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Abstract: An examination of the effects of public expenditure on economic growth in 

Nigeria was carried out in this study for a period of nineteen years (1999-2018). Gross 

Domestic Product was employed to measure economic growth. The combined effects of 

recurrent and capital expenditures were ascertained using appropriate time series data 

extracted from the Statistical Bulletin of the Central Bank of Nigeria. Ex post facto research 

design was adopted for the study and is supported by the Barro model of public expenditure.  

The study employed ordinary least square regression method of analysis and the result 

indicated that public expenditure has a positive effect on economic growth in Nigeria. Based 

on the individual explanatory variables, the result showed that recurrent expenditure has a 

positive significant effect on economic growth in Nigeria. The result also, show that capital 

expenditure has a positive and significant effect on economic growth in Nigeria.  It was 

concluded that public expenditure has the capability of improving GDP in Nigeria. Based on 

the findings and conclusion, it was recommended that mechanisms to monitor public 

expenditure should be adopted since it contributes more to the growth of Gross Domestic 

Product.  

Keywords: Capital expenditure, recurrent expenditure, economic growth, GDP, Nigeria. 

 

Introduction 

Economic growth denotes a rise in a country’s prospective gross domestic product (GDP), 

even though this varies depending on the measurement of the national product. It is important 

for the economic growth of a developing economy to continue to grow to be able to break the 

cycle of poverty (Okwu, 2011). Countries typically adopt fiscal policies to achieve speedier 

economic growth. According to Tanzi (1994) (as cited in Okwu, 2011), fiscal policy refers to 

the adoption of fiscal instruments (taxation and government expenditure) in controlling the 

operation of the economic system, with the prevailing objective of fostering long-term 

economic growth. The public finance dimension that has gained a great deal of attention in 

literature, discussion and empirical analysis is the economic effect of public expenditure.  

Many agree with large public expenditures on the grounds that it brings money into 

circulation, increases investment and jobs and decreases tax aversion (Okwu, 2011).  

 

Public expenditure does, however, have some clear economic implications. For example, 

when the government enters the market for factor products or labour, it induces unhealthy 

competition for these same resources or labour services with private sector firms. As a result, 

the government turn out to be the major consumer of goods and services due to its broad 

operations, as demonstrated in Nigeria so far. Hence, Suleiman (2009) asserts that the size 

and scope of government and its effect on economic growth have arisen as a major issue of 

fiscal management facing transitional economies. According to Suleiman (2009), previous 

researches focused primarily on the size of government in developed nations, but given the 
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openness of most developing countries (DCs), reliance on trade, vulnerability to external 

shocks and financial instability, the position and size of government in adapting and 

stabilizing programs became important. 

 

Consequently, public expenditure has been on steady increase in Nigeria for decades, as in 

any other country in the world. According to Akpan (2005) in Alege (2006), increase in 

public expenditure being observed seems to extend to most countries irrespective of their 

economic development level. This informs the necessity to examine if the characteristics of 

the public expenditure and the Nigerian economy can be based on the Wagner’s (1883) Law 

of Ever-increasing State Activity, or the Keynesian (1936) theory and the hypotheses of 

Friedman (1978) or Peacock and Wiseman (1979) (Alege, 2006). 

 

Crude oil’s discovery in large quantities in the mid-1960s in Nigeria significantly improved 

the economy's performance in the 1970s. The wealth of the nation as a result of the newly 

found oil provided for the impressive performance of the economy in terms of real gross 

domestic product (GDP). During the period 1970 to 1979, these averaged 5 percent per 

annum. Nevertheless, the economy had started experiencing real problems by the early 

1980s. The 1980/81 collapse in world crude oil prices, the severe economic crises in 

developing industrial countries, combined with political instability and internal ad hoc 

economic policies following high domestic regime transitions, generated difficult times for 

the economy between 1980 and 1985 (Chete, Adeoti, Adeyinka & Ogundele, 2016). Negative 

GDP growth rates began to affect the economy from 1980 to 1985. The GDP went down on 

average from 5.0 percent in the 1970s. Between 1986 and 1993, real GDP growth was 

positive at an average rate of 4.62 per annum. Yet, following the Structural Adjustment 

Program (SAP), real GDP dropped to an average of 2.30 annually from 1986 to 1993. The 

real GDP growth rate tends to have risen since 1999, at an average annual rate of 4.79 per 

cent (Chete et al., 2016).  

 

Nigeria's unparalleled oil revenue in the 1970s evidently enabled huge federal government 

spending. There was a dramatic increase in capital expenditure between 1974 and 1980, 

reflecting the substantial increase in government revenue accompanying favourable 

developments on the international petroleum market (Oni, 2014). This period saw an increase 

in the provision of economic and social infrastructures such as highways, air and maritime 

ports, housing, schools and hospitals. Nevertheless, the Federal Government's capital 

expenditure as a percentage of GDP steadily declined from 20.48% in 1980 to 6.27% in 1995. 

This reflected adherence to SAP's prescriptions and also the effect of the oil glut of the 1980s 

on government's revenue and its expenditure by extension (Oni, 2014). This dropped to a low 

of 0.30 per cent between 1999 and 2010, down from 5.23 per cent in 2000. Overall, the 

period from 1990 to 1998 was characterized by strong nominal growth in capital expenditure, 

while growth in real terms was only marginal. During the time, the upward trend in nominal 

capital outlay reflected high inflation rates and the consequent low naira value (Oni, 2014).  

 

No full theory of optimal expenditure policy, which offers well-defined rules for allocating 

expenditure exists yet (Oni, 2014). Nevertheless, through various kinds of data sets (cross 

section, primary data, panel data and time series), several quantitative techniques (such as 

reduced form regressions, investment evaluation approaches, general equilibrium models, 

incidence analysis) were adopted to compare marginal return ion expenditure across sectors 

(Fan & Rao, 2003; Loto, 2011; Oni, 2014). However, some of such studies suffer numerous 

shortcomings. In many cases, the criteria seem ad hoc and do not originate from any of the 

prevailing economic theories. There are also time differences between when these studies 
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were carried out and the present time. Government expenditures has rapidly grown overtime 

to the extent that it has raised questions among the various stake holders in the country. 

Sadly, these expenditures have not brought in commensurate improvement in standard of 

living and welfare of the citizenry. Given the pivotal role of public expenditure to economic 

growth and the gap existing in literature, this study investigated the impact of public 

expenditure on economic growth in Nigeria. Specifically, this study investigated effects of 

revenue and capital expenditure on economic growth in Nigeria from 1999 to 2017 adopting 

GDP as proxy for economic growth.  

 

Literature Review 

Economic growth is described as the process by which the real per capita income of a country 

increases over a long time period. This is determined by the increase in the quantity of goods 

and services produced in a country at a given time (Jhingan & Modeccai, 1996). Ajayi et al., 

(1996) viewed economic growth as the increase in real goods and services output of a country 

over a time period. For the purposes of this study, however, Nigeria's economic growth will 

be referred to as an increase in the Gross Domestic Product of the country over a period of 

usually one fiscal year. This refers to an improvement in living standards of a nation's 

population with continued growth from a basic, low-income economy to a modern, high-

income economy (Jhingen, 2010). It also includes striking a balance in the cycle of producing 

goods and services in all sectors of the economy, be it agriculture, manufacturing, finance, 

education, health, etc.  

 

The economic problem inherent in the Nigerian economy includes social issues such as 

poverty, low capital income, unequal home distribution, low capital development, 

inefficiency in resource mobilization, over-reliance on a single commodity oil as a major 

source of income, unemployment, inflation, to name a few (Adejumo & Adejumo, 2014).  

 

Several research studies have tested endogenous growth theory’s predictions, since it presents 

governments with a theoretical basis for active participation in the developed economies’ 

growth process (Buti & Van den Noord, 2003; Fatas et al., 2003; Hughes-Hallet et al., 2004; 

Gali &  Perotti, 2003 and Suleiman, 2010). These researches have been driven by the 

necessity to gain further information about the nature of the relationship between government 

expenditure and economic growth and, therefore, a better understanding of issues relating to 

ever-increasing short, medium and long-term public expenditure.  

 

Other researchers have examined the effect of government expenditure on economic growth 

(Okwu, 2011). One of which is the study by Komain et al., (2007) who employed Granger 

causality test to examine the relationship between government expenditure and economic 

growth in Thailand. The study found that government expenditure and economic growth are 

not co-integrated. The result of the study suggested that a unidirectional relationship exists 

between government expenditure and economic growth, since causality runs from 

government expenditures to growth. Hence, the result indicated a significant positive effect of 

government spending on economic growth (Okwu, 2011). In their research, Olugbenga and 

Owoeye (2007) used regression analysis to examine the relationship between government 

expenditure and economic growth in a community of 30 OECD countries for the period 

1970-2005. Their research showed that there is a long run relationship between government 

expenditure and economic growth. The analysis of the study demonstrated a unidirectional 

causality of government expenditure to growth in 16 of the countries, thereby supporting the 

Keynesian government intervention hypothesis. But, causality runs from economic growth to 

government expenditure in 10 of the countries, thereby confirming the Wagner’s law. The 



Volume-4, Issue-3, March-2020: 20-31 

International Journal of Recent Innovations in Academic Research 
P-ISSN: 2659-1561 

E-ISSN: 2635-3040 
    

 

www.ijriar.com   23 

results suggested the presence of feedback relationship between government spending and 

economic growth for the remaining four countries.  

 

Folster and Henrekson (2001) used different econometric methods in their empirical analysis 

of the relationship between government expenditure and economic growth to research a 

sample of developed countries for the period 1970 to 1995. They submitted, based on their 

findings that more meaningful and reliable results are obtained when economic problems are 

addressed. A study by Ranjan and Sharma (2008) demonstrates that government expenditure 

had a significant positive effect on India's economic growth during the 1950-2007 period, and 

that there exists a co-integration between the two sets of variables.  

 

Cooray (2009) used an econometric model which integrates government expenditure and 

quality of governance in a cross-sectional study to examine the relationship between 

government expenditure and  economic growth in 71 countries. The study found that both the 

size and efficiency of governance have positive relationship with economic growth. Whereas, 

Abu-Bader and Abu-Qarn (2003) used multivariate co-integration and variance 

decomposition approach to analyze the causal relationship between government expenditures 

and economic growth in Egypt, Israel, and Syria.  

 

The study found that there was a bi-directional and long-term negative relationship between 

government expenditure and economic growth in the bivariate context. On the other hand, the 

causality test in the trivial framework based on the above variables showed that the military 

burden has a negative impact on economic growth in all countries, while civilian government 

spending has a positive effect on economic growth for Israel and Egypt (Okwu, 2011).  

 

Many studies in Nigeria have tried to examine the relationship between government 

expenditure and economic growth and its effects. The relationship between government’s 

expenditure on defense and economic growth in Nigeria was studied by Oyinlola (1993). The 

study found a positive relationship between defense expenditure and economic growth. 

Empirical research by Fajingbesi and Odusola (1999) found that government capital 

expenditure has a significant positive effect on real output, but that real government recurrent 

expenditure has insignificant effect on growth.  

 

Ogiogio’s (1995) study revealed a long-term correlation between government expenditure 

and economic growth. The study also found that recurrent expenditure exerts more effect than 

capital expenditure on economic growth. However, some empirical studies in Nigeria suggest 

no long-run relationship between government expenditure and economic growth (Aigbokhan, 

1996; Essien,1997; Aregbeyen, 2006; Babatunde, 2007). Thus, there appears to be a 

controversy over the long run relationship between government expenditure and economic 

growth in Nigeria. Akpan (2005) employed a disaggregated method to investigate the 

relation. The public expenditure components included in his study were capital, recurrent, 

administrative, cultural, social and community services, and transfers.  

 

The result showed no significant correlation between Nigeria's economic growth and most 

components of government expenditure. Nurudeen and Usman (2010) noted that increasing 

government expenditure has not resulted into substantive development since Nigeria 

continues to rank among the poorest countries in the world. They investigated the impact of 

government spending on economic growth in Nigeria in the period 1970-2008 using a 

disaggregated research approach and found that government total capital expenditure, total 

recurrent expenditure and expenditure ion education have negative effect on economic 
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growth; but rising government expenditure on transportation and communication, and health 

exerts positive effect on economic growth. However, this current study faults the extent of 

disaggregation of the data which constituted the variables of interest in the study by 

Nurudeen and Usman (2010), since expenditure on education, transportation and 

communication and health must have been part of total capital and total recurrent expenditure 

respectively.  

 

Suleiman (2009) observes that such understanding could help to assess the impact on 

government expenditures and then on deficits arising from a structural deceleration in or from 

an improvement in the growth potential. Suleiman argues that a good knowledge of the 

structural relationship between the non-cyclical component of government expenditure and 

potential output is key to obtaining a benchmark against which to assess the position of the 

expenditure policy and then of the fiscal policy as a whole.  

 

Consequently, the empirical examination of the relationship between government revenues 

and expenditures, expenditures and economic growth as a fundamental step in understanding 

the behavior of the government expenditure and the economy were carried out by Suleiman 

(2009). The study found support for Wagner’s law of ever increasing public finance and 

Friedman’s Hypothesis. The study also showed that growth in real GDP was significant 

before the mid-1990s but thereafter fell below average government revenue and expenditure. 

The study concluded that government expenditure was not used as a fiscal instrument during 

the period 1978–2008 and that revenue growth has guided government expenditure. 

 

Economic Growth Theories 

Classical economic growth theories presume the existence of a perfectly competitive 

economy where the ‘invisible hand’ maximizes national output (Alege, 2006). The 'trickle-

down' theory also discusses how the gain of development equitably affects everyone in 

society. For the classical economists, accumulation of capital is central to economic growth. 

Therefore, focus is put on mobilizing savings to generate sufficient resources for investment 

to speed up economic growth (Todaro, 1994). Neoclassical growth theories, alternatively, 

provide for factor substitution, declining returns on capital, and exogenous technical changes 

in a price-taking setting (Alege, 2006). Adopting a production function system, Neoclassical 

growth theories typically estimate that the per capita long-run income growth rate is 

independent of the savings rate, but simply based on the rate of technical progress.  

 

Changes in the savings rate only have transitory effects on growth as the economy shifts per 

capita income from one steady state to another. This suggests that disparities in per capita 

growth rates will only exist if technological development rates vary across countries. Without 

this, diminishing returns to capital would ensure that poor countries grow faster than their 

richer counterparts (Alege, 2006). This will eventually lead to convergence of per capita 

income rates across countries.  

 

This theory presents that output comes from one or more of three factors: increases in labor 

quantity and quality (through population growth and education); increases in capital (through 

savings and investment); and technological improvements (Alege, 2006). In comparison to 

conventional and neo-classical theories of economic growth, endogenous economic growth 

theories present models that can produce long-term growth without relying on exogenous 

technological or population changes. A general feature of these theories is the existence of 

constant or increasing returns in the factors that can be accumulated (Lucas, 1988; Romer, 

1994).  
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There are a variety of models in which private and social returns on investment vary such that 

while private returns on scale can decrease, social returns (representing spillovers of 

information or other externalities) may remain constant or growing (Romer, 1994). There is 

another set of models without externalities, in which privately determined choices of saving 

and growth are Pareto optimal (Rebelo, 1991). These models rely on constant returns to 

(private) capital, broadly defined to encompass human and non-human capital (Romer, 1994).  

 

There are yet others which derive from the original contribution of Barro (1990) who 

theorized the linkage between public spending and economic growth by adopting an 

endogenous growth model. This study adopts the Barro (1990) variant, rewrites it in an 

extended production function framework in which the government expenditure was 

endogenized.  

 

Methodology 

In respect to the existing theoretical and empirical literature, this study perceives a causal 

relationship between government expenditures and economic growth in Nigeria. Therefore, 

exploratory causal study design is adopted to investigate the impact of public expenditure on 

economic growth within the context of the Nigerian economy. The study adopts the empirical 

econometric approach in analyzing the data considered. This includes the capital expenditure 

and revenue expenditure components of government expenditure and economic growth. Time 

series data of relevant variables were extracted from the Statistical Bulletin of the Central 

Bank of Nigeria. The study period is between 1999 and 2017. Due to the causal relationship 

perceived between the identified variables of interest in this study, a simple regression model 

which is stochastic in nature is adopted to study the link between government expenditure 

and economic growth. This implies that this study is not interested in studying the influence 

of some random or intervening variables. The variables included in the model, however, are 

considered to be components of government expenditure necessary to explain economic 

growth. Meanwhile, economic growth is proxied on Gross Domestic Product (GDP).   

The OLS regression model is specified thus; 

 

GDPt= BO +B1t CAPEXP+ B2t REVCEXP+ u t 

 

Where; 

GDP = Gross Domestic Product; CAPEXP= Capital Expenditure; REVCEXP= Revenue 

Expenditure; u t = Error Terms; B0 = Constant  

 

Results and Findings 

 

Variable Coefficient Std. Error t-Statistic Prob. 

C 2.39E+13 1.67E+12 14.33909 0.0000 

REVEXP 3.407846 1.245367 2.736419 0.0153 

CAPEXP 34.56262 3.233109 10.69021 0.0000 

R-squared 0.949857     Mean dependent var 4.32E+13 

Adjusted R-squared 0.943171     S.D. dependent var 1.59E+13 

S.E. of regression 3.80E+12     Akaike info criterion 60.92141 

Sum squared resid 2.17E+26     Schwarz criterion 61.06980 

Log likelihood -545.2927     Hannan-Quinn criter. 60.94187 

F-statistic 142.0725     Durbin-Watson stat 1.410648 

Prob(F-statistic) 0.000000 
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The result in table 1 above shows the result of the regression analysis. The dependent variable 

for the study is Gross Domestic Product (GDP) while government expenditure is explained 

using capital and revenue expenditure (independent variables) for period of eighteen (18) 

years from 1999 to 2017.  

 

The result shows an R-squared value of 95%, the remaining 6% could be explained by other 

expenditures not included in the model. The adjusted R-squared which measured the strength 

of this relationship also indicates 94%.  

 

The F-statistics is 142.0725 while the probability of F-statistics is 0.0000 which is less than 

0.05 test criteria which implies that the model is fit and is capable of explaining the 

relationship between government expenditure and GDP. 

 

However, for the individual explanatory variables, the result indicates that the coefficient of 

revenue expenditure indicates a positive value of 3.40784 and a P-value of 0.0153. This 

implies that, revenue expenditure has a positive and significant effect on GDP within the 

period covered by the study.  

 

That recurrent expenditure can be used to significantly explain the behavior of GDP as 

evidenced by the P-value which is less than 5%. It was also found that a unit increase in value 

of capital expenditure thus prompt a positive increase in the GDP by 35% and this 

relationship is significant to the tune of 99% as evidenced by the P-value of 0.0000. This 

means that at 1% the relationship is significant. It therefore implies that capital expenditure 

has a positive effect on the GDP within the period investigated by the study. It can be said 

that an increase in capital expenditure increases the GDP position.  

 

Post Diagnostic Test 
In this section the post diagnostic tests to ensure the robustness of the variables is presented. 

 

Heteroskedasticity Test 

 

Breusch-Godfrey Serial Correlation LM Test: 

 

Heteroskedasticity Test:  

Breusch-Pagan-Godfrey 

F-statistic 0.48036 Prob. F(2,15) 0.5014 

Obs*R-squared 0.49181 

Prob. Chi-

Square(2) 0.6053 

Scaled explained SS 0.062723 

Prob. Chi-

Square(2) 0.1796 

 

The result in the table above shows an F-statistic value of 0.48036 with a corresponding p-

value of 0.5014. Since the p-value is greater than 5%, it implies there is no case of 

Heteroskedasticity. 

 

Normality Test 

According to Udo and Effiong (2014), normality tests are used to determine if a data set is 

well-modelled by a normal distribution and to compute how likely it is for a random variable 

underlying the data set to be normally distributed. 
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Series: Residuals

Sample 1999 2017

Observations 18

Mean      -0.006565

Median   6.10e+11

Maximum  7.80e+12

Minimum -5.89e+12

Std. Dev.   3.57e+12

Skewness   0.304023

Kurtosis   2.389717

Jarque-Bera  0.556625

Probability  0.757060

 
 

To determine if this sample data has been drawn from a normally distributed population, a 

normality test was conducted. The table above shows the result of the study. The mean value 

indicates a negative figure of -0.006565 while the value for standard deviation was 3.57. The 

result also shows a positively skewed value of 0.304023 and kurtosis is 2.389717. The value 

of Jarque-Bera stood at 0.556625 with accompanying probability of 0.757060 which is more 

than 5% evidencing that data is normally distributed. 

 

Unit Root Test 

The Augmented Dickey-Fully Test Statistics is used to test the null hypothesis that unit root 

is present in a time series sample. In this study, the result of ADF test for GDP shows a t-

statistics of value of 1.816466 with a corresponding p-value of 0.9993. This signifies a non-

existence of unit root in the data. However, at first difference it was indicated that GDP 

become stationary with a t-statistics of -3.325672 and P-value of 0.0310 (See appendix). 

Again, the Dickey-Fully test outcome form capital expenditure shows that at 0.051951, 

0.9513 for t-statistics and probability respectively. Also, at first difference the data were also 

not stationary as evidenced by the t-statistics of -0.649305 and P-value of 0.8265. 

Meanwhile, at second difference the data indicated presence of unit root as the result showed 

the t-statistics value of 0.505850 and probability of 0.0002. Meanwhile, the ADF test result 

for revenue expenditure stood at -1.756836 for t-statistic and 0.3873 which shows absence of 

unit root. But then at first difference, the data became stationary with t-statistics showing -

3.380244 and P-value showing 0.0322. 

 

Conclusion and Recommendation 

Based on the results and findings, it was concluded that government expenditure has a 

positive and significant effect on economic growth of Nigeria. Specifically, it was concluded 

that both capital and revenue expenditure has a positive and significant impact on the GDP of 

Nigeria.  

 

Based on the findings and conclusion, it was recommended that government should carry out 

more of capital expenditure than revenue expenditure since it contributes more to the growth 

of Gross Domestic Product.  
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