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Abstract
The need to better the lots of citizens throughegoment expenditure has raised questions on thedmqf
government expenditure on its impact on economield@ment and growth of nations. It is against traskground
that this paper examines the impact of governmemerditure (disaggregated into recurrent and clagiaenditure)
on economic growth from 1987 to 2010. Three vadatnlultiple regression model was adopted while meotr
expenditure and capital expenditure were used dependent variable and gross domestic product proate as
dependent variable. The result emanating from ghigly reveals that while recurrent government edijtere had
positive and non-significant impact on economicvgty capital expenditure had negative and non-Bigmit
impact on economic growth thus re-echoing the rfeedhcrease and encouragement of private sect@siment
while have proven over the years as a more efficiglization of resources compared to public secto
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1.0 Introduction

The need to better the lots of citizens throughegoment expenditure has raised questions on thedmqf

government expenditure on its impact on economieeld@ment and growth of nations. In Nigeria andeoth
developing economies, over the years, there has besteady increase in government spending witlaout
appreciable increase in economic growth and dewedop. These have led to several researches andghten the
role of government spending in the long term growfthational economics by economists. The revifahterest in

growth theories has also revived interest amongarebers in verifying and understanding the linkwieen

government fiscal policies and economic growth.

In Nigeria for instance, despite the huge amounpulblic expenditures, there is still an insignificdevel of
development witnessed. Public expenditure on aliose of the Nigerian economy is expected to l@addonomic
growth in the sense that capital and recurrent redingre will boost the productive base of the ecopavhich in
turn will lead to growth. The interest by economigt Nigeria and other jurisdictions on the rolegaivernment
expenditure is still inconclusive. Barro (1990egenize government spending in a growth modeleanadyze the
relationship between size of government and ratggawth and saving. He concluded that an incréasesources
devoted to non-productive government servicesss@ated with lower per capita growth. Therefg@yernment
expenditure which enhances economic growth shoeiléhitored towards productive services.

According to Barro and Grilli (1994), Governmenesding (or government expenditure) includes allegomnent
consumption and investment but excludes transfgmpats made by a state. Government expenditurbedor the
acquisition of goods and services for current osdittectly satisfy individual or collective needstbe members of
the community or it can be for acquisition of gooasd services intended to create future benefith s
infrastructure investment and the expendituresreanesent transfers of money, such as social saland cost of
administration.

Therefore, Government expenditure (like expenditwrerivate sector firms) can be categorised iitioee current

expenditure or capital expenditure. Current expemeliis recurring spending or, in other words, siy@m on items

that are consumed and only last a limited periothoé. They are items that are used up in the pooéproviding a

good or service. In the case of the governmentrentirexpenditure would include wages and salarie$ a

expenditure on consumables - stationery, drugshfmalth service, bandages and so on. By contragitata
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expenditure is spending on assets. It is the psecb&items that will last and will be used timeldime again in the
provision of a good or service. In the case ofgbeernment, examples would be the building of a hespital, the
purchase of new computer equipment or networksdiogi new roads and so on.

The breakdown between these two types of spendingeriy important. While capital expenditure hasastihg

impact on the economy and helps provide a moreiefii, productive economy. Current expenditure, énem,

doesn't have such a lasting impact. Once the mi@nsgent, it is gone and the effect on the econ@simply a

short-term one. It is against the importance oféhvo categories of expenditure and the increagiragmtum made
by the Nigeria government over the years that,ghiminal paper examines the impact of governmeueraiture on
economic growth in Nigeria from 1987 to 2010.

The remainder of this paper is organized as folloBexction two contains the review of related litera; section
three; the methodology; section four; presentatiod analysis of data; while in section five; thexdasion and
recommendations.

2.0 Review of Literature Review

The relationship between public expenditure andhertc growth has continued to generate series froeersies
among scholars in economic literature. The natdirdae® impact is in conclusive and while some auhuoelieved
that the impact of government expenditure on ecoogmowth is negative or non significant (Akpan030, others
believed that the impact is positive and signific@orman and Brahmasrene, 2007).

The recent revival of interest in growth theory halso revived interest among researchers in vegfyand

understanding the linkages between fiscal poli@ged economic growth. Over the past decade and fa &al
substantial volume of empirical research has beerttéd towards identifying the elements of pulgigpenditure

that bear significant association with economicwglo This empirical literature varies in terms odta sets,

econometric techniques, and often produces coinfljcesults.

Explanations offered to account for these varied @mnflicting results can broadly be divided intetcategories.
According to the first, it is the differences irethet of conditioning variables and initial corafits across studies that
are responsible for the lack of consensus in thalte (Levine and Renelt 1992). In contrast, theosd category
consists of a handful of studies (Helms 1985; Mddicd Stone 1990; Knellest al. 1999) that suggest this variation
in the results, in part at least, reflects the wegeead tendency among researchers to ignore thleations of the
government budget constraint for their regressibmpatrticular, the latter view emphasizes the rteexbnsider both
the sources and the uses of funds simultaneousky foeaningful evaluation of the effects of taxegxpenditures
on economic growth.

Aregbeyen (2007) established a positive and siganifi correlation between government capital andlipub
investment and economic growth, while he found tbatrent and consumption expenditures were nedgtive
associated with it. Other studies also confirmegith negative or a positive correlation/relatiopshétween fiscal
policy (with government expenditure, public investihor related variables used as proxies) and esiangrowth.

Laudau (1983) studied the effect of government goamption) expenditure on economic growth for a darop 96
nations. His result was that there is a negatifecebf government expenditure on growth of reapati Kormain
and Brahmasrene (2007) studied the economy of amilThey made use of the Granger causality t&isir
finding was that government expenditures and ecamgnowth are not co-integrated but indicated aliméensional
relationship. This is because, causality runs fgmwernment expenditure to growth, and also detegtsignificant
positive effect of government spending on econogriowth. Gregorious and Ghosh (2007) made use of the
heterogeneous panel data to study the impact adrgovent expenditure on economic growth. The resak that
countries with large government expenditure teneimerience higher growth. Donald and Shuangli®®8)$tudied
the differential effects of different forms of exmhture on economic growth for 58 sampled countifé®y came up
with the result that government expenditure on atlao and defense has positive impact on econonoiet and
that of welfare was insignificant and negative.
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Barro (1990) believed that expenditure on investnagl productive activities is expected to contiéopositively to
economic growth, while government consumption spenis expected to be growth retarding. Governneentrols
the economy through the use of public expenditiités instrument of government control promotes ecoic
growth in the sense that public investment contelia capital accumulation.

Other importance of government expenditure includhesprovision of those facilities that are not emd by the
market economy such as health economic growth. Ehdtuman capital promotes high benefit associatid
economic growth, but the financial source for peitdkpenditure which is the taxation reduces theefitsnof the
taxpayers and as such reduces the benefits assbeidth economic growth. The beauty of public exjitme in
promoting economic growth lies with the way it isilg spent. In empirical literature, while somehaus believed
that there is no impact of public expenditures oonemic growth (Guptat al., 2002), others believed that the
impact is negative (Folster and Henrekson, 1999)ilewsome believed that the relationship is indigant.
Economic growth is an essential ingredient foraiustble development.

Akpan (2005) made use of disaggregated approactdir to determine the components of governmengreifure

that enhances growth. He concluded that there veasignificant relationship between most componerits
government expenditure and economic growth in Négd¢neller and Gemmell (1999) pointed out that position

of government expenditure might exert more inflleerms compared to the level of government expereditur
economic growth.

Devarajanet al. (1996) using a sample of 140 ECD countries fotmat expenditure on health, transport and
communication have positive impacts) on economasviin. Spending education and defense did not haaesiive
impact on economic growth. The nature, size andction of government spending would surely deteenits
impact on the economy, which will directly or inelatly affect the size and the output of the econd@overnment
spending and economic growth are directly relalteldas been established in literature by some asitiat there is

a link between economic growth and government spgndhey believe that there is a nexus betweeregouent
spending and economic growth.

While we have expenditure that are productive atiogrBarro and Sala-i-Matin (1992), there are athibat are not
productive. Government spending has direct impadthe rate of economic advancement. Infrastrudgieekey to

economic growth. A good infrastructural developmeiit enhance productivity and bring about a lowtuwost of

production, which will in turn increase competitiess and effective participation in the internagianarket.

In addition to producing conflicting views, the sting literature displays a disturbing trend. Mofthe conclusions
drawn recently regarding the growth effects of mulspending are based either on the experiences st of
developed countries or on the basis of large samuasisting of a mixture of developed and develgmiountries.
Accordingly, there remains little by way of understing the process by which public expenditurecpedi shape the
prospect of economic growth for developing coustri€his trend has continued despite the long standiew
among development experts that there exists nog ankignificant difference in the composition ofbjia
expenditure between the developed and developiangtdes, but the difference is also profound inwasy in which
public expenditures shape the outcome in theseset@f countries. The only exceptions to the altosed are the
contributions by Landau (1986), Devarajan et 8@9¢), and Miller and Russek (1997). Despite themmendable
objective, these studies, however, share one oftbeementioned weaknesses that are pervasiveeirextsting
literature. Hence, this paper examined the impdcgavernment expenditure on economic growth throagh
disaggregated (recurrent and capital expenditymejcach.

3.0 Methodology

3.1 Model Specification

This seminal paper adopted tiepost facto research design in this study. Data were collatech the Central Bank
of Nigeria Statistical Bulletin while the three iable regression models was used to test the ingfagbvernment
expenditure on economic growth disaggregated ietunmrent and capital expenditure. The choice oftiplal
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regression models is based on the use of more shgle independent variables in a regression mdsied,
Onwumere, 2005).

The general form for a multiple regression analisi@ven in the form below:

Y= L0+ BIXLt S2X2F e e et e e e (1)

where:

Y =dependent variable

S0 = equation constant

B, g2 = coefficients of explanatory variables

X1 X2 = independent or explanatory variables

u  =errorterm
Given the above general multiple regression fumcéind the proxies for recurrent and capital exgenglias well as
gross domestic product growth rate; the followisgoayms suffice:

Gross Domestic Product Growth Rate = GDPGR
Recurrent Government Expenditure =RE
Capital Government Expenditure =CE

Adopting Levine (2000) modified standard growthresgion equation in line with the objectives oktpaper to
examine the impact of government expenditure disaggged recurrent and capital expenditure on ecangrowth
in Nigeria, the equation is resolved below:

GDPGRT (RE, CE) = 0 ... vttt e, )

Equation 2 is interpreted as economic growth beirfyinction of recurrent and capital expenditureafRanging
equation 2 in line with the model, the equationdrees:
GDPGR =0+ SIRE + B2CE + Luuuit e it et e et aeea 3)

3.2 Description of Explanatory Variables

Dependent Variable: Economic Growth

GDP is proxied in this seminal paper for economiowgh. It is the total aggregate value of goods aadvices
produced in a country over a given period (normallyear). The GNP which should have been more gppte is
the total value of goods and services producedllbtha nationals whether within and outside the rdoy over a
given period in the economy. However, it is difficto compute GNP or get realistic figures espégifar Nigeria (a
developing country) because of the difficulty inkedl in generating values for the country’s citizengside the
country. Thus, this paper used the GDP growthaatéhe measure of economic growth in this studycée

GDPGRnN = (GDPN2- GDPN1)/GDPNL......cvieiiiiiiiee e e (4)
where
GDPGRnN = Gross Domestic Product Growth Rate

GDPn2 = Gross Domestic Product for the curreat ye
GDPnl = Gross Domestic Product for the previeaey

Independent Variable

Recurrent Government Expenditure

Recurrent expenditure on goods and services isneliqpee, which does not result in the creation oguasition of

fixed assets (new or second-hand). It consists Isnainexpenditure on wages, salaries and supplesng@uoirchases
of goods and services and consumption of fixed tabftlepreciation). In this seminal paper, totatureent

government expenditure rate will be proxied by ltoégurrent government expenditure divided by grdssiestic

product. The rate indicates a reflection of goventnrecurrent expenditure that goes into enhanecwnomic

growth in Nigeria.
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Capital Government Expenditure

Capital expenditure is spending on assets. Itespilirchase of items that will last and will be usiete and time
again in the provision of a good or service. In ¢hse of the government, examples would be thelibgilof a new
hospital, the purchase of new computer equipmenttwrorks, building new roads and so on. In thisisal paper,
total capital government expenditure rate will exped by total capital government expenditure didgd by gross
domestic product. The rate indicates a reflectibhgavernment capital expenditure that goes intoaechng
economic growth in Nigeria.

4.0 Presentation and Analysis of Data
Table 4.1 presents nominal values of governmentrrent and capital expenditure and the gross doonyesiduct of
Nigeria from 1987 to 2010.

Table 4.1 Nominal Values of Recurrent, Capital andsross Domestic Product (1987-2010)
Year Recurrent Expenditure (N,000) Capital ExparréditN,000) Gross Domestic
Product(N,00C
1987 15,646.20 6,372.50 204,806.50
1988 19,409.40 8,340.10 219,875.60
1989 25,994.20 15,034.10 236,729.60
1990 36,219.60 24,048.60 267,550.00
1991 38,243.50 28,340.90 265,379.10
1992 53,034.10 39,763.30 271,365.50
1993 136,727.10 54,501.80 274,833.30
1994 89,974.90 70,918.30 275,450.60
1995 127,629.80 121,138.30 281,407.40
1996 124,491.30 212,975.70 293,745.40
1997 158,563.50 269,651.70 302,022.50
1998 178,097.80 309,015.60 310,890.10
1999 449,662.40 498,027.60 312,183.50
2000 461,600.00 239,450.90 329,178.70
2001 579,300.00 438,696.50 356,994.30
2002 696,800.00 321,378.10 433,203.50
2003 984,300.00 241,688.30 477,533.00
2004 1,032,700.00 351,300.00 527,576.00
2005 1,223,700.00 519,500.00 561,931.40
2006 1,290,201.90 552,385.80 595,821.60
2007 1,589,270.00 759,323.00 634,251.10
2008 2,117,362.00 1,123,458.00 674,889.00
2009 2,300,194.30 1,152,796.50 721,122.00
2010 3,310,343.38 883,874.50 775,400.00

Source: CBN Statistical Bulletin 2010
Table 4.2 presents the changes and percentageeshianiyigeria’s recurrent, capital expenditure graks Domestic
Product from 1987 to 2010.
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Table 4.2 Changes and Percentage Changes of RecuntieCapital Expenditure and Gross Domestic Product
(1987-2010)

Year Change in RE % Change Change in CE % Change andehin GDP| % Change
1987 0 0 0 0 0 0

1988 3,763.20 24.05 1,967.60 30.88 15,069.10 7.36
1989 6,584.80 33.93 6,694.00 80.26 16,854.00 7.67
1990 10,225.40 39.34 9,014.50 59.96 30,820.40 213.0
1991 2,023.90 5.59 4,292.30 17.85 (2,170.90) -0.81
1992 14,790.60 38.67 11,422.40 40.30 5,986.40 2.26
1993 83,693.00 157.81 14,738.50 37.07 3,467.80 8 1.2
1994 -46,752.20 -34.19 16,416.50 30.12 617.30 0.22
1995 37,654.90 41.85 50,220.00 70.81 5,956.80 2.16
1996 -3,138.50 -2.46 91,837.40 75.81 12,338.00 84.3
1997 34,072.20 27.37 56,676.00 26.61 8,277.10 2.82
1998 19,534.30 12.32 39,363.90 14.60 8,867.60 2.94
1999 271,564.60 152.48 189,012.00 61.17 1,293.40 42 0
2000 11,937.60 2.65 -258,576.70 -51.92 16,995.20 | .44 5
2001 117,700.00 25.50 199,245.60 83.21 27,815.60 | .45 8
2002 117,500.00 20.28 -117,318.40 -26.74 76,209.20 | 21.35
2003 287,500.00 41.26 -79,689.80 -24.80 4,329.50 0.23L
2004 48,400.00 4.92 109,611.70 45.35 50,043.00 4810.
2005 191,000.00 18.50 168,200.00 47.88 34,35540 | 516
2006 66,501.90 5.43 32,885.80 6.33 33,890.20 6.03
2007 299,068.10 23.18 206,937.20 37.46 38,429.50 | .45 6
2008 528,092.00 33.23 364,135.00 47.96 40,637.90 | 41 6
2009 182,832.30 8.63 29,338.50 2.61 46,233.00 6.85
2010 1,010,149.08 43.92 -268,922.00 -23.33 54,978.0 | 7.53

Source: Authors Computation

Tables 4.1 and 4.2 are interpreted together, thle taveal that recurrent expenditure, capital egjgare and gross
domestic product of Nigeria from 1987 to 2010 ireed steadily with few fluctuation in some yearggeda’s
government recurrent expenditure increased by 24.06m 1987 to 1988 and increased by 33.93% in 1889a
further increase by 39.34% in 1990. However, tloegase continued in 1991, though the rate of iserezas 5.59%.
The increase picked up again in 1992 when recusepénditure increased by 38.67%. In 1993, it aganreased
by 157.81%. However, in 1994, government recuregpenditure fell for the first within the study pmt by 34.19%.
In 1995, it again increased by 41.85% but in 198@ell by 2.46%. From 1997 to 2010, governmentureent
expenditure showed a steady increase. Howeverhitjieest increase with these periods was in 1999nwhe
increase was by 152.48%. This could be attributetie¢ Nigerian democratic election in that year.

As stated, government capital expenditure alsoeem®d from 1987 to 2010. However, in 2000, 2009324nd
2010 capital expenditure fell by 51.92%, 26.74%8R2% and 23.33% from the previous year quantumeglApart
from these years, the capital expenditure incre&reea year to year. The highest increase comparehle previous
year was observed in 1989 by there was an 80.26%dse. This was followed by 2001 when the increeas
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83.21% and in 1996 when it increased by 75.81%.irAgéthin these periods, the years with the leastéase in
capital expenditure was in 2009 with governmentitahp expenditure increased by 2.61%, followed Y& with
an increase of 6.33% and 1998 (14.60%) in asceruatihgr.

Gross domestic product grew from 1987 to 2010, witingle fall in 1991. Gross domestic product Isil0.81%
from the previous year figure of N267, 550.00miilim N265, 365.00million. The highest increaserosg domestic
product within the period was in 2002 when GDP éased by 21.35%, this was followed by 1990 when GDP
growth rate was 13.02%. As revealed from the tajiess domestic product has shown a steady incfease2005

to 2010. GDP in Nigeria has been growing at anayenf 6% through these years.

Table 4.3 Correlation Results

REGDP CEGDP GDPGR
REGDP 1.000000 - -
CEGDF 0.76287. 1.00000!I -
GDPGF 0.33838: 0.11295! 1.00000!

Source: Author’s E-view Results

Table 4.3 presents the correlation matrix of thelehgroxies. From the table above, it was reve#tied recurrent
government expenditure has positive relationshigh wiconomic growth in Nigeria (R= 0.763) within tperiod
under review. This indicates that a unit in ecororgrowth is attributable to a 0.763 increase inunemt
expenditure. Also, the correlation matrix resultslicate that capital expenditure has positive ilahip with
economic growth within the period under review. Hwer, the level of increase is quite smaller. Tatge reveals
that a unit increase in economic growth is due.1d 8unit increase in capital expenditure.

Table 4.4 Regression Results

Dependent Variable: GDPGR

Method: Least Squar

Variable Coefficien Std. Erro t-Statistic Prob.
REGDF 2.51306. 1.28463 1.95624. 0.063¢
CEGDP -3.269529 2.903278 -1.126151 0.2728
C 4.832766 1.641347 2.944391 0.0077
R-square: 0.66493: Mean dependent v 5.78666
Adjusted F-square 0.58540: S.D. dependent v 4.95028|
S.E. of regression 4.734176 Akaike info craari 6.063961
Sum squared resid 470.6610 Schwarz criterion 211218
Log likelihooc -69.7675. F-statistic 2.07385!
Durbin-Watson stz 1.41304. Prob(F-statistic 0.15068:

Authors’ E-view Computation

As revealed from table 4.4, the impact of recurrgotzernment expenditure is positive and non-sigaift
(coefficient of RE = 2.51, t-value = 1.96). Thiglicates that recurrent government expenditure batiye but not
significant impact on the growth of the Nigerianoeomy. The probability value of 0.06 > 0.05 confirm
non-significance of the impact. Again as revealednf the table the impact of capital government egigare was
negative and non-significant (coefficient of CE 327, t-value = -1.17). This indicates that goveenincapital
expenditure has negative non-significant impacth@growth of the Nigerian economy. The probabiliglue of
0.27 > 0.05 again confirms non-significance ofithpact. On the whole the coefficient of determioatas revealed
by R-square (B indicates that 0.66 of the variations observedhim dependent variable gross domestic product
growth rate were explained by variations in theepehdent variable (recurrent and capital experaitlihe test of
goodness of fit of the model as indicated Kyws properly adjusted by the Adjusted R-Squar8.68. On the
whole, the overall probability (F-statistics) isl8.which is greater than 0.05 properly explainsrtbe-significance
of government expenditure on economic growth ineliegywith the period under review.
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5.0 Conclusion and Recommendations

Over the years, policymakers are divided as to héregovernment expansion helps or hinders econgnoiwth.

Advocates of bigger government argue that govertimpegrams provide valuable “public goods” suctedscation
and infrastructure. They also claim that increasegovernment spending can bolster economic grdwtiputting

money into people’s pockets. Proponents of smglbeernment have an opposite view these group sbpeexplain
that government is too big and that higher spendingermines economic growth by transferring addélo
resources from the productive sector of the econtangpvernment, which uses them less efficientheyalso warn
that an expanding public sector complicates efftotsmplement pro-growth policies - such as fundataketax

reform and personal retirement accounts - becarisesccan use the existence of budget deficite asason to
oppose policies that would strengthen the econ@uy.which side is right? It is against this backgrb that this
study examines the impact of government expendifdigaggregated into recurrent and capital experaliton

economic growth in Nigeria for the period 1987 @lQ. The result emanating from this paper revdas while

recurrent government expenditure had positive amdgignificant impact on economic growth, capitgbenditure
had negative and non-significant impact on econarogvth.

In a growing economy, government spending can lited, the government sector can revert to a tdexel of

spending and personnel can be re-directed to thimdms sector. However, while budgetary expansiaeasy in a
recession, cut-backs during economic highs are difigult. The result of this study reveals thatal government
expenditure had not impacted positively on econognavth thus begging the question of the need twerage
private sector investment in Nigeria. The efficigrod the private sector particularly compared te government
sector cannot be over emphasized. A public orgéniz&an continue its activity even if the servigegrovides are
no longer required. Its directors and the relevaimister will not be quick to relinquish power whigs a function of
the jobs they control and the funds at their dighoBhe result is superfluous services, wasting@anel and capital,
which could be directed to production that providedl-being and benefit to individuals in the ecomo
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