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1. Introduction 

Nigeria as a nation is not rightly placed in terms of growth (poor access to basic social infrastructure, portable 
water, electricity, health, education, high level of unemployment, high level of insecurity etc.) despite the huge revenue 
from crude oil export. Previous government of all tiers allocated huge funds to various projects such as roads, industries 
and other growth- like and developmental ventures, yet, get dilapidated sooner or later they were provided.  

For instance, Federal government total recurrent expenditure increased from N4.85billion in 1981 to N36.22 
billion in 1990, then ₦127.63 billion in 1995 and further to N178.10 billion in 1998. Then on return to democracy in 1999, 
there was astronomical rise to ₦449.66 billion. In 2003, it stood at ₦984.3 billion to ₦1110.64 billion in 2004, and then 
almost doubled the figure in 2008 with ₦2117.36 billion. In 2012, it started with ₦4004.46 billion to ₦4892.36 billion in 
2015, rose to ₦5762.7 billion in 2016, then up to ₦7138.7 billion in 2017 (CBN, 2017).  

Thus, the rising government expenditure may not have translated to meaningful growth and development, as 
Nigeria ranks among the poorest countries in the world. In addition, many Nigerians have continued to wallow in abject 
poverty, while more than fifty percent live on less than US$1per day. Moreover, macroeconomic indicators like balance of 
payments, import obligations, inflation rate, exchange rate, and national savings reveal that Nigeria has not fared well in 
the last three decades (Okoro, 2013).  

It is disturbing however to note that government expenditure seems not to replicated same level of economic 
growth in Nigeria, for instance in 1981 the GDP growth rate decreased from 57.15%  down to in 1982 to -1.79% to -7.58% 
in 1983, then rose to 11.63% in 1990 and down to -0.55% in 1991 and increased to 2.5% in 1998. Then on return to 
democracy in 1999, it moved up by 0.52%, then up to 5.52% in 2000 to its peak of 14.6% in 2002. Then slightly came 
down to 10.44% in 2004, with average of 6.42% from 2005-2015 and recorded -1.58% in 2016, then rose 0.82% in 
2017(NBS, 2018). 
 The above situation and others, cast doubt on whether recurrent government expenditure is in manner it can have 
impact on economic growth in Nigeria. And in order to ascertain the above points, and real state of the problems, it will be 
subjected to empirical investigation in order to evaluate the impact of government recurrent expenditure on economic 
growth for sustainable development in Nigeria.      

However, efforts will be made to assess the extent to which government recurrent expenditure on administration, 
social and community services, economic services and transfers have impacted on economic growth. 
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Abstract:  
The study examined the impact of government recurrent expenditure on economic growth within the period of 1981 to 
2017. The data collected from Central Bank of Nigeria (CBN) Statistical Bulletin were analyzed with Augmented Dicky 
Fuller unit root test, Johansen Coin tegration Test, Vector Autoregressive Model, VAR Granger Causality/Block 
Exogeneity Wald Tests and others. The result of Augmented Dicky Fuller unit test showed that economic growth proxied 
by Gross Domestic Product and all recurrent expenditure variables are integrated at order one. Johansen Cointegration 
Test revealed that there exist long run relationships between Gross Domestic Product and Recurrent Expenditure 
variables. Vector Autoregressive test and Ordinary Least Square  revealed as follows; that economic growth proxied by 
Gross Domestic Product  reinforces itself, that government recurrent expenditure on administration exerted negative and 
significant impact on economic growth within the period of the study, while government recurrent expenditure on both 
social and community services, economic services and transfers impacted positive and significantly on economic growth. 
VAR Granger Causality/Block Exogeneity Wald Tests found that all components of government recurrent and capital 
expenditure structure and Gross Domestic Product granger cause each other with unidirectional effect, except 
government recurrent expenditure on social and community services that has a bidirectional effect or feedback effect. 
Therefore, the researchers are of the view that government should adequately fund economic services and social and 
community services due to its positive contribution to the expansion of the economy. 
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2. Literature Review 
 
2.1. Conceptual Review 

In the words of Okpara (2002) Public expenditure represents the funds expended by the government for its own 
maintenance, the maintenance of the society and the running of the economy in general. Bhatia (2002) added that apart 
from maintenance of the economy and society, expenditure of the government extends to helping other countries.  
Government spending reflects the thrust of the regime in power. Once the government has decided the type and amount of 
goods and services to be purchased, government spending represents the cost of carrying out these policies.   
 Njoku (2009), government expenditure refers to all expenditures, both recurrent and capital expenditures which 
government incurs in the course of performing its functions. Thus, government expenditure has two components namely 
recurrent expenditure and capital expenditure. While recurrent expenditure encompasses expenditures recurring over the 
year such as personnel costs, transportation, utility services, telephone services, stationery, hospitality, maintenance of 
office furniture and equipment all other day to day, month to month or quarterly running expenses funded by the 
government, capital expenditure involves expenditure on construction, land extension, building and plant and machinery 
acquisition. Anyanwu (1977) contended that public expenditure simply means government spending out of public 
revenues derived from taxes and other sources. It involves all the expenses which the government incurs for its own 
maintenance, for the benefit of external bodies and other countries and for settling Nigeria's foreign and international 
obligations. 

In Nigeria, government expenditure growth rate for recurrent expenditure was 13% in 1982, came down to -
13.79% in 1983. Then rose to 44.36% in 1990, by 1998 before the return to democracy it was 12.32%. On return to 
democracy in 1999, it stood at 151.8% and dropped to 17.79% in 2016, but still positive. On the other hand, government 
capital expenditure growth rate was -2.28% in 1982, -23.8% in 1983 and rose to 60% in 1990. It stood at 14.6% in 1998 
and rose sharply to 61.16% on return to democracy in 1999. It was 4.5% in 2015 and dropped to -22.4% in 2016. It 
however escalated to 83.24% in 2017 in reaction to government rescue packages.  Graphical analysis of the total 
government expenditure growth rate is shown as follows. 

 

 
Figure 1: Total Government Expenditure Growth Rate in Nigeria 

Source: Author’s Computation 
 

In summary, the economy of Nigeria grew 1.5% year-on-year in the second quarter of 2018, slowing from a 1.9% 
expansion in the prior period. It was the weakest growth rate since the third quarter of last year, as oil output shrank 
while the non-oil sector continued to rise. On a quarterly basis, the economy advanced 2.9%, after contracting 13.4% in the 
previous quarter. GDP Annual Growth Rate in Nigeria averaged 3.87% from 1982 until 2018, reaching an all-time high of 
19.17% in the fourth quarter of 2004 and a record low of -7.81% in the fourth quarter of 1983 (NBS, 2018).  
 According to NBS (2018) the economy of Nigeria expanded 1.9 percent year-on-year in the first quarter of 2018, 
easing from an upwardly revised 2.1 percent growth in the previous period. It is the fourth consecutive quarter of 
expansion, as the oil sector continued to rise while the non-oil output growth slowed. GDP Annual Growth Rate in Nigeria 
averaged 2.35 percent from in July 2015 until January 2018 when it declined to 1.94 percent. From January 2016 to June 
2017, it records negative growth. The above is shown in figure below. 
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Figure 2: Nigeria GDP Annual growth rate 

Source: NBS, 2018 
 
 
2.2. Theoretical Literature  

The following theories are reviewed to enhance more understanding on relationship between government 
expenditure and economic growth. 

 
2.2.1. Wagner’s Law of Increasing State Activity 

Wagner (1911) was a German political economist who based his law on increasing state activities and historical 
facts, primarily in Germany. He studied the German economy overtime and observed a correlation growth between 
national output and the public expenditure in the economy. He expressed the view that there was an inherent tendency for 
the activities of different layers of government (such as central and state governments) to increase both intensively and 
extensively. That is, there is a functional relationship between the growth of an economy and the growth of government 
activities, so that the government sector grows faster than the economy. In the original version of Wagner’s theory, it is not 
clear whether he was referring to an increase in absolute level of public expenditure, the ratio of government expenditure 
to GNP or proportion of public sector in the total economy but Musgrave (1970) interpreted that Wagner was thinking of 
the proportion of public sector in the total economy. Wagner expressed the view that public expenditure increase at a 
faster rate than the national output. That is, the share of public sector in the economy will increase as the economic growth 
proceeds. Wagner argued that a functional cause and effect relationship exist between the growth of an industrializing 
economy and the relative growth of its public sector. This long-term hypothesis has it that social progress was the basic 
cause of the relative growth of the government in industrializing economies. The chain reaction circumstances are that 
social progress leads to a growth of government functions, which in turn, leads to the absolute and relative growth of 
economic activity. 

 
2.2.2. Keynesian Hypothesis- Economic Growth Theory 

 Keynesian public expenditure- economic growth theory has attracted a vast array of empirical investigation by 
economists especially from academic setting over time. Keynesians‟ in other hand postulates a function with the 
orientation that runs from government increasing undertakings to economic improvements. These expenditures are 
considered as normal goods in society's stance with income elasticity of demand greater than one. Keynesian's stance 
evolved at the hill of the Great depression of late 1930s. This advocating for government involvement in the economic 
managements brought about, a tremendous evolution in the field of economic. The periods witness a considerable growth 
on sensitive economic indicators such as investments, employment creation, and general demands whereof government 
spending (Musgrave and Musgrave, 1989). 
 
2.2.3. Rostow and Musgrave Hypothesis 

Rostow (1960) in their research on the growth of public expenditure were able to observe and conclude that, at 
the early stages of economic development, the rate of growth of public expenditure will be very high because government 
provides the basic infrastructural facilities (social overheads) and most of these projects are capital intensive, therefore, 
the spending of the government will increase steadily.  
 
2.2.4. Peacock-Wiseman Hypothesis or Displacement Effect 

In their study of the U.K economy between 1890 and 1955, Peacock and Wiseman (1961) concluded that public 
expenditure do not increase in a smooth and continuous manner but in jerks or step-like fashion. Peacock and Wiseman’s 
hypothesis is popularly referred to as displacement effect hypothesis. They believe that the pattern of growth of public 
expenditure in Britain is less regular and quite different from the corresponding pattern of growth in the size of the 
national output as proposed by Wagner.  
 
2.3. Empirical Review 

Mitchell (2005) on his work impact of public expenditure using ECM argued that public expenditure has a 
negative multiplier effect on economic growth of the US within the study coverage 1987 to 2005. 
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In addition, Okoro (2013) studied the impact of government spending on the Nigerian economic growth using 
Granger causality test, cointegration and VECM technique on time series data spanning 1980 -2011. The result from the 
estimation shows that there exists a long-run equilibrium relationship between public expenditure and economic growth 
in Nigeria, supporting the Keynesian hypothesis. The short-run dynamics adjusts to long-run equilibrium at the rate of 
60% per annum. The policy implication of this finding is that both the short-run and long-run expenditure has a significant 
effect on economic growth of Nigeria.  

Equally, Sevitenyi (2012) analyzed the relationship and the direction of causality between public spending and 
economic growth in Nigeria by adopting a Granger causality test using annual time series data from 1961 to 2009. 
Aggregate government expenditure is disaggregated into recurrent expenditure, capital expenditure, administration, 
social and community services, economic services and transfers. Finding revealed that there is a unidirectional causality 
running from aggregate public spending to economic growth, which supports the Keynesian hypothesis. Moreover, at the 
disaggregate level, results show that all the variables except recurrent expenditure cause economic growth, implying that 
government expenditure promotes growth in Nigeria. In general, this result does not empirically support the existence of 
Wagner’s law both at the aggregate and disaggregate level. 

In addition, Egunjobi (2013) examined the pattern of public expenditure in Nigeria using error correction model 
and granger causality test from 1977 to 2008, the study supported that government spending and public consumption 
impact negatively on economic growth in Nigeria. Also, a unidirectional causality exists between economic growth and 
total expenditure, while there was no causal relationship between private investment and public investment. 

Similarly, Aruwa (2012) examined the causal relationship between government expenditure and economic 
growth in Nigeria from 1979 to 2008 using a VAR- based error correction model. Result among other things shows that an 
increase in both real gross domestic product and public revenue causes growth in government expenditure, hence 
indicating the presence of Wagner’s hypothesis in Nigeria during the review period. 

Also, Ifarajimi and Ola (2017) examined the relationship between government expenditure and economic growth. 
The study made use of time series data on government expenditure on administration, economic services, social and 
community services, transfers, government total revenue, nominal exchange rate and real per capital GDP for the period of 
1981 to 2015, using ECM computed through Dynamic OLS and found that long run government expenditure on 
administration and nominal exchange rate were significant and therefore impact significantly on economic growth in 
Nigeria. 
 Miftahu and Rosni (2017) investigated public sector spending and economic growth in Nigeria: In search of a 
stable relationship employed ARDL model. The model revealed the existence of positive and significant relationship 
between public spending and economic growth in Nigeria. From the findings, it is evidence that government expenditure is 
considered to be highly important in creating opportunities and widening the productive base at which developing 
countries can grow, Nigeria is inclusive. 

Taiwo and Abayomi (2012) examined government expenditure and economic development:  Empirical evidence 
from Nigeria over the last decades (1970-2008) using econometrics model with OLS techniques. They found that there is a 
positive relationship between real GDP as against the recurrent and capital expenditure.  

Edame and Akpan (2013) examined empirically the structure of government expenditure and economic growth of 
government of Nigeria with time series data for the period of 1970 to 2009. The OLS regression technique was employed 
as the main method of data estimation. The result obtained revealed that factors such as fiscal deficit, GDP, Government 
revenue and debt servicing are some of the factors causing growth in the government expenditure in Nigeria for the 
reference period.            

Danladi, Akomolafe and Anyadiegwu (2015) examined government expenditure and its implication for economic 
growth: Evidence from Nigeria. The ARDL methodology was employed to examine the relationship between the variables. 
From the analysis and findings, government spending significantly and positively explained the economic growth of the 
country. In comparing the results of the total government expenditure in the capital and recurrent expenditure, the result 
shows that they are positively related to economic growth however the recurrent component of expenditure significantly 
explained more. This study attests to the keynesian model (1936) of government intervention in the economy. 
  Oziengbe (2013) investigated the relative impacts of federal capital and recurrent expenditures on Nigeria's 
economy (1980-2011). The study employed ECM model and revealed that total government expenditure had significant 
positive effect on Nigeria's economy in the period covered. It confirms postulation of keynesian theory and implies that 
Nigeria economy at its current stage of development owes much to government spending     

Akanbi (2014) in his work, Government expenditure in Nigeria: Determinants and the trends employed a public 
choice framework and the model is estimated in the time series data from 1974 to 2012, using the Johansen estimation 
techniques. The results show that capital and recurrent expenditure are resilient to shocks in total government spending 
and, similarly, total government expenditure is found to be resilient to shocks in capital and recurrent spending. The 
increased per capita income was found to be in support of the Wagner's law in total and capital expenditure specifications, 
but this was refuted by the recurrent expenditure specification.                  

Ditimi, Nwosa, and Ajisafe (2011) investigated the relationship between the components of government 
expenditure (that is, education, agriculture, health and transport and telecommunication) on economic growth in Nigeria 
for the period spanning 1970 to 2010. The results of the long run and short run regression estimates confirmed that 
expenditure on agriculture was the most significant component of government expenditure which impacted on economic 
growth.             

Chude and Chude (2013) investigated the effect of public expenditure in education on economic growth in Nigeria 
over a period from 1977 to 2012, with particular focus on disaggregated and sectoral expenditure analysis. The study used 
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ECM and the results indicated that total expenditure on education is highly and statistically significant and have positive 
relationship on economic growth in Nigeria in the long run.       

Appah and Ateboh-Briggs (2013) investigated the co integration patterns of public expenditure and growth in 
Nigeria for the period 1961-2010 employed VECM and other Diagnostic tests. The results from econometric analysis 
revealed that pattern of public expenditure of administration, social community series, economic services and transfers 
affects the economic growth of Nigeria.          

Okanta (2009) in a study, the impact of public education expenditure on Economic growth in Nigeria (1990-
2008), using simple, bivariate regressions shows that public education expenditures are statistically significant in affecting 
real GPD and real per capita in Nigeria. Also, that expenditure is not statistically significant in influencing economic growth 
using multivariate regression.         

Yusuf, Babalola, Aninka and Solako (2015) used Autoregressive Distributed Lag Model (Bound Test Approach) on 
Analysis of impact of sectoral Government Expenditure on Economy in Nigeria. Bound test co-integration approach 
revealed that public expenditures have not performed well to the expectation in promoting the economic growth. 
Contrarily to expectation, government expenditures on the Education, Defense and Agriculture sectors have failed to 
promote the economic growth.         

Tajudeen and Ismail (2013) used Auto-Regressive Distributed Lag (ARDL) approach to analyse the impact of 
public expenditure and economic growth from 1970-2010. Their findings indicated that the impact of public spending on 
growth was negative and recurrent expenditure was also found to have little significant positive impact on growth.  
 
3. Materials and Methods 

For the purpose of this research, data for government recurrent expenditure (Administration, Community and 
Social Service, Economic Services, Transfers) and economic growth proxied by Gross Domestic Product were collected 
from Central Bank of Nigeria (CBN) Statistical Bulletin of 2017.     The study progresses 
with specification and estimation of nominated finametric economic growth model that expresses economic growth as a 
positive function of government recurrent expenditure. Residual diagnostic tests were conducted on the model including 
serial correlation LM., heteroscedasticity, normality, multicollinearity, inverse root of characteristic, unit root stationarity 
among others. Employment was made of pairwise Granger causality, VEC Granger Causality/Block Exogeneity Wald tests, 
Johansen Cointegration, Vector Error Correction Model (VECM), Cholesky Impulse Response and Variance Decomposition 
analysis to determine the full Causality implications of the variables in the model. The least squares were applied to test 
the contemporaneous and long run relationship. Eviews10.0 software used for the purposes of estimation.     
 
3.1. Model Development 

The topic has points of the government expenditure and economic growth. The indicators of these key words used 
in the model specifications are as stated below: 
 
Government Expenditure Indicators Economic Growth Indicator 
 

 
Figure 3 

 
3.2. Model Specification 

Based on this specification, an operational model will be specified as follows for VECM: 
GDP = α01+α11GDPt-1 + α21Admint-1+α31Comservt-1+α41Ecoservt-1+α51Transt-1+ U1       (1) 
Admin =β02+β12GDPt-1+β22Admint-1+ β32Comservt-1+β42Ecoservt-1+ β52Transt-1+U2       (2) 
Comserv = ϒ03+ ϒ13GDPt-1 +ϒ23Admint-1+ϒ33Comservt-1+ϒ43Ecoservt-1+ϒ53Transt-1+ U3         (3) 
Ecoserv = Z04+ Z14GDPt-1 +Z24Admint-1+Z34Comservt-1+Z44Ecoservt-1+Z54Transt-1+U4        (4) 
Trans = X05+ X15GDPt-1 +X25Admint-1+X35Comservt-1+X45Ecoservt-1+X55Transt-1+ U5        (5) 
Where; 
GDP = Gross Domestic Product 
Admin = Expenditure on government such as general administration, defense,  internal security and national assembly. 
Comserv = Expenditure on provision of social and community services such as education, health, and other social and 
community services 
Ecoserv = Expenditure on provision of economic services such as agriculture, construction, transportation & 
communication and other economic services. 
Trans =Expenditure on public debt servicing, pension and gratuities, contingencies/subventions. 
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3.3. Apriori Expectation 
It is expected that GDP = f(Admin, Comserv, Ecoserv, Trans), f1, f2, f3, f4>0. f1, f2, f3, f4 are the coefficients of 

Comserv, Ecoserv and Trans respectively. It is expected that the more expenditure government makes 
sincerely and appropriately on them, the more the economy expands, hence growth in the economy.  
 
4. Results and Analysis 
 

 GDP ADMIN COMSERV ECOSERV TRANS 
GDP 1.000000 0.892954 0.859321 0.717526 0.865282 

ADMIN 0.892954 1.000000 0.955979 0.518923 0.76611 
COMSERV 0.859321 0.955979 1.000000 0.334315 0.742592 
ECOSERV 0.717526 0.518923 0.334315 1.000000 0.527469 

TRANS 0.865282 0.76611 0.742592 0.527469 1.000000 
Table 1: Residual Correlation Matrix 

Source: Author’s Computation 
 

Table above, presents the correlation matrix of variables. From the table, the correlation between ADMINand GDP 
is 0.892954 that between COMSERV and ADMIN is 0.955979, ECOSERV and COMSERV is 0.334315. TRANS and ECOSERV 
is 0.527469. In some, none of the pairs of correlations among the independent variables is linearly perfectly correlated i.e. 
there is no presence of multi-collinearity. 
 

 
Figure 4: Normality Test 

Source: Authors’ Computation 
 

The above figure indicates that Jarque-Bera has value of 15.20858 with Probability value of 0.000498, hence, abnormal 
distribution of variables. Therefore, the variables are transformed into logarithm form. 

 
Variables lag 1st difference 1st diff. Probity Order of Integration 

LGDP 0 -5.423279 0.0001 1(1) 
LADMIN 0 -7.440819 0.0000 1(1) 

LCOMSERV 0 -7.066199 0.0000 1(1) 
LECOSERV 0 -6.227349 0.0000 1(1) 

LTRANS 0 -7.512799 0.0000 1(1) 
Table 2: Augmented Dickey-Fuller Unit Root Test 

Source: Authors’ Computation 
The above table shows that all the series are more negative than their 1 percent critical value and far more than 

that of 5 and 10 percent at first difference. This implies that the series are differenced once for them to be stationary. They 
are therefore said to be integrated of order one. Therefore, we proceed to determine the if long run relationship exist 
between economic growth (GD) and recurrent expenditure variables (Admin, Comserv, Ecoserv and Trans). 
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Lags Interval (In First Differences): 1 To 1 
Unrestricted Cointegration Rank Test (Trace)  

Hypothesized  Trace 0.05  
No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

None * 1.000000 1313.744 69.81889 1.0000 
At most 1 * 0.622085 66.40720 47.85613 0.0004 
At most 2 * 0.528375 32.34917 29.79707 0.0249 
At most 3 0.145784 6.044192 15.49471 0.6903 
At most 4 0.015006 0.529191 3.841466 0.4669 

Trace test indicates 3 cointegrating eqn(s) at the 0.05 level 
* denotes rejection of the hypothesis at the 0.05 level 

**MacKinnon-Haug-Michelis (1999) p-values  
Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Hypothesized  Max-Eigen 0.05  
No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

None * 1.000000 1247.337 33.87687 1.0000 
At most 1 * 0.622085 34.05804 27.58434 0.0064 
At most 2 * 0.528375 26.30497 21.13162 0.0085 
At most 3 0.145784 5.515001 14.26460 0.6759 
At most 4 0.015006 0.529191 3.841466 0.4669 

Max-eigenvalue test indicates 3 cointegrating eqn(s) at the 0.05 level 
* denotes rejection of the hypothesis at the 0.05 level 

Table 3: Johansen Cointegration 
Source: Authors’ Computation 

 
From the table above, the result shows that 3 components of the trace statistics are greater than the critical values 

at 5% level and as such, indicates 3 co-integrating equation at the 5% level. This implies that there exists long run 
relationship between GDP and Recurrent Expenditure variables; Administration (Admin), Social and community services 
(Comserv), Economic services (Ecoserv) and Transfers (Trans). Having established a long run relationship between the 
GDP and Recurrent Expenditure; Administration (Admin), Social and community services (Comserv), Economic services 
(Ecoserv) and Transfers (Trans), the researchers employed the Ordinary Least Square (OLS) Method to determine the 
predictions of recurrent expenditure variables on GDP. The results of the analysis are presented in table as follows: 

 
Ordinary Least Square (OLS) Method 
Dependent Variable: GDP 
Method: Least Squares 
Variable Coefficien

t 
Std. Error t-Statistic Prob.   

C 473.9944 1033.967 0.458423 0.6497 
ADMIN -44.47526 8.730600 -5.094182 0.0000 
COMSERV 126.7693 12.79656 9.906513 0.0000 
ECOSERV 43.99876 3.051696 14.41781 0.0000 
TRANS 9.719258 1.500990 6.475230 0.0000 
R-squared 0.983572     Mean dependent var 22679.98 
Adjusted R-squared 0.981518     S.D. dependent var 34219.67 
S.E. of regression 4652.094     Akaike info criterion 19.85311 
Sum squared resid 6.93E+08     Schwarz criterion 20.07080 
Log likelihood -362.2826     Hannan-Quinn criter. 19.92986 
F-statistic 478.9644     Durbin-Watson stat 1.514642 
Prob(F-statistic) 0.000000    

Table 4:  Ordinary Least Square (OLS) Method 
Source: Authors’ Computation 

 
The result of table above confirms that recurrent expenditure on Social and Community Services and Economic 

Services and Transfers exert positive and significant impact on the growth of the economy while recurrent expenditure on 
Administration impact negative and significant on the growth of the economy. The model is well fitted (R2 = 98.3%) with 
no autocorrelation (Dw=1.514642). The result of OLS model reveals that the adjusted coefficient of determination is 0.98 
implying that the government recurrent expenditure explains about 98 % of the variation in economic growth in Nigeria. 
The F-statistic 478.9644 with P-value og 0.000000 shows overall significance. The researchers therefore conclude that 
recurrent expenditure on Admin, Comserv, Ecoserv and Trans are good predictors of economic growth (GDP). 
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VAR Lag Order Selection Criteria 
Endogenous variables: LGDP LADMIN LCOMSERV LECOSERV LTRANS   
Exogenous variables: LGDP     
Included observations: 34     
 Lag LogL LR FPE AIC SC HQ 
0  992.2291 NA*   4.14e-32*  -58.07230*  -57.84784*  -57.99575* 
1  909.5153 -136.2346  2.38e-29 -51.73619 -50.38941 -51.27690 
2  907.2594 -3.052120  1.31e-28 -50.13290 -47.66379 -49.29087 
3  912.1844  5.214759  5.66e-28 -48.95203 -45.36059 -47.72724 
 * indicates lag order selected by the criterion   
 LR: sequential modified LR test statistic (each test at 5% level)  
 FPE: Final prediction error 
 AIC: Akaike information criterion 
 SC: Schwarz information criterion 
 HQ: Hannan-Quinn information criterion 

Table 5:  VAR Lag Order Selection Criteria 
Source: Author’s Computation 

 
The VAR lag order selection criteria on table above shows that lag length of 1 is selected at 5% level based on sequential 
modified LR test statistic, Final prediction error (FPE), Akaike information criterion (AIC), Schwarz information criterion 
(SC) and Hannan-Quinn information criterion (HQ).  
 

 
Figure 5: Inverse Roots of AR Characteristic Polynomial 

Source: Authors’ Computation 
 

Also Figure above shows that all np roots of the characteristics polynomial are in circle or lie within the unit 
imaginary circle (modulus). Hence, all are stationary.  

 
Breusch-Godfrey Serial Correlation LM Test:  

F-statistic 2.915107 Prob. F(2,30) 0.0697 
Obs*R-squared 6.020559 Prob. Chi-Square(2) 0.0493 

Table 6:  Breusch-Godfrey Serial Correlation LM Test 
 
Table above shows that F-statistics is 2.915107 wtih P-value of 0.0697, meaning rejection of the null hypothesis. Hence, no 
serial correlation. 
 

VAR Residual Heteroskedasticity Tests (Levels and Squares) 
Included observations: 35 

Joint test: 
Chi-sq Df Prob. 

316.6570 300 0.2436 
Table 7: VAR Residual Heteroskedasticity Tests (Levels and Squares) 
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In the same vein shows that Chi-sq is 316.6570 wtih P-value of 0.2436, meaning rejection of the null hypothesis. Hence, the 
model is homoscedastic. 
 

Heteroskedasticity Test: ARCH 
F-statistic 3.636319 Prob. F(1,34) 0.0650 

Obs*R-squared 3.478222 Prob. Chi-Square(1) 0.0622 
Table 8: Heteroskedasticity Test: ARCH 

 
In the same vein Table above shows that F-statistics is 0.3.636319 with P-value of 0.0, meaning rejection of the 

null hypothesis. Hence, the model is homoscedastic. 
 

Heteroskedasticity Test: White  
F-statistic 13.54539 Prob. F(14,22) 0.0000 

Obs*R-squared 33.15376 Prob. Chi-Square(14) 0.0027 
Scaled explained SS 63.69437 Prob. Chi-Square(14) 0.0000 

Table 9: Heteroskedasticity Test: White 
 

With F-statistic of 13.54539 and P-value of 0.0000, it the error term exhibit white noise. 
In view of this, the researcher resorted to using Vector Error Correction Model (VECM) for more explanations since Vector 
Autoregressive (VAR) model is a theoretical. 
  

Included observations: 33 after adjustments 
Standard errors in ( ) & t-statistics in [ ] 

Error Correction: D(GDP) D(ADMIN) D(COMSERV) D(ECOSERV) D(TRANS) 
CointEq1 -0.401839 -0.006312 0.006313 -0.031583 0.003189 

 (0.06759) (0.00174) (0.00050) (0.00223) (0.00392) 
 [-5.94557] [-3.63516] [ 12.7380] [-14.1777] [ 0.81455] 

R-squared 0.959572 0.946166 0.996939 0.990517 0.978363 
Adj. R-squared 0.919145 0.892332 0.993878 0.981034 0.956726 

F-statistic 23.73560 17.57561 325.6979 104.4521 45.21681 
Table 10: Vector Error Correction Estimates 

 
The analysis in table above shows that error correction equation (CointEq1) satisfied the condition, hence, 

significant. The speed of adjustment is 40.18%. That means short term errors can be corrected in the long run with annual 
speed of adjustment of 40.8%. Also, long run casuality flows from independent to dependent    
   

 
Figure 6: Cholesky Impulse Response 

 
From above, Impulse responses of economic growth to all the variables of government recurrent expenditure 

were positive and scantly negative at various period authenticating the fact that the government recurrent expenditure are 
good predictors of economic growth in Nigeria.  
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Period S.E. GDP ADMIN COMSERV ECOSERV TRANS 
1 2351.852 100.0000 0.000000 0.000000 0.000000 0.000000 
2 3550.937 63.53922 2.728608 6.715604 20.06486 6.951699 
3 5677.478 56.98210 4.167350 23.79813 8.622315 6.430103 
4 7463.869 52.34290 12.92842 22.86781 5.429821 6.431050 
5 9121.785 56.15688 13.01874 21.80666 4.010593 5.007128 
6 10859.93 56.61936 12.16675 24.45042 3.001989 3.761474 
7 12495.04 51.18969 16.46536 22.95387 3.310520 6.080557 
8 14616.69 42.48791 20.26237 20.16366 5.706304 11.37976 
9 19343.82 37.01271 14.32740 26.24093 7.522693 14.89627 

10 27633.74 31.26812 8.294840 32.41897 10.61801 17.40006 
Cholesky Ordering: GDP ADMIN COMSERV ECOSERV TRANS   

Table 11: Variance Decomposition 
 

From the above, GDP explains 100 percent of its variations in the first period and diminishes 31.2 percent in the 
tenth period. In other words, ''the own shock'' started from 100 percent and decreased to 31.2 percent. Expenditure on 
administration started from zero percent of the variation in GDP in the first period and fluctuates between 2.7 to 20.2 
percent over the period. Expenditure on social and community services started from 6.7 percent in the second period and 
increased to 32.4 percent in the tenth period, and then the expenditure on economic services fluctuates from 0.00 to 20.06 
within the period, while expenditure on transfers fluctuates from 0.00 to 17.4 within the period. 
 

Dependent variable: GDP 
Excluded Chi-sq Df Prob. 
ADMIN 1.034680 2 0.5961 

COMSERV 15.25806 2 0.0005 
ECOSERV 1.021626 2 0.6000 

TRANS 21.42951 2 0.0000 
All 154.4104 8 0.0000 

Dependent variable: ADMIN 
Excluded Chi-sq Df Prob. 

GDP 53.05490 2 0.0000 
Dependent variable: COMSERV  

Excluded Chi-sq Df Prob. 
GDP 20.02034 2 0.0000 

Dependent variable: ECOSERV 
Excluded Chi-sq Df Prob. 

GDP 15.38275 2 0.0005 
Dependent variable: TRANS 

Excluded Chi-sq Df Prob. 
GDP 0.303689 2 0.8591 

Table 12: Var Granger Causality/Block Exogeneity Wald Tests 
 

The table above, it is seen that economic growth (GDP) does not granger cause government expenditure on 
Administration, but government expenditure on Administration granger causes GDP (unidirectional effect). While GDP 
does granger cause government expenditure on social and community services, in the same way government expenditure 
on social and community services granger causes GDP (bidirectional or feedback effect). But GDP does not granger cause 
government expenditure on economic services, conversely government expenditure on economic services granger causes 
GDP, hence unidirectional effect. While GDP granger causes government expenditure on transfers, but government 
expenditure on transfers does not granger cause GDP, hence unidirectional. That means all components of government 
expenditure structure and GDP granger cause each other with unidirectional effect, except social and community services 
that has a bidirectional effect or feedback effect. In other words, government expenditure on social and community 
services granger and economic growth drives each other. 
 
5. Discussion of Findings 

The results of this study show that government recurrent expenditure namely  expenditures on Social and 
community services(such as education and educational facilities, health and health facilities, decent and affordable 
housing accommodation, jobs and employment aimed at reducing poverty and youth restiveness to the barest  minimum), 
Economic services (primary production, agriculture, trade, commerce and industry, construction of all types, road, 
transport and communication, water resources etc.) and Transfers (settlement of social and financial obligations such as 
pension and gratuities, internal and external debts servicing; transfers to the development fund and other non-statutory 
items) exert positive significant  impact on the growth of Nigerian economy. However, this excludes expenditure on 
Administration (such as general administration of government as an entity-personnel costs and overheads, defense of the 
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country against external aggression, maintenance of internal security/law and order, promotion of democracy and 
democratic electoral process of international standard) which was found to exert negative and significant impact on the 
growth of on Nigeria economy.        

The findings that recurrent expenditure on social and community services, economic services and transfers exert 
positive and significant impact on the growth of the economy corroborate Wagner’s Law of Increasing State Activities 
which stipulates that the activities of government are increasing function of the changing structure of the economy. These 
findings also corroborate the findings of Miftahu and Rosni (2017); Taiwo and Abayomi (2012); Edame and Akpan (2013); 
Danladi, Akomolafe and Anyadiegwu (2015); Oziengbe (2013); Akanbi (2014); Ditimi, Nwosa, and Ajisafe (2011); Chude 
and Chude (2013) and  Appah and Ateboh-Briggs (2013) and Sevitenyi (2012) which found  that expenditures on social 
and community services, economic services and transfers exert positive and significant  impact on the growth of Nigerian 
economy. However, this excludes recurrent expenditure on administration which found to exert negative and significant 
impact on growth on Nigeria economy. This provides that these variants of government expenditure engender economic 
growth.       

The finding however contradicts the findings of Okanta (2009); Mitchell (2005); Egunjobi (2013); Babalola, 
Aninka and Solako (2015); and Tajudeen and Ismail (2013) which see government expenditure as not contributing to the 
growth of the economy. The findings that recurrent expenditure on administration does exert negative and significant 
impact on the growth of the economy conforms to the assertion of the classical economist that expenditure on 
administration, defence, justice, law and order and maintenance of state are unproductive since they do not add to capital 
stock and/or tangible goods in the economy (Bhatia, 2002).      

The veracity is not in doubt as the components of expenditure on Administration in the Nigerian expenditure 
structure are general administration, defence, internal security and national assembly which are practically inefficacious. 
For instance, expenditure on general administration mostly tagged as overheads in both federal and state government, 
harbours the bulk of money in the budget. This huge amount money that is spent on day to day administration is not 
judiciously used. Most of them are diverted by the top officers with poor maintenance culture with inherent 'Kickbacks' 
and over invoicing and so on. In fact, it is the bane of corruption. Huge amounted spent on salaries are unproductive 
because most workers are idle, in most cases, they abscond from their assigned duties. Cars are not maintained and 
consequently abandoned and sold back to ranking officers at giveaway prices.     
 On defence, gigantic funds are spent, yet no eternal aggression. This could be attributed to the distribution of 
funds meant for security purposes to individuals as alleged by Economic and Financial Crime Commission (EFCC) who 
arrested some Government official for the offence. Such diverted funds meant for procurement of armories keep recurring 
in yearly budget.  On internal security expenditure, huge funds on Boko haram and other internal unrest have not yielded 
any meaningful result. This is because production is not complete until it reaches the final consumption. It is only when it 
gets to the final consumer that utility will be measured. Huge funds are earmarked for Police officers and others for 
uniform and welfare, but are misappropriated. For that, they become unproductive as a result of negligence and 
inadequate or poor attention to welfare packages.                                                         

For expenditure on national assembly, their legislation has not appropriately enhanced economic growth. Huge 
amount allocated for constituency/ community development projects are diverted in most cases. Instead national 
assembly members look out for state government to provide them.         
 Again, with the exception of government expenditure on social and community services that has bidirectional 
effect on the growth of the economy; all components of government expenditure structure have unidirectional effect. In 
other words, government expenditure on social and community services and economic growth drive each other while 
economic services, administration and transfers drive economic growth with no feedback effect. The finding corroborates 
Appah and Ateboh-Briggs (2013) and Sevitenyi (2012), that there is a unidirectional causality running from aggregate 
public spending to economic growth. But Sevitenyi (2012), at the disaggregate level, results show that all the variables 
except recurrent expenditure cause economic growth, implying that government expenditure promotes growth in Nigeria.  
 
6. Recommendations 
 In the light of the study results, the following recommendations are made; 

 Government should adequately fund recurrent expenditure on economic services and social and Community 
services due to their positive contribution to the expansion of the economy instantaneously and afterwards. 

 Government recurrent expenditure on transfers should receive priority attention as this will contribute 
immensely to economic growth. 
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