EDUCATION EXPENDITURE AND
ECONOMIC GROWTH: SOME EMPIRICAL
EVIDENCE FROM THE GCC COUNTRIES

Yousif Khalifa Al-Yousif
United Arab Emirates University, UAE

ABSTRACT

This paper examines the nature and direction of the relationship between education expenditure as a
proxy for human capital and economic growth in the six GCC economies using time-series data for
the period 1977-2004. The analysis employs a Granger-causality test within an error-correction
- framework. The empirical results are mixed and vary across both countries and measures of human
capital. The implications of the results are two fold. First, to deepen our understanding of the
complex relationship between education and economic growth, additional studies need to be
conducted on the issues at hand with a special focus on countries that are similar in their policy and

institutional environment using time-series data. Second, empirical results in this area can be
more insightful if researchers could develop more accurate measures of human capital
than the existing ones.
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INTRODUCTION

Education and its impact on economic growth was one of the issues that have
attracted the attention of both researchers and policy makers over the recent years. In the
early 1960s, Shultz (1961:11-13) attributed much of the rise in the American real per
capita income in the first half of the twentieth century to the growth in human capital.
Then in 1981, Lucas(1988) presented a model in which he argued that the driving force
behind economic growth is the rate of accumulation of human capital. Accordingly, and
in order to contribute to the growing literature on the human capital-growth nexus, the
present paper examines the role of human capital in the economic growth of the six GCC
countries over the period 1977-2004.'The rest of the paper is organized as follows
.Section 2 presents a brief survey of the literature on the relationship between human
capital andeconomic growth. Section 3 specifies the model and describes the data.
Section 4 reports and explains the results of the integration and co-integration tests.
Section 5 presents and discusses the results of the Granger causality test. Section 6
concludes with some policy implications
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Human capital can also induce economic growth through its effect on the expansion of
research and development and the promotion of innovation and new products. According
to this view human capital can be an engine of technological progress thus raising the
productivity of other inputs in the production process(Jones, 1998).

On the other hand, one could conceptualize this causality running from economic growth
to human capital. Depending on the institutional environment and the allocation of
resources an increase in income can lead to an increase in human capital. For example, an
increase in income on the family level can enhance human capital if the additional
income was used to educate the children instead of squandering it on gambling or
cigarettes. Similarly, at the government level, the increase in income can be used to
improve education or to build an arsenal of weapons. Also, higher income may contribute
to human development through its impact on life expectancy.(Ranis et al,2000). What I
am trying to say here is that the experience of the oil producing countries attests to the
fact that you can have an increase in income as these countries have experienced during
the 70s and 80s and yet you fail to achieve sustainable growth because the additional
income was allocated in rent seeking activities instead of going into productive use like
education and other income-generating projects.

Turning to the empirical literature on the importance of human capital or education in
economic growth, we find that this literature is mixed and far from being conclusive.
Many of these studies use data on a cross-section of countries and attempt to relate some
initial level of human capital to subsequent real output growth change. One of these
studies 1s that of Barro’s(1991) in which he uses cross-section data from 98 countries and

































