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Abstract:

Increase in government spending can lead to increase in
production, supply of public goods and services as well
as utility. However, it should be noted that increasing
the role of government in the economy will cause
crowding out of the private sector and this will reduce
the utility.

The present study is looking for Iran's optimal growth
rate of government's spending using time series data in
the years 1978-2014. via a dynamic optimal control
theory approach and the maximum principle.

The results show that, the optimal growth rate of
government’s expenditure is 7% and the main factors
affecting this rate is the ratio of private and public sector
investment. Therefore, the current growth rate of
government’s spending is not optimal and the
government needs to control the growth rate of spending
especially current expenditure.
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1. Arrow & Kurz (1970)
2. Futagami et al. (1993)
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1. Crowding Out Effect
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