was TZS 387 billion and total revenue of TZS 6,629 billion was collected in 1977/1978.In 1978/1979 ,total government expenditure amounted TZS 9207 billion, of which, TZS 5,438 billion and TZS 4,757 billion are recurrent expenditure and development and government revenue collected TZS 6442 billion in 1978/1979.
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Figure 1.2: The trend of Government Expenditure and Revenue, 1970-1979 Source: 20 years of independence (1961-1981) BOT Economic Operation Report
In 1979/1980, the government spent a total amount TZS 12,230 billion of the budget of such budget was due to internal source of revenue, of which 7,283 billion and TZS 4947 billion was recurrent expenditure and development expenditure, respectively. The government expenditure in 1981/1982 was higher by 17,387 billion compared to TZS 14,755 billion in 1981/1982. Revenue tax amounted to TZS 9374 billion of the total revenue collection in 1981/1982. The government expenditure was seen there was government deficit of TZS 4796  billion in 1979/1980.This government deficits was financed by TZS 3,601  billion  domestic  financing  and TZS 1,195  billion  foreign  financing .In 1979/1980 there was  1,000 billion  grants which financing the budget .
In 1982/1983, government spent of total amount of TZS 17,387 billion, out of this, recurrent expenditure was TZS 14,589 billion and development expenditure was TZS 4,410 billion .The government revenue collected TZS 12,581 billion in 1982/1983, of which TZS 12,529 billion and TZS 52 billion are tax and non tax respectively. In 1983/84, the government spent of total amount of TZS 20,410 billion of the budget of GDP, out of this amount, recurrent expenditure was TZS 15,944 billion of the budget of GDP, while development expenditure was TZS 4,466 billion. 
The government revenue collected TZS 13,506 billion in 1983/1984, of which TZS 13,398 billion and TZS 108 billion are tax and non tax respectively. The government expenditure had seen that there was government deficit of TZS 6145 billion in 1983/1984.This government deficits was financed by TZS 5,489 billion  domestic  financing  and TZS 656  billion  foreign  financing .in 1983/1984 there was  1,234  billion  grants which financing the budget. In 1984/85, total government expenditure was increasing from 25,551 billion up to TZS 27,002 billion 1985/1986. In 1984/85; total revenue collection reached TZS 18,483 billion of the budget, of which TZS 18,483 billion and TZS 156 billion are direct tax and indirect tax respectively.
In 1985/1986, the government revenue collected TZS 22,032 billion of the budget .The total government expenditure amounted TZS 27,002 billion ,of which TZS 19,163 billion and TZS 7,839 billion  are recurrent expenditure and development expenditure., respectively. The government expenditure was seen there was government deficit of TZS 7,669 billion in 1985/1986.This government deficits was financed by TZS 6175 billion  domestic  financing  and TZS 1,494 billion  foreign  financing .in 1985/1986 there was  1,035 billion  grants which financing the budget .
1986/1987,  total government expenditure amounted to TZS 38,474 billion, out of this amount recurrent expenditure was 32,246 billion  and development expenditure was TZS 6,228 billion. Total government revenue of TZS 29,351 billion was collected in 1986/1987 compared to TZS 22,032 billion that collected during 1986/87 fiscal year. 
In 1987/1988, total government expenditure has increased from TZS 45,443 billion in 1987/1988 to TZS 57,298 billion in 1988/1989. In 1988/1989 total revenue collection reached TZS 70,417 billion, of which TZS 63,085 billion   and TZS 7,332 billion are direct tax and indirect tax. The government expenditure had seen that there was government deficit of TZS 6,782 billion in 1988/1989.This government deficits was financed by TZS 1776 billion domestic  financing  and TZS 5007 billion  foreign  financing .in 1988/1989 there was  20,985 billion  grants which financing the budget .
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Figure 1.3: The trend of Government Expenditure and Revenue, 1980-1989 Source: 20 Years of Independence (1961-1981) BOT Economic Operation Report 
In 1989/1990, the government spent a total amount TZS 98429 billion of the budget of such budget was due to internal source of revenue, of which 76,053 billion and TZS 22,376 billion was recurrent expenditure and development expenditure, respectively. The government expenditure in 1989/1990 was higher by 22,376 billion compared to TZS 16,488 billion in 1990/1991. Revenue tax amounted to TZS 94,655 billion of the total revenue collection in 1989/1990. 
The government expenditure had  seen that there was government deficit of TZS 8052  billion in 1989/1990.This government deficits was financed by TZS 6,563  billion  domestic  financing  and TZS 1,489 billion  foreign  financing .in 1989/1990 there was  27,664 billion  grants which financing the budget . In 1992/1993, government spent of total amount of TZS 263,413 billion, out of this, recurrent expenditure was TZS 203,070 billion and development expenditure was TZS 60,343 billion .The government revenue collected TZS 164,109 billion in 1992/1993, of which TZS 146,420 billion and TZS 17,689 billion are tax and non tax respectively.
In 1993/94, the government spent of total amount of TZS 374,962 billion of the budget of such budget was due to internal source of revenue, out of this amount, recurrent expenditure was TZS 300,273 billion of the budget of GDP, while development expenditure was TZS74,689 billion. The government revenue collected TZS 242,444 billion in 1993/1994, of which TZS 220,358 billion and TZS 22,086 billion are tax and non tax respectively. The government expenditure had  seen that there was government deficit of TZS 104,515  billion in 1993/1994.This government deficits was financed by TZS 40,557 billion  domestic  financing  and TZS 63,958  billion  foreign  financing. In 1993/1994 there was 106,790 billion grants which financing the budget.
In 1994/95, total government expenditure was increasing from 398,024 billion up to TZS 420,522 billion  in 1995/1996.In 1994/955, total revenue collection reached TZS 331,238 billion of the budget , of which TZS 299,898  billion and TZS 31,340 billion are direct tax and indirect  tax respectively. In 1995/1996, the government revenue collected TZS 448,373 billion of the budget  and the total government expenditure amounted TZS 420,552  billion ,of which TZS 415,140  billion and TZS 5,382 billion  are recurrent expenditure and development expenditure., respectively. 
The government expenditure had seen that there was government deficit of TZS 7,669 billion in 1985/1986.This government deficits was financed by TZS 51704 billion domestic financing  and TZS 34,900  billion  foreign  financing .In 1995/1996 there was 16,804 billion grants which financing the budget. 1996/1997,  total government expenditure amounted to TZS 515,389 billion, out of this amount recurrent expenditure was 486,494 billion  and development expenditure was TZS 28,896 billion. Total government revenue of TZS 752,030 billion was collected in 1996/1997. Total government expenditure has increased from TZS 515389 billion in 1996/1997 to TZS 730,336 billion in 1997/1998. 
In 1997/1998 total revenue collection reached TZS 619,083 billion, of which TZS 566,123 billion and TZS 52,961 billion are direct tax and indirect tax. The government expenditure had seen there was government deficit of TZS 3,669 billion in 1997/1998.This government deficits was financed by TZS 3669 billion domestic financing and TZS 64,468 billion foreign financing. In 1997/1998 there was 119,358 billion grants which financing the budget.
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Figure 2.4: The trend of Government Expenditure and Revenue, 1990-1998
Source: 20 years of independence (1961-1981) BOT Economic Operation Report 
As stated by Public expenditure review report (2001), Government spending increased in FY00 to 15.6% of GDP compared to 14.7% OF GDP in FY 99 .Expenditure during the first eight mouths of FY01 are estimated to be below the level recorded in the previous year. The decline is mainly on account of recorded development expenditure. However in past years government expenditures during the last quarter of the fiscal year have typically been higher than expenditure in the other quarters which could result in expenditure above the estimated.
Recurrent expenditure is spent on wages and salaries,4% are spent on domestic and foreign interest payment and more than 50 % of recurrent expenditures  are spent on other goods and services. While the problem of insufficient funding for operation and maintenance persist Government spending increased in FY00 to 15.6% of GDP compared to 14.7% of GDP in FY 99 (Public expenditure review, 2001). Expenditure during the first eight mouths of FY01 is estimated to be below the level recorded in the previous year. The decline is mainly on account of recorded development expenditure. However in past years government expenditures during the last quarter of the fiscal year have typically been higher than expenditure in the other quarters which could result in expenditure above the estimated.
Recurrent expenditure is spent on wages and salaries,4% are spent on domestic and foreign interest payment and more than 50 % of recurrent expenditures  are spent on other goods and services. While the problem of insufficient funding for operation and maintenance persists, during recent years there was some improvement in terms of increasing the share of the budget spent on operations  and maintenance and containing the share going to like payment of interest and wages and salaries .Since average salaries increased  in nominal terms only by 1.3% in FY 99 and the number of civil servants was reduced by another 2.7% ,expenditure on wages and salaries refrained more or less constant in nominal terms ,employing a decline in expenditures on wages and salaries as a percentage of GDP from 4.2% in FY 98 to  3.7% in FY 99.
Salary increased below the rate of inflation have lead to real income loses for civil servants of up to 35% since FY 96.However after further real wages losses in FY99, in FY00 government started the implementation of it medium term pay policy by granting salary increases ranging between 16 and 65 percent with the higher increases being accorded to technical personnel and middle and upper management (Public expenditure review, 2001).

During recent years there was some improvement in terms of increasing the share of the budget spent on operations  and maintenance and containing the share going to like payment of interest and wages and salaries .Since average salaries increased  in nominal terms only by 1.3% in FY 99 and the number of civil servants was reduced by another 2.7% ,expenditure on wages and salaries refrained more or less constant in nominal terms ,employing a decline in expenditures on wages and salaries as a percentage of GDP from 4.2% in FY 98 to  3.7% in FY 99 .Salary increased below the rate of inflation have lead to real income loses for civil servants of up to 35% since FY 96.However after further real wages losses in FY99,in FY 00government started the implementation of it medium term pay policy by granting salary increases ranging between 16 and 65 percent with the higher increases being accorded to technical personnel and middle and upper management (Public expenditure review, 2001). 
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Figure 2.5: The trend of Total Government Expenditure, FY00-FY96                                                       

Source: (URT,, 2016)
During the first half of 2016/17 revenue deposited at the bank of Tanzania was TZS 8065.2 billion,22.1%  higher than the amount deposited during similar period in the preceding year representing 96% of estimate for period .This outturn was associated with increase tax collection efforts by the Tanzania Revenue Authority and increase non tax revenue collection.(Monetary policy statement,2017) In 2001/02, the government spent a total amount of 1466,137 billion shillings of the budget such budget was due to internal source of revenue, out of this amount recurrent expenditure was TZ 1121,526  billion and development expenditure was TZS 344,611 billion. A total of TZS 1042,955 billion was collected through tax in 2001/2002, of which TZS 939,267 billion and 1,042,955 billion are tax revenue and non tax revenue respectively. 
The government expenditure had seen that there was government deficit of TZS 38,757 billion .This government deficits was financed by TZS 83,086 billion and TZS 121,842 domestic financing. In 2002/2003, total government expenditure has increased from TZS 1989,538 billion in 2002/2003 to TZS 2,516,943 billion in 2003/2004.While in 2002/2003 government revenue has increased from TZS 1,217,317 billion  to 1,459,303 billion shillings in 2003/2004.In 2007/08, the government spent a total amount of 5,208,996 billion shillings of the budget such budget was due to internal source of revenue, out of this amount recurrent expenditure was TZS 3,398,924 billion and development expenditure was TZS 1,810,972 billion. 
A total of TZS 3,644,302 billion was collected through tax in 2007/2008, of which TZS 3,368,971 billion and 275,331 billion are tax revenue and non tax revenue respectively. The government expenditure had seen that there was government deficit of TZS 381,264 billion .This government deficits was financed by TZS 384,346 billion and TZS 729,610 domestic financing. In 2008/2009, total government expenditure has increased from TZS 6734,078 billion in 2008/2009 to TZS 8,173,749 billion in 2009/2010.While in 2008/2009 government revenue has increased from TZS 4,293,074 billion to 4,661,540 billion shillings in 2009/2010.
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Figure 2.7: The trend of Government Expenditure and Revenue, 2002-2010 Source: 20 Years of independence (1961-1981) BOT Economic Operation Report 
In 2010/2011, total government expenditure was TZS 9,439 billion of the budget of such budget was due to internal source of revenue, out recurrent expenditure was TZS 6,690 billion and development expenditure was TZS 2,749 billion. In 2010/2011,the government revenue collect TZS 5,736 billion, of which TZS 5,293 billion shillings was collected from  tax revenue .Furthermore, in 2011/2012 total government expenditure has increased from  TZS 10,765 billion   to 13,543  billion in 2012/20013.In 2011/2012 government revenue has increased from TZS 6,480 billion to 7,730 billion shillings in 2012/2013. In 2013/14 the government spent a total amount of 13,958 billion shillings of the budget such budget was due to internal source of revenue, out of this amount recurrent expenditure was TZS 9,043 billion and development expenditure was TZS 4,500 billion. 
A total of TZS 8,443 billion was collected through tax in 2012/2013, of which TZS 7,730 billion and 713 billion are tax revenue and non tax revenue respectively. In 2014/15 the government spent a total amount of 14,604 billion shillings of the budget such budget was due to internal source of revenue, out of this amount recurrent expenditure was TZS 10,893 billion and development expenditure was TZS 3,710 billion. A total of TZS 10,958 billion was collected through tax in 2014/2015, of which TZS 9,892 billion and 1,066 billion are tax revenue and non tax revenue respectively. 
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Figure 2.8: The trend of Government Expenditure and Revenue, 2011-2016
Source: 20 years of independence (1961-1981) BOT Economic Operation Report 
In 2015/16 the government spent a total amount of 1776 billion shillings of the budget such budget was due to internal source of revenue, out of this amount recurrent expenditure was TZS 13,420 billion and development expenditure was TZS 4,340 billion. A total of TZS 14,048 billion was collected through tax in 2015/2016, of which TZS 12,410 billion and 1,211 billion are tax revenue and non tax revenue respectively.

1.3 Overview of Government Revenue in Tanzania
Government revenue comprises amounts received by all agencies, boards, commissions or other organization categorized as dependent on the government concerned stated in terms of the accounting procedures from which those data originate revenue covers receipts from all accounting funds of a government, other than intergovernmental services revolving agency and private trust fund (Chaudhry and munir, 2010). Tanzania is one of the world’s poorest economies in terms of per capita income, but has achieved high growth rates based on its vast natural resource wealth and tourism. Since 1961, Tanzania government identified illiteracy, disease and poverty as main problems to be addressed in order to achieved sustainable economic growth.  
Total revenue as a percentage of GDP continued its decline from the peak of 13.5% of GDP reached in FY97 to 12% in FY98 and to 11.3% in FY99 and FY00 .In the first eight mouths of FY01 revenue collection had slightly recovered to an annualized rate of 12% GDP .This improvement is mainly due to the imposition of VAT on petroleum products as a deliberate tax administration measure aimed of curbing evasion on petroleum products. Underlying the decline in tax revenue over the past few years are substantial reductions in external taxes, relatives large tax incentives of new investments the continued downsizing of the parastatals sectors and sluggish private sector growth which has not yet yielded enough revenue to compensate for loss revenue shortfall was accounted or by a sharp decline in revenue from 18% of GDP in FY98 to only 1.2 percent of GDP in FY99. This is mainly the result of streaming of the tax system and the elimination of a number of nuisance taxes (URT, Public expenditure view, 2001).
The overall economic growth increased from 3.7% in GDP in 1998-2015 to 8.4% and was about 4.7% of GDP in 2006 and 8.5% still the economic growth become instability about 5.6% of GDP decrease in 2009, 5.4% of GDP in 2010, 7.9% of GDP in 2011,7.9% of GDP in 2011,5.1% of GDP growth annual in 2012 and 7.3 of GDP in 2013GDP in 2007 increased  of growth in 2009-15 was an impressive 6-7% per year. The GDP annual growth rate in Tanzania average 6.07% from 2002 until 2016 reaching an all-time high of 11.90% in the first quarter of 2007 and record low of 2.60% in third quarter of 2009.The government has been implementing measures to control expenditure and stabilize the fiscal position. As result the fiscal deficit, including grants decline from 4.8% of GDP. 
In 2012/13 to 3.4% of GDP in 2013/14.Government expenditure has arranged 19% of GDP since 2010/11 and the adoption of a comprehensive plan for reform of Tanzania’s tax administration, revenue in percent of GDP rose from 12.1 percent of GDP in 1999/2000 to 13.6 percent of GDP in 2003/04. This achievement is remarkable in that it reflects only changes in tax administration, while tax rates remained unchanged (Treicher and Scharer, 2005).
According  the  review of 2016/17 budget implementation, report extracted from the speech by the minister finance and  planning, Hon, Dr. Philip I. Mipango (MP) presenting to the national assembly in 2017 ,total resources mobilized during the period between July 2016 and April 2017 amounted to shillings 2070 billion, equivalent to 70.1% of annual target of TZS 29539.6 billion .These were mobilized from the following sources, Tax revenue  amounted to shillings 11644.6 billion, on tax amounted to shillings 1611 billion, equivalent to 59.8% of annual target of shillings  2693 billion, LGA own sources was shillings 399.3 billion ,equivalent to 60% of the annual target of collecting shillings 665.4 billion, loans from domestic sources were shillings 4715.6 billion ,equivalent to 87.7% of annual target of shillings 3600.8 billion ,disbursement of grants and external concessional loans were shillings 3600.8 billion for 2016/17 budget. In 2016/17 curbing revenue leakage, the government continued to pursue various measures to contain revenue leakages. In the context, some government entities are now collect revenue through electronic system like local government revenue collection system(LGRCS) and traffic management system and government e-payment gateway system (GePGs) (Tanzania budget speech, 2017).
1.3.1 Revenue Sources in Tanzania
According to United Republic of Tanzania unitary report (2016) there three government levels receive the finance from national budget allocation through different ministries .Apart from the national budget allocation, local governments can raise funds from different can raise funds from different sources including fees on forest products, livestock, license, property taxes and rents, charges and fines .Generally speaking the local authorities have a weak revenue base. To strengthen this, local government finance act of 1982 was amended in 1999 to appoint local governments to be licensing for commission agents, manufacturer representative brokers, travel agents, motor vehicle sales, import trade, regional trade and companies  cooperatives societies (United Republic of Tanzania Unitary, 2016).
According to Maal (2007). Tanzania revenue sources depend in Natural resources,   taxation and foreign aids. Officially the natural resources sectors accounts for approximately 15% of GDP .The natural resources sectors could have contributed to significantly more of the GDP had a large portion of it not been in the informal sector. The amount of lost revenue is not know but is understood from the various studies or observation (TRAFFIC, Tanzanite to be very large. Apart from that foreign aid, since 1986 Tanzania has financial approximately 50% of its total budget from foreign aid. Despite the corruption and mismanagement that has taken place in government, the donor presence is still very strong.
In 2007 around 20 foreign partners funded approximately 42% of the total budget of the Tanzania government. Taxation, most government receive 10% to 40% of the national income from taxation .As mentioned earlier, tax revenue is currently at approximately 12% of GDP .Tanzania receives little revenue from taxes for several interlinked reasons in 1980s and early 1990s .Tanzania had a rent seeing driven tax system characterized by different tax rates, weak enforcement, tax envision and large number of statutory and discretional exemption (Maal,2007).
1.3.3 Tax Revenue
The local authorities have the ability to levy the taxes and charge established in the local government finance act .They include the council property tax ,a tax on crop cession  tax on forestry produce cession, a guest house tax ,a services .Most of them being difficult to collect .Local governments are not able to create taxes besides those allocated to them by the central by the central government (United Republic of Tanzania unitary, 2016).
1.3.4 Grants and Subsidies
Transfers are the main sources on revenue for local governments. Transfers to local authorities include earmarked transfer to five national policy priority area education, health care, water, roads and agriculture as well as public administration .These transfers covers recurrent expenditures including salaries and operating expenses the charges for operating expenses are estimated through a formula. Most transfers are earmarked for education around (60%) the bulk of recurrent financing for salaries .30% of national revenues from the fuel levy are transferred to local authorities for maintenance of roads and local government also receive 20% of the revenue from land lent. In Zanzibar ,local authorities may receives from the revolutionary government of Zanzibar in the form of conditional grants ,block grants, equalization grants ,state support grants and in additional donor grants  (United Republic of Tanzania unitary, 2016).
1.3.5 Other Revenue
Other revenue for local government including fees for user services (parking, refuse collection, health facilities, administrative fees (for market slats auctions, land surveys, license fees (fishing, liquor, fines, permits (building permits) property income, local governments are only able to levy fees authorities by legislation from the central government (United Republic of Tanzania Unitary, 2016).
1.3.6 Overview of Government Expenditure in Tanzania
Tanzania is a unitary country with a single level of sub – National decentralization  by devaluation  initiatives started in 1982 with the reintroduction of local  government  administration  and Tanzania is currently implementing decentralization devaluation though the  local government Reform Program (LGRP) Art  145 and 146 of the constitution of the united Republic of Tanzania state categorically that National  assembly must provide for local government through legislation The country is divided between mainland Tanzania and the archipelago of Zanzibar ,which have a separate government ,local authorities  are composed of 118 rural councils and 42 urban council, There are three types of urban (City, municipal and town councils), there are neither city councils nor village country (United Republic of Tanzania Unitary, 2016).
The country is also divided into 30 regions(25 in main land of Tanzania and 5 Zanzibar) wards, Vitongoji and Mtaa for administrative purpose ,local government are enshrined in the constitution, all councilors are democratically elected council elections are held every five years, Main sub national government ,the specific powers of districts and village government are detailed in the principal local  government acts  that have been amended since 1999 part of the LGRP Most local authorities competence are shared with the central government, These include primary education ,primary health care, agriculture, livestock, water supply, local road maintenance, local authorities owned competences include the establishment and maintenance of recreations ,the construction of drainage works (United Republic of Tanzania unitary, 2016). According to United Republic of Tanzania unitary report (2016).Tanzania government expenditures by function are General public services ,Defense expenditure, Security and public order, Economic affairs, Environmental affairs, Housing and community amenities, Education expenditure, Health expenditures, Social protection (United Republic of Tanzania unitary,2016).
1.4 Statement of the Problem
Tanzania continue experience the changes in government expenditure and government revenue since 1966  monetary policy  has undergone    profound changes which affect direct and indirect government expenditure and revenue. On 20 June 1966, the bank of Tanzania (BOT)  a commencement of operation in monetary  (BOT economic and operation report, 2011)  and also on 1996 the establishment of the Tanzania  Revenue Authority, this result government  revenue collection has been increasing which enable government to rising its expenditures(BOT economic and operation report, 2011 ). 
As stated by Kessy and Ngowi (2013), Tanzania fiscal policy decision that determine the level and progressivity in government revenue  and public spending, effective revenue mobilization is crucial for creating a sustainable budgetary room (Kessy and Ngowi,2013). According to Epaphra (2017) during 1966 -2015 period, government expenditure in Tanzania has exceeded government revenue leading to budget deficits. Government expenditure has been rising steadily due to many reasons including an increasing demand for infrastructure and payment of interest on debt (Epaphra, 2017). Also rising budget deficit in Tanzania over the 1966 -2015 period was due to low collection revenue mainly because of narrow tax base evasion, tax avoidance and corruption. During the 1966  period, government revenue was on average,16.8% of GDP whereas government expenditure as proportion of GDP average, 16.8% of GDP  average 24.2%  a leading a budget deficit of 7.3% of GDP (Epaphra,2017).Since 1966, Tanzania expenditure has been increasing every government budget. This has not been fully reflected in government revenue. Therefore, this study intends to find out whether there is a relationship between government expenditure and government revenue collection in Tanzania.
1.5 Research Objectives
The general objective of the study is to determine the relationship between Government expenditure on government revenue in Tanzania .Specific objectives

i. To investigate role   government expenditure  and government revenue of Tanzania 

ii. To  examine  the impact  of  government  revenue  and  expenditure in Tanzania

iii. To test causality  effect  in government expenditure and revenue of Tanzania
1.6 Significance of Study 
The research study will help fiscal authorities of government raise government revenue and reduce government expenditure in order to control public finance as well as government budget. This study on government expenditure and revenue will help Economist, politicians and other stakeholder of public finance to control fiscal policy in order to increase in revenue collection. Lastly but not least, this study will be useful document for further studies on relationship between government expenditure and revenue in Tanzania and elsewhere in the world.
1.7 Scope of the Study
This study covers the 1965/66 -2015/16 period and basing on Tanzania mainland. This study selected period is so sufficient because It cover the period when the Bank of Tanzania (BOT) beginning in operation monetary policy and fiscal policy on 20 June 1966.Apar from that during this period there was announcement   Arusha declaration on February 1967 where major means of production based public sector ownership. The data has been collected from BOT Economic and operation report and Tanzania National Bureau of Statistic Report.
1.8 Justification of the Study
The need for this study arises because monetary policy controls government expenditure and government revenue. According to Peacock and Wiseman (1961-1971) states that changes in public expenditure bring about the changes in government revenue (Peacock and Wiseman, 1961-1971). According to BOT Economic and operation report indicates that the Bank of Tanzania was established for first under the Bank of Tanzania act of 1965 was empowered to perform all government monetary policy and fiscal policy (Tanzania mainland’s 50 years of independence 1961-2011).The study focuses on the rationale of government and government revenue in Tanzania. The findings from the study will be important policy maker.
1.9 Organization of the Study
The study is organized into five chapters, chapter one covers introduction, overview government revenue performance and government expenditure from 1966-2016 and statement of the problem. Chapter two presents both theoretical review and empirical. Chapter three covers the research methodologies. Chapter four covers data analysis and discussion. Chapter five presents, conclusion and recommendation.
CHAPTER TWO
REVIEW OF LITERATURE

2.1 Introduction

This chapter presents review of literature on relationship between government expenditure and revenue in Tanzania .We start looking at the theoretical and conceptual framework .So that to show how theories link government expenditure and other variables in government revenue contexts. In this parts of literature review it is divided into two main parts, theoretical and empirical literature both of them show evidences pertaining g to the relations among the variables. In the first we review some selected literature from outside Tanzania and second, we review the literature on Tanzania.
2.2 Theoretical Literature
2.2.1 Theory Public Expenditure
Theory of public expenditure is theory of the cost of providing goods and services through the public sector budget and /or the theory regulations and laws introduced that will result in private sector expenditure. According to Taiwo and Maritala (2011) Public expenditure theory traditionally, received only a scantly attention till recently. artily this lop sided interest  in the theory of public finance is explained by general acceptance of the efficacy of free market mechanism. 
However, with the advent of welfare economics the role of the state has expanded especially in the area of infrastructural provision and theory of public expenditure is attracting increasing attention. This tendency has been reinforced by the widening interest of economic growth, planning, regional disparities justice. The theory of public expenditure may be discussed in the context of increasing public expenditure, the range of public expenditure or in terms like recurrent and capital expenditure. The later of the two parts may also be conceived in terms of allocation of the economy resources between providing public goods on the one hand and private goods on the other (Taiwo and Muritala, 2011). 
This theory of public expenditure applied to my study because explain different kinds of government spending such as education expenditure, health services expenditure, General public services ,Defense expenditure, Security and public order, Economic affairs, Environmental affairs, Housing and community amenities, Social protection, defense. The government expenditures at ends increase sources of government revenue through taxes and non tax revenue. The theory public expenditure in this study explains total government budget achieved to meet government expenditure   through comparing available government source revenue.
2.2.2 Theory Public Finance 
Theory of public Finance (Richard Musgrave, 1989). Theory introduced by richer Musgrave .It has been a tradition for economists to classify governmental functions in the three classes of allocation, stabilization and redistribution as proposed by Mugrave .The pursuit of other three functions as assumed to automatically generate a nature long run-rate of growth. This theory applied to my study government expenditure and revenue in Tanzania because explain they way government raise public revenue in different level which include national level, regional level and local level from different government expenditure, Apart from that government through imposition tax from different sources revenue receives aggregate amount to meet government expenditure in budget. Theory public finance in this study help link both government expenditure and revenue concepts as jointly to explain function monetary policy and fiscal policy.
2.3 Empirical Literature

2.3.1 Selected Literature Empirical from Outside Tanzania
Fasano and Wang (2002) examined the relationship between government spending and government revenue in Oil –dependent GCC countries (Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, United Arab-Emirates) from 1975 up 2000.The study used co integration and error correction modeling framework. The study revealed that government spending and revenue in GCC countries has positive relationship to each other in long run and found evidence in Bahrain, Oman and Kuwait ,when government revenue increased by 1% .While in United Arab Emirates and Saudi Arabia, when government revenue increased by 1% government expenditure decrease less than 0.5%. But in Qatar when government revenue increase by 1% the government expenditure increased by  1% the government expenditure increased by more than 1%.They advise that the GCC countries must be improve the effectiveness of fiscal  policy by making budget expenditure less driven by revenue availability.
Chowdhury, (2011) studied on U.S United States about the relationship between Government Revenue and expenditures. The study taken account between government expenditure and revenue at the State and local levels in Alabama, Arizona, Arkansas, California, Colorado, Connecticut, Delaware, Florida, Illinois, Iowa, Kansats, Kentucky, lousiana, maine, Maryland, Massachusetts, Missouri, Montana, Nebraska, Nevada, New Jersey, New Hampshire, New Mexico, New York, North Carolina, Dakota, Ohio, Oklahoma, Oregon, Pennsylvania, Rhode Island, South Carolina, Tennessee, Texas, Utah, Vermont, Virginia, Washington, Wisconsin, Wyoming. 
The study revealed that there is no uniform relationship between government revenue and spending across different states in the U.S. The study found that government revenue and government expenditure has positive relationship in nine states(Colorado, Georgia, Kansas, Mississippi, Montana, New Hampshire, Tennessee, Washington, Wisconsin).Also found that 8 states government spending and revenue has positive relationship in Alabama, Alaska, Arkansas, Florida, Illinois, Kentucky, Louisiana, Texas). Furthermore the study revealed that no causality in 20 states in Delaware ,Hawaii, Idaho, Iowa, Maine, Minnesota, Missouri, Nebraska, Nevada, New Mexico, North Carolina, North Dakota, Oklahoma, Oregon, Rhode Island, South Carolina, Utah, Vermont, Wyoming. 
Also the found most states in United states  are facing increasing demand for public services while revenue is falling 40% of he states show temporal relationship between government expenditure and government 20% of he states he revenue and expenditures decisions jointly determined by he government. Lojanica(2015) examined on government expenditure and revenue in Republic of Serbia. The study used autoregressive distributed lag and vector error correction model. 
The study found ha here is a unidirectional causality from government revenue and government .The study concluded by suggest that government and government revenue should be increased which implies an increase in tax rates. The reveled that budget deficit is a source of public finance instability in Republic of Serbia. The fiscal deficit result high spending and disharmonious relationship between real wage growth and gross domestic product.
Al-Qudair (2005) conducted study in Kingdom of Saudi Arabia on relationship between government expenditure and revenue from 1964 up to 2001. The study used error correction model. The study revealed that there bi-directional causal relationship between government expenditure and revenues in both the long run and short run. The advice government o makes its decision between expenditure and revenue both simultaneously because government depends on its oil revenue that fluctuate over the time which affect government and growth of economy(Al-Qudair,2005). 
Ogujiuba and Abraham (2012) studied in Nigeria on government revenue and expenditure from 1970 to 2011. The study used lag regression model and vector error correction model for correlation analysis and regression analysis and impulse response analysis. Five variables were taken into accounts expenditure revenue, oil revenue, non oil revenue and crude oil price .he study indicate that all the variables are positively associated by 99% except crude oil price has low correlation by 30% with other variables. The lagged regression model showed ha revenue and expenditure has positive. The study concluded that short term shocks from crude oil price passes through oil revenue to affect expenditure. The study found ha revenue and expenditure are highly correlate and that causality runs from revenue to expenditure.
2.3 Empirical Literature on Tanzania 
Mwakalobo (2015) analyzed revenue generation capacity on public spending in physical human development (education and health) in three countries Tanzania, Kenya and Uganda in Short  run and long run from 1970-2005.The study employs the co-integration and error – correction modeling framework. The study revealed that the effect change  in tax revenue have strong impact on physical and human capital development spending in Tanzania, Kenya and Uganda in short run and long run. In Tanzania changes in short run and long run in public investment spending on infrastructure, human capital development, education and health are explained by changes in tax revenue generation as well as openness of the Tanzania economy to the rest of the world.
In Kenya found that long run government investment spending on overall human capital development, physical capital, education and health influence response towards changes in macroeconomic environment, economic structure, the size of the government and level of development. The study found that in Kenya public spending investment expenditures on physical and human capital development as well as education and health has positive relationship to the revenue generation but Uganda, the study revealed that the run government spending o infrastructure overall human development, education and health move towards the equilibrium in response to changes in tax revenue generation, macroeconomic conditions, economic structure, level of development and openness to trade.
The study advice East Africa countries –Tanzania, Kenya and Uganda should increasing spending on physical and human capital development and reducing spending in unproductive sector such as defense and general public services (Mwakalobo, 2015). Kayandabila and Manyama (2013) conducted study on fiscal policy and debt dynamic in Tanzania from 1970-2011.The study used unity roots tests, cointegration tests and fiscal reaction function for analysis. 
The study revealed that there weak cointegration between government expenditure and revenue which result fiscal policy to be unsustainable. The study found also that  1%   of increase of government expenditure GDP/revenue on average on average increase by 0.22% relative to GDP .Therefore conclude that fiscal policy in Tanzania not have been sustainable for period 1970-2011 because government exhibited high growth than revenue. The study concluded that fiscal sustainability in Tanzania should be interpreted in the sense that there are problems in marketing debt which are expected to arise under the assumption that the variable involved follow the behavior of the past in the future (Kayandabila and Manyama, 2013).   
Chimilila and Cyril (2017) analyzed forecasting tax revenue and its volatility in Tanzania .The study used monthly tax revenue data for a period of 182 months  spanning January 2000 to February 2015.The study used Augmented Dickey Fuller ,Phillips Perron test, and autocorrelation   and partial correlation analysis. The study fiscal forecasts include revenue and expenditure forecasts. The study found that both income and tax revenue growth steady and also found monthly tax revenue has high volatility which grows over time. The study recommends on policy implication there is need to enhance diversity in taxes within the existing tax portfolio so as to reduce volatility (Chimilila and Cyril, 2017).   
2.4 Research Gap

However, researcher have conducted extensive literature review test on the relationship between government expenditure and revenue in developing countries but also few literature review within the Tanzania. Some researchers that were conducted outside Tanzania include Fasano and Wang, 2002; Chowdury, 2011; Lojanica, 2015; Al-Qudair, 2005; and Qguijiuba and Abraham (2012). Previous studies which have been done in Tanzania are Mwakalobo, 2015; Manyama and Kayandabila, 2013; and Chimilila and Cyrill (2017).According Chimilila and Cyrill studied in Tanzania on forecasting tax revenue and its volatility. The study used time series data for a period 182 from January 2000 up February 2015.This study covered 50 years and  it was evident that other studies has not looked at the relationship government expenditure and government revenue in Tanzania. This study therefore seeks to fill research gap by investigating the relationship between government expenditure and government revenue in Tanzania.
CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction 

This section presents the theoretical and empirical methodology which is employed to employed to provide a due to objective stated in this study .These chapter expected to derive the that will be used to discuss the relationship between government expenditure and government revenue in Tanzania .In additional, the chapter highlights the sources data collection methods and estimation technique and econometric model that employed.
3.2 Conceptual Framework
The theoretical aspect of government expenditure in relationship on government revenue is well document. This study follow the bivariate finite order vector autogressive model which developed  by Konya (2006) which we apply it in our context to government expenditure and government revenue which developed  by Konya (2006).In this study government expenditure represented, G and government revenue, represent R. 
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Where the dependent variable 
I=(i=…………N) denotes the states ,the index t(t=1…………..T) the period j the lag and p1i, p2i and p3i indicate the largest lags in the system .Therefore Git= general government expenditure
Rit =  general government revenue    and E= represent error term
3.3 Model Specification and Variables Definition
3.3.1 Mode Specification
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Various authors have been show the dynamic relations of the Government expenditure and Government revenue of respective countries depend country resources and availability of data .This research study used   structural equation can be presented by Konya (2006) as follows .We can modify the Eq.2 for empirical analysis of the Government expenditure and government revenue .The Eq.3 can be written in panel data frame work as follows
[image: image13.png]


      t═1, …t     i═1, …N
[image: image15.png]3 Gie—j T €2



        t═1…T,  i═1…,N
3.3.2 Variable Definition
The following table presents the summary of the model variables terms of name, code, and sign
Table 3.1: Expected Variable Understudy
	Name of the Variable 
	Code
	Expected sign

	Git
	Government expenditure
	+

	Rit
	Government revenue
	+

	Git
	Government expenditure
	-

	Rit
	Government revenue
	-


Source: researcher, 2021
3.3.3 Explanation of the Variables under the Study 
Government Expenditure: This refer spending by government  in the budget of a given year to finance different sectors  includes education sector, health sectors, judiciary, transport and infrastructure ,energy and mineral sector ,land and water expenditure in delivery, programs, implementation, coordination, institutions reforms and sustainability mechanism and human resources sustainability. Government expenditure is being divided into two current expenditure and capital expenditure.

Current expenditure this type spending on goods and services that are not transfer payments or capital as sets. This includes salaries, rentals, office, requirements the operating expenses of government industries and services, interests and maintenance of capital. And Capital expenditure this refer spending on assets that last for more than one year is classified as capital expenditure include equipment, land  building and legal expenses and other transfer costs associated with property. The government expenditures allocate every year budget various area include General public services ,Defense expenditure, Security and public order, Economic affairs, Environmental affairs, Housing and community amenities, Education expenditure, Health expenditures, Social protection .
Government Revenue: This refer to the government annual income collected from difference source of income include taxes, salaries, profit renal ,services, office equipment ,interest .This government revenue are being divided into two domestic revenue(import duty, excise duty ,value added tax and income tax)  and external revenue.
3.3.4 Research Hypothesis 
i. Government expenditure  has positive relation with Government revenue
ii. Government revenue has positive relation with government expenditure
iii. Government expenditure has negative impact relation with government revenue

iv. Government revenue has negative impact relation with government expenditure

3.4 Estimation Diagnostic Tests

 This estimation diagnostic test in this study will be consist normality test, Autocorrelation test, Heteroskedasticity test. All tests will use time series variable data which are government expenditure and government revenue. 
3.4.1 Normality Test
This test in this study will used to determine the sample data has been draw from the sample data has been draw from a distributed population. This study used methods to assessing whether data are normally distributed or not .This method used common techniques which jarque –Bera test, Kortosis test, Skewness test.
3.4.2 Autocorrelation Test

This autocorrelation test is the type of correlation which involves error terms arising in time series data. The correlation between two error terms results autocorrelation. This study will use two variables which are government expenditure and government revenue to find autocorrelation between this variable.
3.4.3 Heteroskedasticity Test

A test of heteroskedasticity use regression disturbance whose variance are constant across observation. During the heteroskedasticity analysis there should error term do not have a constant variance. 
3.4.5 Unit Root Test

A test    of stationary or non-stationary that    has become widely popular over the past several years is the Unit root test. There are several ways of testing for unit root. In this study we applied the Augmented Dickey Fuller. Augmented Dickey Fuller (ADF) Test. The test is conducted under the assumption that the errors (residuals) are serially uncorrelated. The ADF test is used since allows addition of more lags to achieve white noise error term which is required for the distributional results to be valid(no autocorrelation) .The null hypothesis tested under the ADF ,he is rejected when the absolute value of the completed t-static is greater than the absolute of the critical value. The following equation has been considered by Levin et al (2002) to test unit root of the data in this study
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Where ∆ is first difference operator 

Xit is dependant variable 

εit is the white noise disturbance with a variance of sigma square,i=1,2…………….N indexes country and t=1,2……………………………………………..T indexes

Levin et al (2002) has proposed the hypothesis to test the stationary data are given as 

              H0.β1=0 Unit Root

              H1.β1< 0   No unit root

Where alternative hypothesis corresponds to Yit of being stationary .The test is based on the statistic          
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3.5 Co-Integration Analysis and Error Correction Mechanism 
In this study co-integration has been developed as technique for determine whether there is long run relationship among a set of non – stationary variables. The co-integration analysis of a differenced time series data yields short run relationship among the variables with no information about the long run. Therefore a test for co-integration need to be run and the ADF unit roots tests to be used to test for stationarity of the residuals. If the residuals are stationary then there is a proof for the presence of co-integration in the series used in the model (Adam, 1993, perman, 1989).

According to Johansein (2010) since there is co-integration among dependent variables and its fundamentals on error correction model has to be estimated by incorporating the lagged error correction term in the set of regression. The error correction term is the residual from the static long run regression and it joins the set of difference of non stationary variables to be estimated to capture both short run and long run dynamics. The short run adjustment is estimated using the error correction model. The major advantage of error correction model representation is that it avoids problems of s spurious correlation between dependent and explanatory variables also it makes use of any short run and long information in the data.

According to Grander (1986) any system of co-integrated variables can be best be presented by error correction mechanism in which the lagged residuals that are obtained from underlying co-integration relationship are added to the original vector of co-integrating stationary variables.
3.6 Granger causality Test 

The study applied Granger causality test to determine the direction of causality .The test hypothesis is H0. Variable X does not Granger cause variable Y. Failure to reject this null hypothesis means X does not cause Y, therefore we have enough evidence to reject t that X granger cause Y (Granger, 1988). The possible causality direction could be un-directional or bidirectional causality.
 3.7 Data Type and Sources 

This research involved secondary data concerning with relationship between government expenditure and revenue  in  Tanzania from 1966  up 2016 to determine the presence and direction of relationship, Data will be collected from secondary sources including periodic journals, Ministry of finance, National bureau of Statistics (NBS), Documentary review report and Tanzania Revenue Authority (TRA).
3.8 Data Processing and Analysis 

In data processing and analysis,. STATA was used to applied for unit root test(Augmented Dickey- Fuller test, Phillips perron  Test), Co -integration analysis, granger causality test, impulse response function and provide error correction mechanism, Also STATA was used in drawing tables and figures.
CHAPTER FOUR
DATA ANALYSIS AND DISCUSSION

4.1 Introduction

This chapter covers the empirical and interpretation of the results as obtained from data analysis. Section 4.2 presents descriptive statistics, Section 4.3 presents serial correlation section 4.4 presents unit root test, section 4.5 presents Co-integration analysis, section 4.6 presents regression analysis, section 4.7 present vector error correction mechanisms and last section 4.8 present impulse response function.
4.2 Descriptive Statistics
Tables 4.2 provide the descriptive statistics of time series variable used in this study. In This study multivariate regression results was used in observations in the study from 1966-2016. The table shows that the mean government is 1,344,539 the maximum 25, 551, the minimum is 1122 and standard deviation is 295,236, the distribution is slightly positive. The table further that the mean government is 556592.6, the maximum is 2739022, the minimum is 898 and the standard deviation is 1100928 the distribution is slightly positive skewed. 
Table 4.1: Descriptive Statistics
	
	Git
	Rit

	Mean
	1344539
	556592.6

	Maximum
	25551
	2739022

	Minimum
	1122
	898

	Standard Deviation
	295236
	1100928

	Kurtosis
	10.21547
	8.393517

	Skewness
	2.762868
	2.464231

	Sum
	68571466
	28386225

	Observations

	50
	50


Source: Analyzed Data, 2021
Note: All variables are in logarithm from where Git   denote government expenditure, Rit  is Government revenue. The analysis above in table 4.2 indicates that mean government expenditure is higher than mean government revenue. The standard deviation of the government revenue is greater than government expenditure. The maximum of government revenue is higher compared maximum of government expenditure. The study conduced kurtosis tests and skewness result is presented in Table 4.1.
4.3 Serial Correlation

In testing the results indicates the value of Autocorrelation function and partial correlation function are dying the zero implies no serial correlation, but also Q –statistics observe that all p-value greater than 5% level of significance implies no series correlation.
Table 4.3: Serial Correlation
	LAG
	           AC
	            PAC
	 Q-STATISTICS
	  PROB>Q

	1
	0.9412
	0.9412
	47.887
	0.0000

	2
	0.8824
	-0.0295
	90.843
	0.0000

	3
	0.8239
	-0.0296
	129.07
	0.0000

	4
	0.7656
	-0.0297
	167.78
	0.0000

	5
	0.7077
	-0.0298
	192.21
	0.0000

	6
	0.6502
	-0.0299
	217.6
	0.0000

	7
	0.5933
	-0.0300
	239.23
	0.0000

	8
	0.5370
	-0.0301
	257.36
	0.0000

	9
	0.4814
	-0.0302
	272.27
	0.0000

	10
	0.4267
	-0.0303
	284.28
	0.0000

	11
	0.3729
	-0.0304
	293.67
	0.0000

	12
	0.3200
	-0.0304
	300.77
	0.0000

	13
	0.2682
	-0.0305
	305.89
	0.0000

	14
	0.2176
	-0.0305
	309.35
	0.0000

	15
	0.1683
	-0.0304
	311.47
	0.0000

	16
	0.1204
	-0.0304
	312.59
	0.0000

	17
	0.0738
	-0.0303
	313.03
	0.0000

	18
	0.0289
	-0.0302
	313.09
	0.0000

	19
	-0.0145
	-0.0300
	313.11
	0.0000

	20
	-0.0561
	-0.0305
	313.39
	0.0000

	21
	-0.0959
	-0.0295
	314.22
	0.0000

	22
	-0.1338
	-0.0291
	315.89
	0.0000

	23
	-0.1698
	-0.0287
	318.67
	0.0000

	24
	-0.2036
	0.0000
	322.82
	0.0000

	25
	0.2353
	0.0000
	328.57
	0.0000

	26
	-0.2647
	0.0000
	336.15
	0.0000

	27
	-0.2918
	0.0000
	345.74
	0.0000

	28
	-0.3164
	0.0000
	357.74
	0.0000

	29
	-0.3385
	0.0000
	371.5
	0.0000

	30
	-0.3579
	0.0000
	388.06
	0.0000

	31
	-0.3747
	0.0000
	407.04
	0.0000

	32
	-0.3886
	0.0000
	428.52
	0.0000

	33
	-0.3996
	0.0000
	452.5
	0.0000

	34
	-0.4077
	0.0000
	478.93
	0.0000

	35
	-0.4127
	0.0000
	507.7
	0.0000

	36
	-0.4145
	0.0000
	538.66
	0.0000

	37
	-0.4130
	0.0000
	571.59
	0.0000

	38
	-0.4082
	0.0000
	606.24
	0.0000

	39
	-0.4000
	0.0000
	642.28
	0.0000

	40
	-0.3882
	0.0000
	679.32
	0.0000

	41
	-0.3729
	0.0000
	716.9
	0.0000

	42
	-0.3538
	0.0000
	754.48
	0.0000

	43
	-0.3309
	0.0000
	791.47
	0.0000

	44
	-0.3041
	0.0000
	827.17
	0.0000

	45
	-0.2733
	0.0000
	860.82
	0.0000

	46
	-0.2385
	0.0000
	891.56
	0.0000

	47
	-0.1995
	0.0000
	918.45
	0.0000

	48
	-0.1562
	0.0000
	940.43
	0.0000

	49
	-0.1086
	0.0000
	956.37
	0.0000

	50
	-0.0566
	0.0000
	965.02
	0.0000


Source: Analyzed Data, 2021
As the serial correlation concerned all variable are in logarithms from where by AC denoted autocorrelation function and PAC denoted partial correlation function. The above finding indicates that there partial autocorrelation function and autocorrelation are dying zero so that implies that there is no serial correlation between government expenditure and government revenue trend. 
4.3 Unit Root Test

Although there are several unit root tests, the study engaged only one types of unit root test: namely Augmented Dickey- Fuller test, Phillips perron Test and co- integration test. The following are the results obtained from the statistical test.
4.3.1 Augmented Dickey- Fuller Test

The results of this test for both equations intercept and trend are reported in Table 4.2.
Table 4.2: ADF Test

	Variable
	Test statistic
	1% critical value
	5% critical value
	10% critical value

	Git
	-5.411
	-3.580
	-2.930
	-2.600

	Rit
	-2.303
	-3.580
	-2.980
	-2.600

	
	
	
	
	


Source: Analyzed Data, 2020
As the ADF was concerned, if the calculated ADF test is greater than the Mackinnon critical values  at 5% level of significance, could reject the null hypothesis of non – stationarity and accept the alternative hypothesis of stationarity. The result of running ADF test for variables in table 1 above shows that at 5% level of significance,  all the variables were to be integrated of the order 1. The calculated ADF results for all the variables are more than the ADF critical value. Leading to reject Null hypothesis and accept Alternative Hypothesis of stationarity.
4.3.2 Phillips Perron Test 

Table 4.3 shows Phillips perron test .This is used in time series analysis to test the null hypothesis that unit root is integrated of order 1. The Phillips Perron test makes a non parametric correction to the z-test statistic. The following are the results obtained from the Phillips Person test.
Table 4.3: Phillips Perron Test
	Variable
	Test statistic
	1% critical value
	5% critical value
	10% critical value

	Git
	-10.955
	-18.900
	-13.300
	-10.700

	Rit
	-2.409
	-3.580
	-2.930
	-2.600

	Δ Git
	-46.499
	-18.900
	-13.300
	-10.700

	Δ Rit
	-6.896
	-3.580
	-2.930
	-2.600


Source: Data analyzed
The Phillips- Perron test was kept in consideration as to test for the presence of unit root or non stationary. 5% critical level was preserved for the test. The Null hypothesis; Ho: Rit has unit root and alternative hypothesis H1: Rit has no unit root was established. The null hypothesis is rejected if the Mackinnon p-value for z(t)  is less than 5% critical value. The absolute test statistic2.409 is less than 5% critical value -2.930 hence the there is no evidence to reject the Null hypothesis which states that Rit has a unit root (non stationary). Then the data changed at first differenced level. After first differenced level the absolute test statistics 6.896 is greater than 5% critical absolute value 2.930 hence the Null is rejected. The argument is made for the best of alternative which say that the series is stationary. The result is fit for test Co integration test.
4.4 Normality Test
Table 4.4 show the equation Jarque Bera Statistics, equation skewness statistics and equation kurtosis statistics results have similar structures. The normality test found that the Jarque Bera statistics result use to sum of the skewness statistics and Kurtosis Statistics.

Table 4.4: The Equation Jarque Bera Statistics, Equation Skewness Statistics and Equation Kurtosis Statistics Results have Similar Structures
Jarque-Bera test






	Equation
	chi2
	df
	Prob > chi2
	

	
	
	
	
	

	git
	907.896
	2
	0.00000
	

	ALL
	907.896
	2
	0.00000
	


Skewness Test









	Equation  Skewness
	chi2
	df
	           Prob > chi2

	git   4.5455
	168.734
	1
	0.00000

	ALL
	168.734
	1
	0.00000


Kurtosis Test





	Equation  Kurtosis
	chi2
	df
	Prob > chi2
	

	
	
	
	
	

	git   22.027
	739.161
	1
	0.00000
	

	ALL
	739.161
	1
	0.00000
	


After analysis Jarque Bera tes found that results used to sum the skewness test and kurtosis test
4.5 Granger Causality Test

This refer as ability of one variable to predict(and therefore cause ) the other .The relationship between those variable can be captured by VAR model (Asteriou and Hall ,2007).The possible causality direction could be un-directional or bidirectional  causality. Table 4 indicates that government expenditure un-directional granger cause government revenue .The granger  causality requires that  the two variables be stationary (madalala 2001).This is revealed by the significance of its respective F-statistics value and probability value. Thus government expenditure in Tanzania depends on government revenue collection change during the time frame.
Table 4.5:.Granger Causality Test
	Variable
	F-Statistics
	P-Value
	Decision

	Git granger  does not cause Rit
	4.3934
	0.0182
	Accept

	Rit does not granger Cause Git
	0.03874
	0.9620
	Reject


Source: Analyzed Data, 2021
4.6 Regression Test for Stationary and non Stationary
This analysis used to asses the relationship between one independent variable and one or more variables. Regression coefficient is a measure of how strong each independent variable predicts the dependent variable .If there is just one dependent variable the beta value obtained would be same as the correlation coefficient between the dependent variable and the independent variable (Gaur and Gaur, 2009).
After confirming that the series is stationary and has co- integration, the study proceeded on OLS regression as per equation 1 and equation 2. This analysis seeks to see if Git is significant to government revenue. The result is as in table 4.6
Table 4.6: Regression Estimate

	Dependent variable
	Independent variables
	Coefficients
	Standard error
	t - statistics
	Probability
	(95% conf.Interval)

	Git


	Rit

constant
	1.61727

444378.2
	
	5.29

1.19
	0.00

0.241
	2.231537

1196216

	R2                         0.3636

F – Statistics         27.99


Source: Analyzed Data
From the regression results in equation 2 table 5, independent variables (Rit) together jointly explained R2 of 0.3636 indicates about 36.36% of the variability in the Git . The result reveals that Git  has a positive impact on government revenue and, F- statistics of 27.99 indicates 27.99 % greater than 5%, more so p value in explaining Git  of 0.00 table  is an indicator that such variables have not been contributing enough towards the government expenditure.
4.7 Error Correction Model 
According to Asteriou and Hall (2007) explained advantages of Error Correction Mechanism, firstly, it is a convenient model measuring the correction from disequilibrium of the previous period which has a very good economic implication, secondly co-integration Error are formulated in terms of first differences which typically eliminated trends from the variables  involved ,they resolve the problem of spurious regressions and lastly Error Correction Mechanism has important implications in the fact two variable are co-integrated implies that there is some adjustment process which prevents the errors in the long run relationship becoming larger (Asteriou and Hall, 2007).After confirm that there long run relationship between government expenditure and government revenue base on co-integration analysis in table 3.
The results in Table 4.5 shows that coefficient of the error correction term is -1.110954. This means that error correction term is consider good if range between 0 but not more than 2. This analysis result show that error correction term is negative. The P value of the term is 0.000 is less than 5% hence is statistically significant to the coefficient of the term. Since the coefficient is negative and significant, therefore are meet all conditions of presence for long causality relationship among variable. For this result conclude that Rit has long causality relationship to Git. .The short run causality for the coefficients of lagged second difference in the table 5 indicate that the P value for Rit is 0.998 was more than 0.05 which lead to conclude that there is short run causality. 
Table 4.7: Error Correction Mechanism Analysis
	Model parameter
	Coefficient 
	Standard Error 
	t-statistic
	P-Value
	(95%  conf.Interval)

	ΔGit
	0.0422014
	0.1660347
	0.25
	0.79
	(-1.584001    -0.6379065)

	ΔRit
	0.014546
	0.6268661
	0.00
	0.998
	(-1.22718
(-1.23009

	Constant
	1.141872
	394100.2
	0..000
	1.000
	(-772421
772423.3)

	-ECT(-1)
	-1.11094
	0.2413551
	-4.60
	0.000
	(-1.584001
-0.6379065


Source: Analyzed Data
4.8 Impulse Response Function
The impulse Response function was derived from the vector error correction since variables co integrated. The estimated Impulse Response function to get the information about the effects of shocks in our system and information between the government expenditure and revenue variables. The standard deviation of shocks government expenditure leads to positive changes in revenue. The response of government expenditure to a shock in government revenue is positive and permanent in almost all the years implying that there is significant positive impact of revenue. The impulse response function is used to verify the results obtained for a long term period of time. The trend reveals that a positive shock in government revenue raise government in the first six period. 

	
	


Figure 4.1: Impulse Response Function Results
These results support our long run causality which revealed that from government expenditure but relationship between the two variable be positive. The positive shock in government expenditure drags revenue down immediately and widen over time.As shown in figure 4.1  Figure 4.2 shows a negative shock in government revenue however, pulls down and up in the subsequent years. It is evident that positive shock in  Git  is having powerful permanent effect on the on the Ri and vice verse. 
[image: image18.png]



Figure 4.2: Impulse Response function 
This implies that the increase or decrease of government revenue is also a major factor that determines the number of government expenditure projects every budget in Tanzania impact of one standard deviation shock to government expenditure of revenue is found to be mixed as the graph keeps to be positive and negative occasionally, The results support our previous short run causality analysis which revealed no causality from government expenditure to revenue in Tanzania

4.8.1 Stability Test of the Performance of Revenue in Tanzania

Table 4.6 indicates that Eigen value lie outside the unit circle this found in the figure 4.1 .This show the Performance of government revenue is not stable both for short run and long run compared to government expenditure.
Table 4.8: Eigen Value Lie Outside the Unit Circle

	Eigenvalue
	Modulus

	     1

.5661595    

 .3093469

  -.0390769 +   .267028i  

  -.0390769 -   .267028i  
	      1

.566159   

309347

.269872   

.269872   


Source: Analyzed Data
The analysis applied government revenue variable to determine stability of long run coefficients the results indicates that VAR does not satisfy stability condition at least one eigen value is at least 1.o. Figure 4.3 after analysis show that the graphs of the eigenvalue with the real components on the x axis and complex on the y axis .The graph below indicates visually that these eignvalues are outside the unit circle. This result imply that government revenue performance in Tanzania are not stable over long period of time 
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Figure 4.3: Stability in Revenue Performance Results

4.9 The Effect of Government Expenditure on Revenue Growth in Tanzania
The study reveled that a one government expenditure shock effect to government revenue temporarily increases government revenue. This shocks to government expenditure will have positive effect on government both in short run and long run .A one government revenue shock effect to government expenditure .This innovation indicate that government revenue will have positive impact in  short and long run.
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Figure 4.4: Effects of Government Expenditure on Revenue Growth in Tanzania Results

Figure 4.4 the upper –left graph shows the structural impulse response function of innovation in government expenditure .It indicates that the identification restrictions used in model imply that positive government expenditure causes an increase government expenditure followed by a decrease followed by an increase and so on until the effect dies out after roughly 1 period. The upper –right graph shows the structural impulse response function of an innovation in government revenue indicating positive shock to government revenue causes increase which dies out after 6 or 8 period.

CHAPTER FIVE

FINDINGS DISCUSSION

5.1 Introduction 

This chapter presents empirical results of the econometric analysis. This chapter is divide in different sections as follows section 5.2 presents descriptive statistics, section 5.3 presents correlation matrix, section 5:4 presents discussion to stationary test, section 5.5 discussion to co integration tests, section 5.6 discuss summary hypothesis results.
5.2 Descriptive Statistics
The results of the descriptive statistics for the two time series data from 1966-2016 should be presented before the test of the causality between Git  and Rit  .  It is evident that the average value of government expenditures in different sectors over time greater than average value of government revenue which implies budget deficit in Tanzania. This means that government spends is higher than government revenue collection from different source of revenue.
Table 5.1: Descriptive Statistics

	
	Git
	Rit

	Mean
	1344539
	556592.6

	Maximum
	25551
	2739022

	Minimum
	1122
	898

	Standard Deviation
	295236
	1100928

	Kurtosis
	10.21547
	8.393517

	Skewness
	2.762868
	2.464231

	Sum
	68571466
	28386225

	Observations

	50
	50


Source: Analyzed Data, 2021
5.2.1 Correlation Matrix

Correlation test measure relationship between variable. The correlation coefficient gives mathematical  value for measuring the strong of the linear relationship between variables .It can takes values from -1 to +1 with,+1  representing absolute positive relationship (increases ,0 representing no linear relationship (no pattern between two variable),-1 representing absolute inverse relationship (as one independent variable increase, dependent  decrease)(Gaur and guar,2009).The correlation Test  analysis was conducted on data to establish the degree of association connecting the variables. The table 4.2 shows that logarithms of Git are highly correlated with logarithm of Rit. 
Table 5.2: Correlation Test

	
	GIt
	Rit

	GIt
	1.0000
	

	Rit
	0.6030
	1.000


Source: Data Analyzed
5.3 Discussion to Stationary Test

As a first step, we conducted test the stationary of the variables, the Augmented Dickey Fuller (ADF) and Phillips Perron (pp) unit root test table 5.3 shows that Augmented Dickey Fuller (ADF) and Phillips-perron (pp) unit root results for two variables ,government expenditure and government revenue. The null hypothesis indicates that there is a unit root and not reject the null show that the time series is non stationary. Since all variables in our model are integrated of order one, according to the Augmented Dickey Fuller Test and Phillips Peron Test employed, the use of bounds testing approach to co integration is justified.

Table 5.3: Augmented Dickey Fuller (ADF) and Phillips Perron (pp)

	
	        Augmented Dickey Fuller 
	                 Phillips Perron test

	Variables
	Test statistics
	1% critical value
	5% critical value
	1o% critical value
	Test statistics
	1% critical value
	5% critical value
	1o% critical value

	GIt
	-5.411
	-3.580
	-2.930
	-2.600
	-10.955
	-18.900
	-13.300
	-10.700

	 Rit
	-2.303
	-3.580
	-2.980
	-2.600
	-2.409
	-3.580
	-2.930
	-2.600


Source: Analyzed Data
5.4   Co integration Test

Non – stationary time series can be co – integrated if there is a linear combination of them. Co – integration tests prove that the combination of such variables has a long – term relationship (Eigbiremolen 2013). Economically, speaking two variables has been co – integrated if they have a long – run or an equilibrium relationship between them (Gujarati, 2004). The Johansen trace statistics were utilized to determine the number of Co – integrating vectors. The decision rule is to reject the null hypothesis if the trace statistics is greater than 5%. 
Table 4.4: Johansen Test for Co - integration

	Hypothesized No. of  CE(s)
	Eigen Value
	Trace statistics
	5% critical value

	None
	-
	28.7502
	15.41

	At most 1
	0.37307                                                                                                                                             
	5.8711                                                                                                         
	3.76

	At most 2
	0.11292
	7.2353
	15.41


Source: Analyzed Data
The trace statistics in the Table 5.2 reveal the rejection of null hypothesis of the first (none) at 5% level of significance but the second, and third, reveal the acceptance of null hypothesis at 5%. This implies that all third variables are Co – integrated. Therefore, there is a long run relationship between the variables.
5.4 Granger Causality Test

The results conducted found that there existence of long run relationship between government expenditure and government revenue this indicates that granger causality must at least run in one direction. Tables 5.4 report the causality test results which show that there is a unidirectional causal from government revenue and government expenditure in the long run relationship. The short run causal effect from government expenditure to government revenue is supported by statistically F-statistics while coefficient of the error correction term which is negative and statistics provides support for long run causality. On the other hand, the reverse short runs causality from government to government revenue rejected by statistically insignificant F –statistics in the government revenue function.
Table 5.4: Granger Causality Test

	Variable
	F-Statistics
	P-Value
	Decision

	Git → Rit
	4.3934
	0.0182
	Accept

	Rit → Git
	0.03874
	0.9620
	Reject


Source: Analyzed Data, 2021
Therefore, these findings confirm hypothesis and imply government expenditure in Tanzania is determined by government revenue. Thus the result of the study government expenditure and government revenue in Tanzania existence in public expenditure theory and public finance theory.
5.5 Summary for Hypothesis Results
The aim of study finding relationship between government expenditure and government revenue in Tanzania .The study found that there existence of long run relationship between government expenditure and revenue this indicates by granger causality. Furthermore, this relationship is statistically significant in both short run and long run effect relationship, thus this study existence in both public finance and public expenditure theory.
This study suggests there need to government to develop other sources of revenue in order to increase government revenue collection and government should reduce recurrent expenditure and capital expenditure ,this will help to reduce or to avoid budget deficit. The study revealed that the levels of government expenditure and revenue are cointegration in long run relationship and the results shows that government expenditure and revenue are integrated of order one and are significant at all at level 1%,5% and 10%                                                                        
CHAPTER SIX
SUMMARY, CONCLUSION AND RECOMMENDATIONS
6.1 Summary

The research determine the relationship between government and government revenue in Tanzania by using time series data for the period 1966-2016.The result reveled descriptive statistics, Unit root-Augmented dickey fuller Test, Regression test for Stationary and non stationary ,Phillips Peron Test, Autocorrelation test, Heteroskedasticity,  co-integration ,Johnson co-integration test, Granger causality test, correlation matrix ,Error correction mechanism and impulse response function in the  analysis.
6.2 Conclusion
The aim of research examined the relationship between government expenditure and Revenue for Tanzania by using Time series data since 1966 -2016. The study used Descriptive statistics, Regression analysis for Stationary and non stationary,  Unit root - Augmented Dickey- Fuller test, Phillips Peron test, , co- integration model test- Johansen cointegration test and granger causality test, Error Correction Mechanism and impulse response function in the  analysis. The result reveals the series is stationary and has cointegration variables. The study found that government expenditure and revenue are highly correlated and causality runs from revenue to expenditure in Tanzania. The study found that government expenditure un-directional granger cause government revenue. The coefficient error correction term was found to be negative and statistically significant. This implies that changes in government revenue are equilibrated by the government expenditure.
6.3 Policy Implication
The policy implication from the study is that increase in government expenditures without reflecting increase government revenue will expand the public debt and will result possibility of budget deficit. Furthermore the study result suggests that fiscal policy makers in Tanzania should set government revenue and government expenditure simultaneously. There interdependence relation between government expenditure and revenue collection .The government expenditure has significant effect on government revenue in Tanzania.
6.4 Recommendation to the Government

The study findings on government expenditure and government revenue collection in Tanzania therefore recommended that

i. The government should be continuing provide Public tax education in order to increasing Electronic revenue collection system from tax payers. Public tax education will promote businessman using Electronic Fiscal Device (EFD) Machine during business transaction.

ii. The ministry of finance and Tanzania Revenue Authority (TRA) should discover new sources of revenue rather than dependent increase tax in the same sources of revenue. This study suggests government continue searching other sources of revenue collection form artificial resources and natural resources in different parts in mainland of Tanzania.

iii. The government should explore a medium term expenditure framework as planning tools that seeks to match expenditures with overall resource availability, guide the sector allocation of expenditure, facilitate strategic sector planning and improve the effective and efficiency of government expenditure.

iv. Government should continue and improve the campaign to counter tax evasion around in mainland of Tanzania like  Tunduma border, kyela boarder, Namanga border, but also  in Mining sector and ports authority area.

v. Tanzania revenue authority must be continue build trust to all  citizen .in order TRA  to collect more revenue from citizen must be establish mutual communication between TRA staffs and all citizen but also implement short run and long run projects as benefits taxpayer funds.
6.4 Limitation of the Study
This study provides evidence on relationship between government expenditure and revenue in Tanzania. This study experiences limitation during the study. First limitation involved quantitative data availability some secondary data become difficult to find because unpublished. The second limitation involved during the study, time was limited compared to the research work fulfillment.
6.5 Area for Further Studies

This research study examines the relationship between government expenditure and revenue in Tanzania from the period 1966-2016 .This study result cover only United republic of Tanzania but could sound if include  all developing countries due to the fact most developing countries experience budget deficit in fiscal policy during implementing government expenditure and government revenue collection  compared   developed countries.
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APPENDIX
Raw data Used in the study
	Year 
	Git
	Rit

	1966
	1122
	898

	1967
	1318
	1024

	1968
	1351
	1101

	1969
	1649
	1251

	1970
	1985
	1577

	1971
	2393
	1682

	1972
	2378
	1859

	1973
	3147
	2453

	1974
	4007
	3002

	1975
	5995
	3942

	1976
	5613
	4062

	1977
	7572
	4934

	1978
	9207
	6624

	1979
	10195
	6442

	1980
	12230
	7680

	1981
	14755
	8511

	1982
	17387
	9374

	1983
	18999
	12581

	1984
	20410
	135506

	1985
	25551
	18638

	1986
	27002
	22032

	1987
	38474
	29351

	1988
	45443
	47479

	1989
	57298
	70417

	1990
	98429
	94655

	1991
	12555933
	133238

	1992
	161474
	173566

	1993
	263413
	164109

	1994
	374962
	24241

	1995
	398024
	331238

	1996
	420522
	448373

	1997
	515389
	572030

	1998
	730336
	619083

	1999
	816707
	703149

	2000
	1168779
	777645

	2001
	13050355
	929624

	2002
	1466137
	1042955

	2003
	1989538
	1217517

	2004
	2516943
	1459303

	2005
	3164216
	1773709

	2006
	3873255
	2124844

	2007
	4474681
	2739022

	2008
	5208996
	3644302

	2009
	6734078
	4293074

	2010
	8173749
	4661540

	2011
	9439
	5736

	2012
	10765
	7221

	2013
	13543
	8443

	2014
	13958
	10182

	2015
	14604
	10958

	2016
	17760
	14048


Correlation Analysis

[image: image21.emf] 
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         Git     1.0000
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(obs=51)

. correlate Git Rit


Johansen co-integration
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    2      10     -1514.7401     0.11292

    1      9      -1517.6757     0.37307      5.8711     3.76

    0      6      -1529.1152           .     28.7502    15.41

  rank    parms       LL       eigenvalue  statistic    value

maximum                                      trace    critical

                                                         5%

                                                                               

Sample:  1968 - 2016                                             Lags =       2

Trend: constant                                         Number of obs =      49

                       Johansen tests for cointegration                        

. vecrank Git Rit, trend(constant)


Dickey fuller test for Unit root
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MacKinnon approximate p-value for Z(t) = 0.1711

                                                                              

 Z(t)             -2.303            -3.580            -2.930            -2.600

                                                                              

               Statistic           Value             Value             Value

                  Test         1% Critical       5% Critical      10% Critical

                                          Interpolated Dickey-Fuller          

Dickey-Fuller test for unit root                   Number of obs   =        50

. dfuller Rit, lags(0)


Phillips Perron Test
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MacKinnon approximate p-value for Z(t) = 0.1391

                                                                              

 Z(t)             -2.409            -3.580            -2.930            -2.600

 Z(rho)          -10.955           -18.900           -13.300           -10.700

                                                                              

               Statistic           Value             Value             Value

                  Test         1% Critical       5% Critical      10% Critical

                                          Interpolated Dickey-Fuller          

                                                   Newey-West lags =         3

Phillips-Perron test for unit root                 Number of obs   =        50

. pperron Rit
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MacKinnon approximate p-value for Z(t) = 0.0000

                                                                              

 Z(t)             -6.896            -3.580            -2.930            -2.600

 Z(rho)          -46.499           -18.900           -13.300           -10.700

                                                                              

               Statistic           Value             Value             Value

                  Test         1% Critical       5% Critical      10% Critical

                                          Interpolated Dickey-Fuller          

                                                   Newey-West lags =         3

Phillips-Perron test for unit root                 Number of obs   =        50

. pperron Drit


Granger Causality Test
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                  Rit                ALL    .03874     2      44   0.9620   

                  Rit                Git    .03874     2      44   0.9620   

                                                                            

                  Git                ALL    4.3934     2      44   0.0182   

                  Git                Rit    4.3934     2      44   0.0182   

                                                                            

             Equation           Excluded       F      df    df_r  Prob > F  

                                                                            

   Granger causality Wald tests

. vargranger


Regression Analysis
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       _cons     444378.2   374127.5     1.19   0.241    -307459.3     1196216

         Rit      1.61727   .3056704     5.29   0.000     1.003002    2.231537

                                                                              

         Git        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    4.3596e+14    50  8.7192e+12           Root MSE      =  2.4e+06

                                                       Adj R-squared =  0.3506

    Residual    2.7745e+14    49  5.6623e+12           R-squared     =  0.3636

       Model    1.5851e+14     1  1.5851e+14           Prob > F      =  0.0000

                                                       F(  1,    49) =   27.99

      Source         SS       df       MS              Number of obs =      51

. regress Git Rit


Error correction Mechanism
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         LD.     -.009935     .04389    -0.23   0.821    -.0959578    .0760878

         Git  

              

         L1.     .0047866   .0638004     0.08   0.940    -.1202598     .129833

        _ce1  

D_Rit         

                                                                              

       _cons     1.141872   394100.2     0.00   1.000      -772421    772423.3

              

         LD.     .0014546   .6268661     0.00   0.998     -1.22718     1.23009

         Rit  

              

         LD.     .0422014   .1660347     0.25   0.799    -.2832206    .3676233

         Git  

              

         L1.    -1.110954   .2413551    -4.60   0.000    -1.584001   -.6379065

        _ce1  

D_Git         

                                                                              

                    Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

                                                                

D_Rit                 4      729241   0.0016   .0703849   0.9994

D_Git                 4     2.8e+06   0.4794   41.43659   0.0000

                                                                

Equation           Parms      RMSE     R-sq      chi2     P>chi2

Det(Sigma_ml)  =  2.74e+24                         SBIC            =  62.66077

Log likelihood = -1517.676                         HQIC            =  62.44513

                                                   AIC             =  62.31329

Sample:  1968 - 2016                               No. of obs      =        49

Vector error-correction model

. vec Git Rit, trend(constant)
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