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Abstract:-  This paper describes the impact of budget deficit on the Jordanian economy for the period (2010 – 
2019) where budget deficit and inflation are explanatory variables and economic growth is the affected 
variable. This research concentrates on analyzing theoretical and empirical literature reviews to show the 
effects of budget deficit on economic growth and explaining this effect for this period using the Autoregressive 
distributed lag (ARDL) method in Eviews program. The results of this research show that budget deficit 
calculated as a percentage of GDP and inflation rate have insignificant effects on the Jordanian economy for the 
period (2010 – 2019). This paper concludes with a recommendation that, apart from budget deficit and inflation 
rate, other variables that affect the economy exist.  
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1  Introduction                   
Budget deficit happens when government 
expenditures exceed revenues. There is a debate 
about the effect of  budget deficit on economic 
growth in developed and developing states in 
recent years in the theoretical and empirical 
literature [1].Budget deficit is not always a negative 
indicator of the health of an economy. The negative 
impact of fiscal deficit on the economy happens 
when there is a shortage in governments' resources 
for meeting their expenditures in the long- term  
[2].The impacts of fiscal deficit on the economy are 
explained by a lot of economists. According to 
Keynesians, there is a  positive relationship 
between fiscal deficit and the economy, while 
classical researchers see that there is a  negative 
relationship between fiscal deficit and the economy 
and Ricardian researchers believe that there is no 
relationship between fiscal deficit and the economy 
[3].This research explains the effect of budget 
deficit on the Jordanian economy for the period 
(2010 – 2019), by determining literature reviews of 
the effects of budget deficit on the economy, and 
estimating the effect of budget deficit on Jordan's 
economy for the period (2010 – 2019) by using the 
autoregressive distributed lag (ARDL) method in 
Eviews program as follows: 

2 Research questions 

The basic question of the research is: what is the 
effect of budget deficit on the economy of Jordan 
for the period (2010 – 2019)?Other questions that 
may arise from the basic question include: 

1. What are the theoretical and empirical 
literature reviews that explain the impact of 
budget deficit on the economy? 

2. What is the slope of a budget deficit curve 
for Jordan for the period (2010 – 2019)? 

3. What is the slope of the curve for Jordan's 
economy for the period (2010 – 2019)? 

3  Research aims 
The basic aim of the research is to test the effect of 
budget deficit on the Jordanian economy for the 
period (2010 – 2019). Other aims that may arise 
include: 

1. Explaining theoretical and empirical 
literature reviews that explore the effect of 
budget deficit on the economy. 

2. Knowing the slope of a budget deficit 
curve for Jordan for the period (2010 – 
2019). 

3. Determining the slope of the curve for 
Jordanian economy for the period (2010 – 
2019). 
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4  Research hypothesis 
The basic hypothesis of the research is there is a 
negative impact of budget deficit on the economy 
of Jordan for the period (2010 – 2019). 

5 Literature review 
Fiscal deficit effect on the economy is as follows:  

There is a negative impact of fiscal deficit on the 
economy by various channels as it increases the 
percentage of debt-to-GDP ratio which negatively 
affects the fiscal sustainability of the government. 
States rely on taxes and earnings from trade for 
mobilization of revenues. Mobilization of revenues 
has been insufficient in several years and these 
countries depend on earnings from trade and tariffs 
which have volatility. So revenue shortages and 
expenditures excess are one of the most common 
features of the countries [4] &[5]. Economists of 
the Keynesian, Classical, and Ricardian thoughts  
have analyzed the fiscal deficit impact on the 
economy. They have explained the fiscal policy 
role from various angles. The Classical school uses 
the mechanism of markets for working. So, the 
mechanism of price works in the case of the 
existing efficient hypothesis of markets with the 
allocation of resources that are independent and 
efficient without the intervention of the 
government. The problem with this school is 
market failure evidence that led to the Great 
Depression of the 1930s. The Classical school 
expresses a negative effect of fiscal policy on 
economic growth. The school assumed that in the 
case of financing government expenditure by taxes, 
this will result in rising fiscal deficits that increase 
consumption. This will decrease savings and 
increase rates of interest for the capital market to be 
in an equilibrium case, and this decreases 
investment and economic growth [4] &[6]. The 
Keynesian school which followed Keynes suggests 
the multiplier effect of activities of the government. 
The school viewed that fiscal deficit leads to an 
increase in domestic production as a result of 
increasing public capital expenditures on 
infrastructures like airports, water, power, and 

roads coupled with private investors' optimism for 
the future, and thus leading to increasing 
investments. So, the impacts of unemployment, 
inflation, and population were as a result of the 
failure of the government in intervening with 
economic policies. The school had an advocation of 
government’s participation that will encourage the 
involvement of the private sector and this increases 
economic growth in the long and short terms [7] 
&[8]. The Ricardian school viewed that 
governments work in a closed economy and public 
expenditure has no impact on taxes in these 
governments. In the case of lowering fiscal deficits, 
there is an increase in the desired private savings 
levels which do not affect national savings as well 
as real interest rates. A deficit that is financed by 
taxes has no impact on the real exchange rate and 
trade balance. There is no impact on public debt 
and investment because interest rates do not 
increase to reach investment and national savings 
balance. So, fiscal policy does not affect 
investment because there is no effect of taxes on 
consumption. After all, people have a view of 
assessing the present value of a savings balance in 
relation to the increase in future taxes [4]  &[9].   

6 Fiscal deficit impact on Jordanian 
economy for the period (2009–2019) 

6.1 Method 

The research covers the period from (2010 – 2019) 
of the Jordanian budget deficit and the economic 
growth variables. The next equation represents the 
budget deficit effect on the Jordanian economy. 

𝐸𝑐𝑜𝑛𝑜𝑚𝑖𝑐 𝑔𝑟𝑜𝑤𝑡ℎ
=  𝑓(𝑏𝑢𝑑𝑔𝑒𝑡 𝑑𝑒𝑓𝑖𝑐𝑖𝑡, 𝑖𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛 ) 
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At the end of the theoretical and empirical literature, 
the researcher can refer to the negative or insignificant 
impact of a budget deficit because it leads to a decrease
or no effect  on the economic growth of Jordan.

This part explains Jordan's budget deficit and 
the growth of the economy variables for the 
period of (2010 – 2019). 

6.2 Result 



 
 

6.2.1 Jordan's budget deficit 

Table 1 Budget deficit percentage of GDP of 
Jordan for the period (2010 – 2019) 

Budget deficit percentage of GDP of 
Jordan 

Year 

5.6 2009/2010 

6.8 2010/2011 

8.3 2011/2012 

5.5 2012/2013 

2.3 2013/2014 

3.4 2014/2015 

3.2 2015/2016 

2.6 2016/2017 

2.4 2017/2018 

3.4 2018/2019 

Source: prepared by a researcher using Trading 
Economics statistics 

Fig.1. budget deficit percentage to GDP of Jordan 
for the period (2010 – 2019) 

 
Source:  prepared by a researcher using Trading 
Economics statistics 

Table 1 and Fig.1 show a fluctuation in budget 
deficit percentage of GDP for Jordan for the period 
(2010 – 2019). It increased in the first three 
months, where it reached 8.3 % in 2011/2012. 
After that, it decreased to 2.4 % in 2017/2018. 
Then, it increased to 3.4 % in 2018/2019.  

6.2.2   Inflation rate in Jordan 

Table 2 Inflation rate in Jordan for the period (2010 
– 2019) 

Inflation rate 
in Jordan 

Year 

4.8 2009/2010 

4.2 2010/2011 

4.5 2011/2012 

4.8 2012/2013 

2.9 2013/2014 

-0.9 2014/2015 

-0.8 2015/2016 

3.3 2016/2017 

4.5 2017/2018 

0.8 2018/2019 

Source: prepared by a researcher using Trading 
Economics statistics  

Fig.2 Inflation rate in Jordan for the period (2010 – 
2019) 

 
Source:  prepared by a researcher using World 
Bank statistics 

Table 2 and Fig.2 reflect a fluctuation in the 
inflation rate in Jordan for the period (2010 – 
2019). There was no inflation in 2014/2015 and 
2015/2016, but there was an increase in it in 
2016/2017 and 2017/2018. Then, there was a 
decrease in it in 2018/2019. 

6.2.3 Jordan's economic growth 

Table 3 Economic growth of Jordan for the period 
(2010 – 2019) 

Economic growth of 
Jordan 

Year 

2.3 2009/2010 

2.6 2010/2011 

2.7 2011/2012 

5,6 6,8 8,3 5,5 2,3 3,4 3,2 2,6 2,4 3,4

Budget deficit 
percentage to GDP 

of Jordan

Budget deficit percentage to GDP for Jordan

-2

0

2

4

6

Inflation of Jordan

Inflation of Jordan
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2.8 2012/2013 

3.1 2013/2014 

2.4 2014/2015 

2 2015/2016 

2.1 2016/2017 

1.9 2017/2018 

3.4 2018/2019 

Source: prepared by a researcher using World Bank 
statistics 

Fig.3 Jordan's economic growth for the period 
(2010 – 2019) 

 
Source: prepared by a researcher using World Bank 
statistics 

Table 3 and Fig.3 show a fluctuation in the 
economic growth of Jordan for the period (2010 – 
2019). It reached 3.1 % in 2013/2014, then it 
decreased to 1.9 % in 2017/2019. Once again, there 
was an increase in it in the later part of 2018/2019 
where it reached 3.4 %. 

7 Discussion                          
The following table and figure show the budget 
deficit impact on the Jordanian economy for the 
period  (2010 – 2019). 

Table 4 Budget deficit percentage of GDP, inflation 
rate, and economic growth of Jordan for the period 

(2010 – 2019) 

Economic 
growth of 

Jordan 

Inflation 
in  

Jordan 

Budget 
deficit 

percentage 
of GDP of 

Jordan 

Year 

2.3 4.8 5.6 2009/2010 

2.6 4.2 6.8 2010/2011 

2.7 4.5 8.3 2011/2012 

2.8 4.8 5.5 2012/2013 

3.1 2.9 2.3 2013/2014 

2.4 -0.9 3.4 2014/2015 

2 -0.8 3.2 2015/2016 

2.1 3.3 2.6 2016/2017 

1.9 4.5 2.4 2017/2018 

3.4 0.8 3.4 2018/2019 

Source:  prepared by a researcher using World 
Bank statistics 

 

Fig.4  Budget deficit percentage of GDP, inflation 
rate and economic growth of Jordan for the period 

(2010 – 2019) 

 
Source: prepared by a researcher using World Bank 
and Trading Economics data 

Table 4 and Fig.4 show an effect of fiscal deficit on 
the Jordanian economy for the period (2010 – 
2019), Also, an insignificant effect of fiscal deficit 
on the Jordanian economy was shown. 

For the verification of this effect, this research used 
the Autoregressive distributive lag (ARDL) method 
to test the effect of budget deficit on the economic 
growth of Jordan for the period (2010 – 2019) 
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The above table shows insignificant effects of 
budget deficit percentage of GDP and inflation rate 
on the Jordanian economy for the period (2010 – 
2019) at a level of significance 5%. 

8 Conclusion and recommendation  
The research estimates the budget deficit effect on 
economic growth in the theoretical and empirical 
literature reviews, and fiscal deficit effect on the 
Jordanian economy, by employing the 
autoregressive distributed lag (ARDL) for the 
period (2010 – 2019). This research reports 
insignificant effects of budget deficit 
percentage of GDP and inflation rate on the 
economic growth of Jordan for the period 
(2010 – 2019) at the level of significance 5%. 
This paper concludes with a recommendation that 
apart from budget deficit and inflation rate, other 
variables such as investments affect the economy. 
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