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ABSTRACT.

The growth and development of any economy is the function of its commitments on fiscal
responsibilities. Every functioning economy recognizes the fundamental role of public spending,
primarily targeted at eliminating recession and can launch an economy into growth. On this basis, this
study is aimed at investigating the effect of public spending of selected sectors on economic growth in
Nigeria between 1986 and 2022. The data was analyzed with econometric technigques involving
descriptive statistics, Augmented Dickey Fuller Tests for Unit Roots test and Autoregressive
Distribution Lag (ARDL) model. The result of the study indicates that expenditure on agriculture,
education and health have positive effect on economic growth but education and health were
insignificant both in the long run and short, while expenditure on defence has negative and significant
effect on economic. The study thus concludes that based on empirical facts, public spending on
education and health had no significant impact on economic growth both in the long run and short run
during the referenced period. Amongst the recommendations is that government should use an
expansionary fiscal policy to encourage increase in investment on education and health sector.
Government should improve on monitoring and evaluation to ensure that appropriated funds budgeted
to various sectors (particularly, defense, health and education) is utilized judiciously to enhanced
growth.
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INTRODUCTION

The growth and development of any economy is the function of its commitments on fiscal
responsibilities. Every functioning economy recognizes the fundamental role of public spending,
primarily targeted at eliminating recession and can launch an economy into achieving economic
growth. Both developing and developed countries today use public expenditure to improve income
distribution, allocation of resources in desired areas, and influence the composition of national income
(Iheanacho & Nwaogwugwu, 2021; World Bank, 2022). Government spending represents the total
government spending to attain the predetermined macro-economic objectives; these expenditures are
the expenses incurred by the government to its collective needs and wants, such as pension, education,
healthcare and housing, security, and infrastructure (Bhatia 2002).

Various administrations in Nigeria over the years in course of achieving growth and development
have increased its expenditure. For example, between 2000 and 2010, aggregate total expenditure
increases from N701.1 billion to N4, 194.6.billion. In 2020 and 2022 the general government total
expenditure for Nigeria was N17, 557.4 billion and N24, 431.2 billion respectively (CNB, 2022). But
the growth rate of Nigeria expenditure was fluctuating between 2000 and 2022. For instance, the
average growth rate between 2000 and 2005, 2005 to 2010, 2010 to 2015 were 1.738%, 1.185% and
0.189% respectively. Also the total expenditure recorded a marginal increase of 2.5% between 2015
and 2020 and decreased of 0.39% between 2020 and 2022.

Education, defence, health, agriculture, construction, and transportation and communication all saw
increases in spending. In a developing nation Nigeria for instance, the variation in government
spending pattern is not only projected to guarantee stabilization but also to spur economic growth and
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expand employment opportunities. (World Bank 2021). The government's dedication to rapid
economic transformation, as reflected in Nigeria's many developmental programs, is largely
responsible for the country's budget deficits. Government budget deficits have had little impact on the
lives of Nigerian citizens over the years. Fiscal deficits tend to affects national savings, inflation,
employment, which has a negative impact on economic growth (Amadi, & Okoh, 2016; Adeleke,
2011).

Despite rising government spending, Nigeria economy could not record meaningful growth and
development, as Nigeria is one of the world's poorest countries (World Bank 2019). Many Nigerians
have remained impoverished, with more than half of the population living on less than $1 per day
(World Bank 2019). It is worrisome to note that rising public spending in Nigeria does not appear to
have replicated same to economic growth in Nigeria. But her budgets in successive years have been
rising with little result to show. For instance, as of 2019 it was N8.92 trillion; the budget for 2020 was
N10.27 trillion; the budget for 2021 was N13.08 trillion, while 2022, 2023 and 2024 was N17.13
trillion, N21.83trillion and N28.77 trillion respectively (BudgIT, 2024). Inspite of these commitments,
the country is still faced with various challenges, such as high percentage of the citizens are living
under relative low income, inadequate and deteriorating infrastructure, poor health and educational
facilities, inadequate power supply, high rates of unemployment, insecurity and illiteracy. Based on
the aforementioned, this study is intended to empirically look at the effect of public spending of
selected sectors on Nigerian economy. The study tests the hypothesis that: public spending has no
effect on economic growth in Nigeria.

Literature Review

The study anchored its theoretical framework from Wagner’s law of increasing state activity
propounded by a German economist Adolph Wagner in 1883 which states that there are inherent
tendencies for the activities of the government to increase both extensively and intensively. According
to the law as cited in (Ahuja, 2008) as the economy grow over time, the activities or functions of the
government increase. With the development of the economy, new functions and activities are
undertaken by the government and old functions are performed more thoroughly. The expansion in
government functions and activities lead to the increase in public spending. The law speculates that
the growth in public expenditure over time should be greater than that of national output. The
demands for social advancement and the resultant change in the relative spheres of private and public
economy are its explanation, justification, and causes for increase in public spending (Nduka &
Nwankwo, 2023).

Studies conducted by various scholars revealed that public spending has direct consequences on
economic growth (Okoro, 2013; Amadi & Ibzan, 2015; lheanacho, & Nwaogwugwu, 2021; Ebiringa
& Chalse-Anyaogu, 2012). For example, Osagie & Abusomwan (2023) examines the effect of
Government Expenditure (GE) on key sectors of the economy and Stock Market Performance (SMP)
in Nigeria. Data was sourced from Statistics Bulletin published by the Central Bank of Nigeria
(CBN). The FM-OLS and ARDL methodology were adopted to determine the GE's short and long-
term impact on SMP in Nigeria. ADF unit root testing, correlation analysis, Engle and Granger co-
integration analysis, and preliminary descriptive statistics testing were all carried out. The outcome of
the result indicates that all through the long and short term, GE on education, defense and agriculture
have significant influence of SMP in the long run via MCAP channel. GE on defense and agriculture
significantly affects SMP in the short run via ASI channel. Hence, this study concludes that GE
components are key determinants in explaining the effect of government spending on SMP in Nigeria.
Nduka & Nwankwo (2023) “investigated the effect of government expenditure on the performance of
small and medium scale enterprises in Nigeria. The data was analyzed with econometric techniques
involving descriptive statistics, Augmented Dickey Fuller and Philip Perron Tests for Unit Roots test,
Granger Causality Test and the Ordinary Least Square (OLS). The result of the study indicates that
capital expenditure on roads, agriculture, education, recurrent expenditure have positive and
significant effect on gross domestic product while government borrowing has negative and
insignificant effect on small and medium scale enterprises in Nigeria. The study thus concludes that
government expenditure have positive effect on medium scale enterprises in Nigeria in Nigeria and
has helped to improve economic growth and development in Nigeria within the period covered by the
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study. Amongst the recommendations is that government should use an expansionary fiscal policy to
encourage increase in investment in Nigeria. Government spending should be channeled to capital
projects and social overhead capital that will encourage investment, such as constant electricity supply
and good road networks. Government should rely more on taxation that have greater effects on
investment than borrowing. Borrowing should be contemplated only if it is designed to deepen the
economy and the amount of debt to borrow should be sustainable to reduce the pressure exerted by its
servicing requirements so as to improve gross domestic product in Nigeria. Borrowing should be
contracted solely for economic reasons and not for social or political reasons”.

Similarly, Aluthge et al, (2021) conducted a study using time series data spanning from 1970 to 2019
to examine the impact of Nigerian government expenditure, specifically categorized into capital and
recurrent expenditures on economic development. The study used the Autoregressive Distributed Lag
(ARDL) model. The research incorporates the inclusion of structural breakdowns in both the unit root
test and co-integration analysis, hence enhancing the robustness of the results. The primary findings
of the research indicate that there is no substantial impact of recurrent expenditure on economic
development, whether in the short or long run. However, it is observed that capital investment has a
positive and considerable influence on economic growth, both in the short and long term. The
research proposes that the government should increase the proportion of capital spending, with a
specific focus on substantial projects that have a direct impact on the well-being of the population.
Furthermore, Oluyemi, et al (2021) investigated the relationship between governmental expenditure in
Nigeria and economic growth. The research used secondary data from the CBN 2018 dataset. The
Augmented Dickey Fuller (ADF) and Phillips Perron Test (PP) unit root tests were used to verify the
stationarity of the variables, while STATA and the Pearson Product Moment Correlation were
employed to get the correlation coefficient. The use of Generalized Least Squares (GLSs) was
employed to analyze the data. The results of the research indicate that expenditures on transfer have a
modest and adverse effect on economic development, whereas capital investments in economic
services have a substantial and favourable influence. The paper posits that in order to counterbalance
the adverse repercussions of transfers, such as subsidies allocated for oil imports and price
equalization, it is advisable to uphold and augment capital expenditure on economic services, while
discontinuing expenditure on transfers. It is recommended that the government consider the
construction of refineries and initiate large-scale industrial activities.

Additionally, Naftaly (2020) conducted a study to analyze the impact of government sectoral
expenditure on the economic growth of East African countries. The study used the Ordinary Least
Squares (OLS) approach and the fixed effect. The empirical evidence suggests that there is a limited
association between expenditures allocated to agriculture and education and their impact on
productivity and economic development. The findings of the regression study also indicate that
investment in healthcare and defence significantly contributes to positive economic development in
East Africa,

The study conducted by Adole, et al (2020) aimed to examine the impact of government spending on
economic development in Nigeria over the period from 1984 to 2015. The primary objective was to
reassess the assertion put out by the Keynesian and Endogenous development Models, which suggests
that public expenditure stimulates economic growth. The research used the Johansen co-integration
and the Error Correction Model. The empirical findings confirmed the Keynesian and Endogenous
development Models, which posit that public spending has a stimulating effect on economic
development in Nigeria, particularly when seen over an extended period of time. Public spending,
both recurring and capital, has been shown to have a substantial beneficial effect on long-term
economic development. However, in the short term, its influence on the Nigerian economy seems to
be rather minor and negative. The report suggests that the Nigerian government should reassess its
spending priorities to allocate more resources towards capital investment, with the aim of optimizing
government spending in Nigeria. This entails increasing expenditures on key economic areas such as
healthcare, energy, education, and overall infrastructure.

In the same vein, Anowor & Nwanji (2018) re-examine the nexus between public expenditures and
economic growth in Nigeria adopting the Error Correction Model (ECM) estimation technique and the
Pairwise Granger Causality test with disaggregated yearly data between 1980 and 2016. The findings
suggested that the capital spending of the government has an inverse relationship with economic
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growth and also significant influence on economic growth. The government recurrent spending has a
direct relationship with economic growth but statistically insignificant effects on economic growth.
There is no causal relationship, as suggests by the result of the Granger Causality test, between public
capital expenditure and economic growth. While there is existence of unidirectional causalities where
exchange rate caused economic growth; economic growth caused private foreign investment; and
economic growth caused public recurrent expenditure. The recommendations suggest that
governments should make more provision for capital expenditures in the budget and ensure
implementations are being properly monitored to ensure that the funds are not diverted to other uses;
while cost of governance should be moderated with a view of making less provision for recurrent
expenditure

In their own study, Chinedu and Ezekwe (2017) examined the impact of sectorial dispersion of public
expenditure on the economic development of Nigeria. The study used time-series secondary data
spanning from 1980 to 2017, adopted an ex-post facto research technique to examine the relationship
between the dependent variable and the explanatory factors. The study's results indicate that Nigeria's
economy recorded positive effects as a result of the diversification of government expenditure across
different sectors. According to the research findings, the allocation of government funds to agriculture
and defence has a positive and significant influence on Nigeria economic growth.

Furthermore, Nwaolisa and Chinelo (2017) also examined the impact of government expenditure,
encompassing general administration, defence, education, and health, on Nigeria's gross domestic
product (1983-2016). The findings of the study indicate that despite consistent growth in government
spending, Nigeria has persistently faced economic underdevelopment. The findings of the study
suggest that expenditures on general administration exhibit a positive and statistically significant
association with Gross Domestic Product (GDP). Conversely, expenditures on defence demonstrate a
negative impact on GDP, yet still maintain a significant relationship. Expenditures allocated towards
education display a positive impact on economic growth, with a highly significant relationship. On the
other hand, expenditures on health exhibit a positive impact on GDP, but lack statistical significance.
The recommended a proper monitoring of all its expenditures on various sectors.

The research conducted by Oyediran, et al in 2016 investigated the impact of government expenditure
on a nation's economic growth. The research employed the ordinary least squares (OLS) multiple
regression analysis to estimate the given model using Gross Domestic Product (GDP) as the
dependent variable, while Capital Expenditure (CAPEXP) and Recurrent Expenditure (REXP) as the
explanatory variables. The results of the study suggest a significant positive association between
government expenditure and economic development in Nigeria. The paper suggests that implementing
fiscal restraint in government spending and

Also, Adewara and Oloni (2012) used the Vector Autoregressive Model (VAR) to evaluate the
influence of public spending components on economic development in Nigeria, covering the period
from 1960 to 2008. The research findings indicate that despite more fund allocated to education,
expenditure on education has not yielded improvements in economic development. The paper further
proposes that the promotion of expenditure on agriculture and healthcare should be promoted due to
their positive impact on economic development.

Olugbenga and Owoye (2007) equally conducted a research that investigated the relationship between
government expenditure and economic development across a sample of 30 OECD members from
1970 to 2005 using panel data. The findings revealed a positive significant relationship between
government expenditure and economic growth. Furthermore, the authors of the study discovered a
unidirectional causal association between government expenditure and economic development in 16
of the nations, so providing empirical support for the Keynesian economic theory. Nevertheless, it is
worth noting that 10 out of the nations under consideration, there is evidence of a causal connection
between economic development and government expenditure, hence providing support for Wagner's
argument.

METHODOLOGY

The study employed the Autoregressive Distribution Lag (ARDL) model constructed by Pesaran, Shin
and Smith (2001) to analysis the work. Augmented Dickey-Fuller (ADF) unit root test was employed
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to test for stationarity of the data. Also the bounds test was utilized to determine the presence of long-
run relationship among the variables.

Mode Specification

For straightforwardness the study settled in model used by Naftaly (2020) and some modification was
made to suit the current reality.

The functional form of the model is as follows:

RGDP = f(GXE, GXH, GAX, GXD, EXCR) .....ovueiiiiiieeeiiiieeeeee (1)

Econometrically, the model in equation (1) can be restructured as follows:

GDP = Bo + B1GXE + B2GXH + B3GXA + B4GXD + BsEXCR + €tevvivininininiinit. 2)

In allusion to equation (2) the long run and short run ARDL model dynamics is specified as:

AInGPDt = Bo + ﬁlAmGPDt_ﬁ‘ BzAInGXEH + B3AInGXHt.1 + B4AInGXAt.1 + B5AInGXDt.1 +
BeAEXCRt.l + MAINGPDi 1+ AAINGXEi1 + MAINGXHi: + ApAINGXAw: + AnAINGXDyq +
M2AEXCRu+ QECTE  + & ... 3)

Where:

GDP = Economic growth

GXA = Government Agriculture Expenditure

GXE = Government Expenditure on Education

GXH = Government Expenditure on Health

GXD = Government Expenditure on Defence

EXCR = Exchange Rate

It = Stochastic error term / time trend

The null and alternative hypotheses are as follows:

Ho: o =%=%=%k=1 (No long run relationship exist)
Against the alternative hypothesis:
Ho: o #FM#F R# R+ 4 (Long run relationship exist)

Estimation Procedure

The study employed the Auto-regressive distribution lag (ARDL) technique to test the existence of
co-integration among variables. The method is suggested over co-integration approaches developed
by Engle and Granger (1987) and Johenson (1988) which need a large sample size and variables to be
stationary at first difference, that is 1(1). The method has the benefit to mitigate the task of
determining the order of integration among variables because variables are presumed to be stationary
at level and first difference. Therefore testing for unit roots to determine 1(0) and I(1) are not
necessary for ARDL technique (Ewetan & Urhie, 2014). But according to Rahman and Islam (2020) it
is necessary to conduct unit root test to guarantee that no 1(2) variable(s) is /are built-in in the model
because it is presume that 1(2) variable(s) could cause the model to crumple.

RESULTS AND DISCUSSION

Stationarity Test

The study engaged the Augmented Dickey- Fuller (ADF) unit root test to test for the stationarity of
the data. The results are displayed below

Table 1: Augmented Dickey-Fuller Unit Root Test

Variable Level 1%t Difference 5% Critical Order of Integration
Value
Log(GDPGR) -4.036799 | @ ----- -2.945842 1(0)
Log(GXE) Non-Stationary -4.668878 -2.948404 1(1)
Log(GXH) Non-Stationary -6.477217 -2.948404 1(1)
Log(GXA) Non-Stationary -6.675730 -2.951125 1(1)
Log(GXD) Non-Stationary -4.857292 -2.948404 1(1)
Log(EXCR) Non-Stationary -4.045107 -2.948404 1(1)

Source: Author’s Computation using E-views
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Table 1 above shown the unit root result. The result revealed that all the variables used in the study
are stationary at first difference 1(1) except growth rate of gross domestic product (GDPGR) that
revealed stationary at level 1(0). The mixed order of integration warranted the use of Autoregressive
Distributed lag (ARDL) model.

ARDL Bounds Test for Co-integration

Having verified that not all variables are integrated in the same order, but rather a combination of 1(0)
and 1(1), as demonstrated above, the application of the Johansen co-integration test collapsed, thus the
ARDL bounds testing method to cointegration (Pesaran and Shin, 1999; Pesaran, Shin and Smith,
2001) was used to determine if there is cointegration or a long-run relationship between the series in
the model.

Table 2: ARDL Bounds Testing for Cointegration

Test Statistics Value Sign Level 1(0) 1(1)
F-statiatics 4,238668 10% 2.26 3.35
K 5 5% 2.62 3.79
2.5% 2.70 3.73
1% 3.41 4.15

Source: Author’s Extract from E-views 10

Deducing from Table 2 above, the value of F- Statistic 4.238668, which is greater than the upper and
lower bounds of the 95 percent critical value interval (2.62 — 3.79) provides for the rejection of the
null hypothesis that there is no long-run relationship between the variables and conclude that there is a
long run relationship between the dependent variable (GDPGR) and the explanatory variables (GXE,
GXH, GXA, GXD and EXCR) between 1986 to 2023.

Lag Length Selection

However, prior to the estimation of the long run relationship and associated short run dynamics, a

suitable lag selection criterion was chosen thus.
Akaike Information Criteria (top 20 models)
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The study however adopted the popular Akaike information criteria for selecting the optimal lag for

the models. Thus this approach was adopted and lag length two (2) was used in the study.
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Table 3: Estimated Long-run and Short run Co-efficient.
Dependent Variable: GDPGR

Variable Coefficient Std Error t-statistic P-value
A: Long run Estimates

Log(GXE) 0.007276 0.023401 0.310937 0.6688
Log(GXH) 0.058869 0.039619 1.484874 0.1515
Log(GXA) 0.237249 1.545201 0.153539 0.0366
Log(GXD) -0.010567 0.025720 -0.410835 0.0052
EXCR -0.043786 0.019796 -2.211823 0.0377
Constant 2.303235 2.106372 1.093458 0.0001
B: Short run Estimates Coefficient Std Error t-statistic P-value
D(GXE(-1)) 0.007075 0.022599 0.313061 0.0972
D(GXH(-1)) 0.057240 0.037470 1.527620 0.1409
D(GXA(-1)) 0.311132 1.458200 0.213367 0.0044
D(GXD(-1)) -0.010274 0.025064 -0.409932 0.0368
D(EXCR(-1)) -0.045135 0.035922 -1.256502 0.0021
ECM(-1) -0.972327 0.165746 -5.866384 0.0000

Source: Author’s computation from E-views 10

It was revealed that both in the long run and short run periods the coefficients of government
expenditure on education and health revealed a positive statistically insignificant relationship with
economic growth. Furthermore, it was revealed that expenditure on agriculture and defense sector
exerted positive and negative significant effect on economic growth respectively during the period
under review. As it were, the coefficient value of public spending on agriculture exhibited positive
and significant impact on the Nigerian economy. Empirical evidence showed that for every one
additional billion naira increase in budgetary allocation to the agriculture sub-sector, there was a
corresponding increase of .237 and .311 unit of output to the Nigerian economy, both in the long run
and short runs analysis. This result though commendable, it must however be stated that the output
from the sector was too infinitesimal to cause any appreciable change to Nigeria’s gross domestic
product and hence the welfare of the citizens. Since growth is about the welfare of the citizens, the
output agricultural falls far less than expected of an economy like Nigeria. This finding is in
agreement with study conducted by Nduka & Nwankwo (2023), Chinedu and Ezekwe (2017) who
also found a positive effect of government expenditure on agriculture on economic growth in Nigeria.
Similarly, The coefficients of government expenditure on education and health revealed statistically
positive insignificant relationship with the dependent variable (economic growth), thus implying that
this core variables did not significantly contribute to the Nigerian economy during the period under
review both in the long run and short run. These insignificant results could be as result of low
budgetary allocation to education and health sectors in Nigeria as well as misappropriation and
mismanagement of miserable allocated fund in the sectors. This finding is in agreement with the study
by Chinedu and Ezekwe (2017), Ebiringa, et al (2012) and Nwaolisa and Chinelo (2016) who also
found a statistically insignificant effect of government expenditure on education and health on
economic growth in Nigeria.

Also, the ARDL regression output revealed that defense spending exerted a negative and statistically
significant effect on economic growth during the period examined. The implication of this finding is
that as more and more appropriations were made for the defense sector, no impact was felt across the
federation during the referenced period. This further implies that the humongous government
spending on available security architecture in Nigeria had not impacted directly on Nigerian economy.
Those entrusted with these funds are enmeshed in an unending and mindless thievery and looting of
the country, without any prospect of an end to it.

Successive government over the years had budgeted and expended billions of Naira in ensuring that
peace is restored in the country to allow for productive activities and investment to thrive, the
recurring and unending cycle of bloodletting had refuse to abate because these funds bears no positive
impact in the system. In fact, the higher the billions appropriated for defense spending, the higher the
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rate of insecurity grows and spread across the federation, hindering and hampering any meaningful
investment that would drive economic growth. Furthermore, the different military organs and other
allied security apparatus, saddled with the responsibility of ensuring the safety of the citizens, which
would guarantee confidence for investors in the economy for increased economic growth would rather
misappropriate or embezzle the funds meant for procurement of high caliber military hardware that
should nip in the bud the menace of insecurity, and this they do, so as to create more insecurity
situation that would call for more government appropriation to the sector for the sleaze to continue.
The findings is in conformity by the views of Nwaolisa, et al (2016) who observed that government
spending on defense bears negative influence on economic growth in Nigeria.

Table 4. Diagnostic Tests

Tests F-statistics Probability
Serial Correlation 0.521356 0.33543
Heteroscedasticity 2.291422 0.47650
Normality Test 4.663271 0.37234

Ramsey Test 0.231613 0.54444

Source: Author’s computation (2024)

The diagnostic test results in table 4 above indicated that the model passed serial correlation,
heteroscedasticity, Ramsey and normality test. The F-statistic and corresponding P-values were
greater than 5 percent significant level, demonstrating that the model is free from heteroscedascity,
autocorrelation and misspecification bias.

CONCLUSION

This study which aimed to evaluate the effect of public spending on selected sectors on economic
growth in Nigeria concluded that government budgetary allocation to the agricultural and defense
sectors spending had a significant positive and negative effect on economic growth in Nigeria
respectively between 1986 and 2022. The study based on empirical facts concludes that the other key
sectors such as education and health had no significant impact on economic growth both in the long
run and short run during the referenced period.

POLICY RECOMMENDATIONS
Major policy recommendations from the study include:

i. Government should use an expansionary fiscal policy to encourage increase in investment on
education and health sector.

ii. Government spending to the education and health sectors should be improved in other to meet
the UNESCO recommendation of 25-30 percent annual of its annual budget on education
and health.

iii. Government should improve on monitoring and evaluation to ensure that appropriated funds
budgeted to various sectors (particularly, defense, health and education) is utilized
judiciously to enhanced growth.

iv. Finally, government should develop measures to reduce the vulnerability and fluctuation in
the exchange rate to give room for more stability in the foreign exchange market for
improved growth.
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