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ABSTRACT 
 
This paper examined the impact of sectorial public expenditure on economic growth in Nigeria from 1970-2015. The 
time series properties of the data and co-integration were tested using Augmented Engle and Granger approach; the 
short run dynamics and the long run sectoral output were examined by estimating an error correction model. The results 
from the co-integration test showed the presence of long run relationship between the dependent and explanatory 
variables in the model. Total government expenditure on agriculture and cost of governance has direct and significant 
impact on the Nigeria’s economic growth while total government expenditure on industrial sector has adverse and 
significant effect on the Nigeria’s economic growth. However, government spending on service sector has direct but 
insignificant effect on Nigeria’s economic growth. The study therefore, recommends that there is need for fiscal policy 
expansion of government spending on the industrial, service and agricultural sectors to bust economic growth, 
government should sustain the cost of governance at optimum level to create more robust effect on Nigeria’s economic 
growth, government should give urgent attention to the specific sectors (agricultural, industrial and service sectors) of 
the economy so as to increase the sectoral outputs finally, government should ensure that the capital expenditure and 
recurrent expenditure are properly managed in a manner that will raise the nation’s productive capacity in agricultural, 
industrial and service sectors. 
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1. INTRODUCTION 
 
The Wagner law hypothesis that expanding state activity in the economy is proportionally related to the increases in 
the degree of economic growth also public expenditure remains an important fiscal policy management tool that could 
put an economy on a long-term sustainable growth path when properly managed. Far-sighted government expenditure 
through an efficient allocation of its resources to the different sectors of the economy translates into a comprehensive 
and sustainable growth pattern, which serves as a driver for eradicating poverty and inequality in an economy (Akanbi, 
2014). Many economists and researchers are concerned about the growing disparity between revenue and expenditure 
in many countries in which Nigeria is a victim of such fiscal imbalances with very serious adverse effect on the nation’s 
economic growth. As economists, real or pseudo, the policy makers need to be cleared on how they can   allocate 
scarce funds effectively and efficiently to yield maximum results in the task of growing the economy. 
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The under-developed countries, Nigeria inclusive are characterized by extreme inequalities of income and wealth. 
Public expenditure tends to ameliorate this abnormality in the economy (Jhigan, 2007 as cited in Imougele and Imahe, 
2012). Expenditure on Education, public health and medical facilities helps in human capital formation. As a result, the 
earning power of the working population is enhanced. As economic development proceeds rapidly through rising public 
expenditure the barriers to upward mobility are removed, occupation expand and spread, providing more jobs to the 
people, and with the acquisition of skills, the level of wages tends to rise within the economy. Moreover, industrialization 
tend to increase the share of wages and decrease the share of profit in national income in the long run and the gap 
between higher and lower income is narrowed (Sola, 2009). 
 
Scholar has shown mixed relationship between government expenditure and economic growth for instance Olulu, 
Eravwoke and Ukavwe (2014)revealed an inverse relationship between government expenditure and economic growth. 
Olugbenga and Owoeye (2007) worked on the causality between Public expenditure and economic growth in 30 
Organisation for Economic Cooperation and Development (OECD) countries and discovered that 10 of the countries 
confirmed Wagner’s law of “expanding state activity” that states that public expenditure is a function of economic 
growth. Also, four of the countries had feedback relationship between government expenditure and economic growth. 
According to Abu-Eideh (2015) there was a long-run causality relationship between public expenditure and economic 
growth in Palestine from 1994 - 2013. The term sector is being used inter - changeably with the sub-sectors of the 
economy which does not provide a clear cut on how to effectively and efficiently allocate resources to the very main 
activity sectors of the economy which are the drivers of economic growth. This study therefore, exposes the specific 
sectors to which government attention is mostly required in promoting economic growth. Consequently, this is an 
investigation on the impact of government expenditure on the industrial, agricultural and service sectors on Nigeria 
economic growth. 
 
2. LITERATURE REVIEW 
 
Two major conceptual issues that are of interest in this study are public expenditure and economic growth. Public 
expenditure otherwise known as government spending is the cost of carrying out the functions of government in respect 
of the quantity and quality of goods and  services produced and distributed to the people (Ijaiya, Bello & Ijaiya, 2003). 
Public expenditure as it appears in the national income account is thus represented by two broad categories of 
government activities. First, is the exhaustive government spending that corresponds to the government purchase of 
recurrent goods and services (labour, consumables etc.) and capital goods and services (government expenditures on 
roads, schools, hospital etc). Second is transfer spending which government is spending on pensions, subsidies, debt 
interest, unemployment benefits etc. This spending does not represent a claim on the society’s resources by the public 
sector as in the case of exhaustive government spending. Instead, transfers are redistributions of resources among 
individuals in the society with the resources flowing through the public sector as intermediary (Ijaiya, Bello, Ijaiya & 
Usman, 2009). 
 
Economic growth constitutes one of the most important objectives of macroeconomic policy. It is defined as the process 
whereby the real per capita (inflation-adjusted) income of a country increases over a long period of time. Growth takes 
place when the productive capacity of an economy increases overtime, in which case more goods and services are 
produced in each successive period. Economic growth therefore, is a desirable policy goal which should lead to 
economic development (Todaro, 1989). Economic growth represents the expansion of a country’s potential GDP or 
output. Todaro (1995) citing Kuznets, defined a country’s economic growth as long term rise in capacity to supply 
increasing diverse economic goods to its population. It was further stressed that the conceptual definitions around 
economic growth can be completely examined from the Supply-side, Demand-side, the short-term and long-term 
dimensions. On the supply side, economic growth emphasizes on the concurrent development of all interrelated sectors 
which help in increasing the supply of intermediate goods, raw materials, power, agriculture, transport, all industries 
producing consumer goods, etc. The demand side relates to the provision of large employment opportunities and 
increasing incomes so that demand for goods and services will increase. Economic growth is primarily concerned with 
the long run economic stabilization while the short-run variation of economic growth is termed the business cycle and 
almost all economies experience periodical recessions caused by Oil shocks, war and harvest. 
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Literature are abound on the impact government expenditure on economic growth, for instance, Yusuf.; Babalola, 
Aninka and Saloko (2015) investigated the impact of government expenditure on adjudged critical sectors on economic 
growth in Nigeria (1984-2013) with the intention of evaluating the measure in which government expenditure contributes 
to the Nigeria’s economic growth. The study employed quantitative analysis with the use of Auto-Regressive Distributed 
Lag (ARDL) model to examine both the short-run and long run impact of Government expenditures on economic growth. 
The specific ARDL estimates of the analysis revealed that government expenditure on defense slowed down economic 
growth and government expenditure on agriculture promoted the economic growth while government expenditure on 
education and transport/communication had no relationship with economic growth in the long-run. But In the short run, 
government expenditure any sector did not contribute to growth. 
 
Danladi, Akomolafe, Olarinde and Anyadiegwu (2015) applied the Johansen co-integration test to verify the long run 
relationship between the variables and the Granger causality test was employed to determine the existence and 
direction of causality between government expenditure and economic growth in Nigeria. ARDL methodology was 
employed to examine the relationship between the independent variables and the dependent variable. From the 
findings, government spending significantly and positively affect the economic growth of the country. Agbonkhese and 
Asekome (2014) conducted a study on the impact of public expenditure on the growth of the Nigerian economy to 
ascertain whether there was a relationship between gross domestic product (GDP) and government expenditure in 
Nigeria between 1981 and 2011 using the Ordinary Least Squares (OLS) technique. They found out that, there was a 
positive relationship between the dependent and independent variables.  
 
Eboh, Oduh and Ujah (2012) used the heterogeneous panel data to study the impact of government expenditure on 
Nigerian economic growth. The result showed that countries with large government expenditure tend to experience 
higher growth. Chaido and Melina (2012) determined the direction of causality between national income and 
government expenditure for members; Bulgana, Cyprus Republic, Estonia, Solvenia and Slovakia. The results for 
Bulgaria and Cyprus was found to support the hypothesis that causality runs from government expenditure to national 
income the result of Granger causality test indicated that Wagner’s Law was supported by the data of Cyprus, Poland 
and Romania. Desmond, Titus, Timothy and Odiche (2012), examined the effect of public expenditure on economic 
growth in Nigeria during the period 1970 – 2009 using the OLS multiple regression model and time series data. Time 
series data included in the model were the GDP and various components of government expenditure. The result of the 
analysis showed that capital and recurrent expenditures on economic service had insignificant negative effect on 
economic growth during the period under study. Also capital expenditure on transfer had insignificant positive effect on 
economic growth.   
 
Ramey (2012) examined increase in government expenditure stimulate private activity. It was found that in most cases 
private expenditure fell significantly in response to an increase in government spending. Olusegun (2014) examined 
the pattern and drivers of government expenditure with specific reference to capital and recurrent expenditure in 
Nigeria. The study employed a public choice framework and the model is estimated with time-series data from 1974 to 
2012, using the Johansen estimation technique. The results show that capital and recurrent expenditure are flexible to 
shocks in total government expenditure.Adofu (2012) in the effects of government budgetary allocation to agricultural 
output in Nigeria (1995-2009) showed that the percentage, degree or amount of budgetary allocation to agricultural 
sector has a positive relationship with the total agricultural production in the country. This implies that the more the 
public spending on agricultural sector, the more the improvements in the performance of the agricultural sector. Also, 
a large degree of change in agricultural output is accounted for by change in budgetary allocation to agricultural sector. 
Thus, budgetary allocation to agriculture has a large impact on agricultural output. However, none of these studies 
employed Granger Causality to analyze the relationship between government expenditure and agricultural output that 
is if government expenditure granger causes agricultural output or agricultural output granger cause government 
expenditure.  
 
Okezie, Nwosu  and Njoku (2013) examined an assessment of Nigeria expenditure on the agricultural sector: Its 
relationship with agricultural output 1980 – 2011 and its contribution to economic growth using time series data. It 
employed the Engle-Granger two step modeling (EGM) procedure to co-integration based on unrestricted ECM and 
Pair wise Granger Causality tests. From the analysis, it was found that agricultural contribution to GDP (Gross domestic 
product) and total government expenditure on agriculture were co-integrated.Oloyede (2014) studied the impact of FDI 
on the development of the Agricultural sector in Nigeria using time series data covering the period 1981 and 2012 and 
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employing the Ordinary Least Square (OLS) estimation technique. The author finds FDI to positively impact agriculture. 
He found that instability in the political environment inversely affected the agricultural sector. 
 
Ideba, Iniobong, Otu and Itoro (2013) investigated the impact of agricultural public capital expenditure on economic 
growth in Nigeria between 1961 to 2010. The data was analyzed using Augmented Dickey-Fuller test, Johansen 
maximum likelihood test and Granger Causality test. The result of the Johansen co-integration test showed that there 
is  long run relationship between all the explanatory variables and explained variable. The result of parsimonious error 
correction model showed that agricultural capital expenditure had appositive impact on economic growth. Also, granger 
causality test showed a unidirectional relationship between agricultural capital expenditure and economic growth. This 
means that agricultural economic growth does not cause expansion of public capital expenditure rather; it indicated 
that agricultural public capital expenditure raises the nation's agricultural economic growth.  
 
Iganiga and Unemhilin (2011) investigated the effect of Federal government agricultural expenditure on the value of 
agricultural output, total commercial credits to agriculture, consumer price index, annual average rainfall, population 
growth rate, food importation and GDP growth rate were included. The Cobb Douglas Growth Model, Descriptive 
Statistics and Econometrics Model were used to analyze the data. Co-integration and Error Correction methodology 
were employed to draw out both long-run and short- run dynamic impacts of these variables on the value of agricultural 
output. Federal government capital expenditure was found to be positively related to agricultural output. Ebiringa and 
Anyaogu (2012) investigated the Impact of Government Sectoral Expenditure on the Economic Growth of Nigeria and 
posit that government expenditures remain the bedrock of Nigeria’s economic growth. The work adopted the ECM 
method to analyse the long run effect of selected macro economic variables on growth. The findings of their work 
showed that expenditure on telecommunication, defense and security, education and health sectors have positive effect 
on Nigeria economic growth. But, transportation and agricultural expenditures have impacted negatively on the 
economic growth.  
 
Ayo and Ifechukwu (2012) examined the causality relationship among economic growth, government expenditure and 
inflation rate in Nigerian over the period 1970 – 2001. The study utilized both the ADF and PP tests to examine the 
properties of the variable. The variables were observed to be stationary, though not in their level form but in their first 
difference. In addition the Johansen and Juselius co integration techniques indicated the presence of co integration 
among the variable while the tri-variate vector error correction model (VECM) shoed the presence of bidirectional 
causality between government expenditure and economic growth both in the short run, a unidirectional causality existed 
from economic growth and government expenditure to inflation while no feedback from inflation rate was observed. 
Nazifi (2014) researched on the capital expenditure and its impact on economic growth in Nigeria: 1980-2010. The 
multiple regression model of Ordinary Least Square was used to analyse the data. The findings of the study showed 
that total expenditure, capital expenditure on administration, social community services and on transfers had positive 
impact on economic growth in Nigeria. It is a confirmation from the empirical study that there are diverse results by 
various studies. Some studies found that public expenditure has negative and insignificant effect to economic growth 
(Egbetunde & Fasanya 2013; Chude & Chude 2013; Adewara & Oloni, 2012).  
 
Bakare (2012) assessed the role of government spending for sustainable economic growth in Nigeria using annual data 
from 1975-2008 and ordinary least square multiple regression. The results showed that increase in government 
expenditure did not contribute to sustainable growth in Nigeria. Moreso, that there was long run and significant 
relationship between public spending and sustainable growth in Nigeria. Omojimite (2010) showed that there was co-
integration between public expenditure and education, primary school enrolment and economic growth in Nigeria. The 
test revealed that there was bi-directional causality between public recurrent expenditures on education and economic 
growth. No causal relationship was established between capital expenditure on education and economic growth in 
Nigeria. Omoke (2009) as cited in Danladi, Akomolafe, Olarinde and Anyadiegwu (2015) investigated the direction of 
causality between Government expenditure (GE) and National Income (NI) in Nigeria using annual data. The study 
employed the co-integration and Granger Causality tests for the period 1970-2005. The result showed no long-run 
relationship existed between government expenditure and national income in Nigeria. The Granger causality test 
revealed that causality ran from government expenditure to national income thus concluding that government 
expenditure plays a significant role in promoting economic growth in Nigeria.  
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Chude and Chude (2013) demonstrated that aggregate demand in the direction of economic recession may be greater 
than before with increase in government spending, meaning that government spending would be an efficient tool in 
economic recovery. According to the Keynesian view, government could depend on the private sector to grow the 
economy, they stressed that government could borrow money from this sector and spend it in various programs in other 
to return the money back to the society. Moreso, government expenditure could have a positive influence on economic 
growth if there were high levels of government consumption which affect aggregate demand.   
 
Loto (2011) examined the impact of sectoral government expenditure on economic growth in Nigeria for the period 
1980-2008 and applied the Johansen co-integration technique and error correction model. The results deduced that in 
the short run expenditures on agricultures and education are negatively related to economic growth. However, 
expenditures on health, national security, transportation, and communication were positively related to economic 
growth. Acemoglu and Robinson, (2002) posited that the impact of government expenditure was positive and 
significant. Peter, Ayunku and Lyndon (2015) examine the effect of agriculture spending on economic growth in Nigeria 
over a period of 1977 and 2010 with particular focus on sectional expenditure analysis using some econometric 
techniques such as Augmented Dickey Fuller (ADF) and Phillips Perron (PP) unit root tests, as well as Johansen Co-
integration and followed by Error Correction Model (ECM) tests. The empirical results indicated that RGDP was 
particular influenced by changes in agriculture, inflation, interest rate and exchange rate, these variables contribute or 
promote economic growth in Nigeria.  
 
3. RESEARCH METHODS 
 
3.1 Theoretical Framework 
The collective work of Tobin, Swan, Solow, Meade, Phelps and Johnson is termed as neo-classical theory of economic 
growth. The assumptions adopted by these theorists are based on the views and norms of the neo-classical 
economists, such as Marshall, Wicksell and Pigou. According to the neo-classical theory, the output of any economic 
activities is determined with the help of certain factors, such as stock of capital, supply of labour and technological 
development over time. The Neoclassical production function therefore, serves as the platform on which the empirical 
model for this study is formulated. The production function for the neo-classical theory can be expressed as follows: 

 
𝑌 = 𝑓(𝐾, 𝐿, 𝑇)L, K) --------------------------------------------------------------------------- (1) 
 
Where 

Y denotes the level of National output, K  denotes the stock of domestic physical capital, L  is the labour force and 
T = Scale of technological development. Following the earlier theoretical framework adopted by Ram (1986), Grossman 

(1988) and later by Alexiou (2009) government spending for capital formation ( )G can be used to augment equation 

(1), that is, as part of the independent variable. This implies that equation (1) can be modified as:  
 

( , , )Y f K L G
----------------------------------------------------------------------------------- (2)

 

 

Spending on capital formation by government can be disaggregated into a domestic part ( )GD and a foreign part

( )GF . Taking the latter into consideration and introducing a measure of openness (H), equation (2) can be re-specified 

as: 
 

𝑌 = 𝑔(K, L, D , F , H)      ----------------------------------------------------------------------- (3) 
 
To obtain the various marginal products of the variables, we take the total derivatives as: 
 

G G

G G
K L OPD F

dY g dK g dL g dD g dF g dOP      --------------------------------------------------(4) 
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Normalize equation (4) by using the gross domestic product (Y)  
 

/ / / / / /G G
G G

K L OPD F
dY Y g dK Y g dL Y g dD Y g dF Y g dOP Y     ------------------------------(5) 

 

Given equation (5), the signs of all the partial derivatives with respect to output ( )Y  are expected to be positive. In 

particular, private investment, the labour force, government spending for capital formation and trade-openness are all 
envisaged to exert a positive impact on economic growth. 
 
Equation (5) can also be written as: 

0 1 2 3 4 5
G G

t t t t ty k l d f h             -----------------------------------------------(6) 
 
 
3.2 Model Specification 
From the theoretical underpinnings, we shall adapt the model used by Alexiou (2009) in his investigation on the impact 
of government spending on economic growth.  
 
The model is stated thus:  

0 1 2 3 4 5
G G

t t t t ty k l d f h             ---------------- (7) 

 
With slight modification of equation (7) the model used in this study unveils the relationship between economic growth 
and the specified government sectoral expenditure and it’s disaggregated spending in Nigeria. The study further steps 
up the number of observations as well as modifying Alexiou’s model which incorporates government expenditure on 
service (GES), industrial (GEI), agricultural sectors (GEA), gross domestic product growth rate (rGDPgr),recurrent 
expenditure on agriculture (REagr), capital expenditure on agriculture (CEagr), other development assistance in 
agriculture (ODAagr), recurrent expenditure on service sector (REser)  capital expenditure on service sector (CEser), 
other development assistance on service sector (ODAser), recurrent expenditure on industrial sector (REind), capital 
expenditure on industrial sector (CEind)  and other development assistance in agriculture (ODAind) in the Nigerian 
economy. The vital hypothesis to be validated in the model is on how government expenditure on the above stated 
sectors impacts negatively or positively on the growth of the Nigerian economy. Therefore, the   inclusion of the three 
sectors stated above in this work is an improvement over Alexiou’s (2009) model.  
 
Accordingly, we specify our models for the study in linear forms as follows: 
 
rGDPgr = f ( GEA, GEI, GES, INV, WKF,  FDI ,TGE, CSG )------------------------------------------(8)     

 
Where:  
rGDPgr   =     Real gross domestic product growth rate proxied for economic growth 
GEA = Government spending on Agricultural sectors. 
GEI = Government spending on Industrial sector. 
GES = Government spending on the service sector. 

INV  = Total Investment 

WKF = Work force population 

FDI =  Foreign direct investment in Nigeria 

TGE = Total government expenditure 
CSG = Cost of governance in Nigeria. 
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The functional form of equation (8) above is expressed as follows: 
 

rGDPgr = α0 + 𝛼1 GEA + 𝛼2 GEI + 𝛼3 GES + 𝛼4 INV + 𝛼5WKF + 𝛼6FDI + 𝛼7TGE+ 𝛼8CSG + ut   ----------------(9)   
 
Equation (9) can be written in log form except real gross domestic product growth rate which is in percentage as: 
 

rGDPgr  =α0+ 𝛼1logGEA + 𝛼2log GEI+ 𝛼3logGES + 𝛼4logINV + 𝛼5logWKF+ 𝛼6logFDI + 𝛼7logTGE +𝛼8logCSG+ ut-------(10)   

𝛼1, 𝛼2, 𝛼3, 𝛼4, 𝛼5, 𝛼6,𝛼7 > 0 and𝛼8< 0 and α0 = 0    
 
The Error Correction version of equation (10) is presented below: 
 

rGDPgr + 𝛼0 + 𝛼1∆log GEA+ 𝛼2∆logGEI + 𝛼3∆logGES + 𝛼4∆log WKF+ 𝛼5∆logINV + 𝛼6∆logFDI + 𝛼7∆logTGE 

+𝛼8∆logCSG + α9ECMt-1 + ut--------------------------------------------(11)  
 
3.3 Method of Data Analysis  
The Augmented Dickey-Fuller method was used to test the stationarity properties of the variables. The residual based 
co-integration test was utilized to test for long run relationship among the variables and Error Correction Mechanism 
technique was employed to determine the short run relationship between the dependent and independent variables. 
The data were estimated using E-view 9.2 econometrics software package. The data were sourced from the Central 
Bank of Nigeria’s Statistical Bulletin and World Bank data base. 
 
4.0 DATA ANALYSIS AND DISCUSSION OF RESULTS 
 
4.1  Unit Root Test for Economic Growth Model 
The method of Augmented Dickey Fuller (ADF) test was used to investigate whether variables used in the study have 
unit roots or not. The results of the unit root tests are adequately presented below. 
 
Table 4.1: Augmented – Dickey Fuller (ADF) Test Results for Economic Growth     Model 

Variable ADF 
value at Level 

ADF 
calculated value at 1st 
Difference 

McKinnon 5% 
Critical value 

Order of 
Integration 

rGDPgr -0.976 -5.470* -2.931 1(1) 
LogGEA -0.498 -5.348* -2.930 1(1) 
LogGEI -1.087 -5.466* -2.930 1(1) 
LogGES -1.115 -3.772* -2.931 1(1) 
LogINV -4.271*      - -2.951 1(0) 
LogWKF -2.089 -6.482* -2.930 1(1) 
LogFDI -1.691 -5.470* -2.930 1(1) 
LogTGE -1.154 -4.905* -2.930 1(1) 
LogCSG -0.715 -7.044* -2.931 1(1) 

Source:Authors Computation 
Note: *  = (p ≤ 0.05) 
 
In table 4.1 real gross domestic product growth rate (rGDPgr) proxied for economic growth,government expenditure on 
Agricultural sectors (LogGEA), government expenditure on Industrial  sector (LogGEI), government expenditure on 
service sector (LogGES), work force population (LogWKF), foreign direct investment in Nigeria (LogFDI)   total 
government expenditure (LogTGE), and  cost of governance in Nigeria (LogCSG) were all stationary at first differencing 
1(1) since the ADF value of each of the variables at first differencing was greater than the Mckinnon 5% critical values. 
However, only total investment (LogINV) was stationary at level 1(0). Co-integration test using Residual co-integration 
test was carried out. 
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4.2 Co-integration Test Results for Economic Growth  
In this study, the co-integration test was carried out through residual test.  The residual co-integration result is presented 
below:  
 
Table 4.2: Co-integration Residual Stationary Test Results for Economic Growth     Model 
Null Hypothesis: ECM has a unit root  
Exogenous: Constant   
Lag Length: 0 (Automatic - based on SIC, max lag=1) 
     
        t-Statistic  P.value* 
     
     Augmented Dickey-Fuller test statistic -3.781148 0.0094 
Test critical values: 1% level  -3.752946  
 5% level  -2.998064  
 10%level  -2.638752  
     
     Source: Authors Computation     -----Note *  = (p ≤ 0.05)  
 
The result in Table 4.2 shows that the residual is stationary at level. In line with Granger - Engel, the result found out 
that there is co-integration among the variables. This is because the absolute value of the test statistic of 3.781 is more 
than the critical value of 2.998 at 5% significance level. This further indicates that there is long run relationship between 
economic growth and the explanatory variables. This is in agreement with the work of Olugbenga and Owoeye (2007) 
who investigated the relationships between government expenditure and economic growth for a group of 30 OECD 
countries and found out that there is existence of long-run relationship between government expenditure and economic 
growth, this is contrary to the finding of Komain and Brahmasrene (2007) who investigate the relationship between 
government expenditure and economic growth in Thailand and revealed that government expenditure and economic 
growth are not co-integrated.  
 
4.3 Long Run Statistics Regression Results for Economic Growth  
Having established the existence of long run relationship between the variables, we applied the Ordinary Least Squares 
technique to determine the collective and individual impact of the independent variables on the dependent variable, as 
well as the direction of the relationship that exists between them. Table 4.3 below provides the information on long- run 
regression relationship among economic growth and the explanatory variables. 
 
Table 4.3: Long Run Regression: Dependent Variable ((rGDPgr) 

Variable Coefficient Standard Error t-Statistic Prob. 
LOG(GEA) 0.675* 0.299 2.259 0.039 
LOG(GEI) -0.902* 0.373 -2.419 0.029 
LOG(GES) 0.580 0.409 1.417 0.177 
LOG(INV) -1.313* 0.374 -3.509 0.003 
LOG(WKF) 1.668 8.574 0.195 0.848 
LOG(FDI) -0.170 0.134 -1.276 0.221 
LOG(TGE) -0.795* 0.376 -2.104 0.044 
LOG(CSG) 0.613* 0.084 7.277 0.000 
C 4.743 34.486 0.138 0.892 

Source:Eview 7.1 Note: *  = (p ≤ 0.05) 
 
R2 = 0.945 
R-2 = 0.918 
F-Statistic = 126.934 
Prob (F-Statistic) = 0.000 
D.W Statistic 1.527 
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In Table 4.3, it is observed that government expenditure on Agricultural sectors (LogGEA), government expenditure on 
Industrial sector (LogGEI), government expenditure on service sector (LogGES), work force (% of population) 
(LogWKF), foreign direct investment (LogFDI) met their expected signs while total government expenditure (LogTGE), 
cost of governance in Nigeria (LogCSG) and total investment (LogINV) were not consistent with the theoretical 
expectation. The cost of governance in Nigeria (LogCSG) has direct and significant impact on Nigeria’s economic 
growth. One percent increase in LogCSG leads to 0.613% increase in Nigeria economic growth. This is not consistent 
with apriori expectation. This proved that cost ofgovernance institutional constraints on public office holders are put in 
place to minimize the extraction of rent from the state and enhance the available public fund for the growth of the vital 
sectors of the economy This result supports the fact that on the long run increase in government expenditure on cost 
of governance will enhance the growth performance of the economy. This is contrary to Ejuvbekpokpo (2012) who 
reported that cost of governance hinders economic growth in Nigeria. 
 
Foreign direct investment (LogFDI) related inversely and insignificantly on the Nigeria’s economic growth. A percent 
increase in LogFDI leads to 0.170% decrease in Nigeria economic growth. This is not consistent with the apriori 
expectation. The inverse and insignificance nature of this variable  showed that FDI has a robust effect on Nigeria’s 
economic growth on the long run as a result of capital flight that characterized this type of investment and this conforms 
to the findings  of Louzi and Abadi (2011),  Danja (2012) and Saqib, Masnoonand and Rafique (2013)  but contrary to 
Ayanwale (2007), Augustine and Chuku (2012) and Imoughele and Ismaila (2015) whose studies revealed that FDI 
has direct and significant impact on economic growth.   
 
The coefficient of government expenditure on agriculture (LogGEA) shows direct and significant relationship with 
Nigeria’s economic growth. A percentage increase in LogGEA leads to 0.675% increase in Nigeria economic growth. 
This is consistent with the apriori expectation. This result suggests that government expenditure does not crowd out 
private investment in the Nigeria agricultural sector. This study supports existing studies such as Ebere and Kemisola 
(2012), Okezie, Nwosu and Njoku (2013) and   Shuaib, Igbinosun and Ahmed (2015) who investigated the impact of 
government expenditure on agriculture and economic growth. They found out that government expenditure on 
agriculture enhance Nigeria economic growth. The government expenditure on industrial sector (LogGEI) has an 
inverse and significant effect on Nigeria’s economic growth such that one per cent increase in LogGEI leads to 0.902% 
decrease in economic growth. This implies that government expenditure crowd out private investment in the Nigeria 
industrial sector.  This finding is in line with the study conducted by Ademola (2012) who obtains inverse and significant 
relationship between government expenditure on industrial sector and Nigeria economic growth.  
 
The coefficient of government expenditure on service sector is directly related to Nigeria’s economic growth and it is 
not statistically significant, such that one per cent increase in LogGES leads to 0.5805% increase in the economic 
growth. The insignificant of this variable may be attributed to poor government budgetary allocation to service sector of 
the Nigerian economy. This study is in accordance with the existing studies such as Adewara and Oloni (2012) and 
Nwadiubu and Onuka (2015) who investigated the impact of government expenditure on economic growth. They found 
out that government expenditure on social and community services failed to enhance economic growth as a result of 
low government expenditure on social and community services in the economy and high unemployment rate. Total 
government expenditure (TGE) has inverse and insignificant relationship with Nigeria’s economic growth such that one 
per cent increase in LogTGE leads to 0.792% decrease in economic growth. The inverse and insignificant nature of 
these variables is that government expenditure crowds out investment in the Nigerian economy. This finding supports 
existing studies such as those of Adewara and Oloni (2012) and Nwadiubu and Onuka (2015) who investigated the 
impact of government expenditure on economic growth and   pointed out that government expenditure failed to enhance 
economic growth. 
 
The work force population (LogWKF) has direct but insignificant effect on Nigeria’s economic growth such that one per 
cent increase in LogWKF leads to 1.668 per cent in economic growth indicating that active labour force is low both in 
quality and numbe. This result is in conformity with Ismaila and Imoughele (2015) who revealed that total labour force 
has direct but insignificant relationship with economic growth as a result its contribution to economic output is low. This 
may be due to the incessant strike embarked by workers in Nigeria. The coefficient of determinations R2 of 0.945 
indicates that about 95% of the total variations in Nigerian economic growth is explained by the variations in the 
explanatory variables. The F-statistic is significant at 5% level.  
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The probability of its value (0.000) is less than the 0.05 critical levels. We therefore, reject the null hypothesis that the 
model is not significant in explaining the variations in economic growth on the long run. Finally, the Durbin Watson test 
value is 1.527. This shows absence of positive serial autocorrelation in the estimation. 
 
4.4 Error Correction Mechanism for Economic Growth Model 
The existence of co-integration between the dependent variable and the explanatory variables resulted to the use of 
error correction mechanism, which captured the short run relationship between the variables (dependent and 
independent) as well as the speed of adjustment to equilibrium. 
 
Table 4.4: Results for the Short-Run Error Correction Mechanism: Dependent Variable (rGDPgr) 

Variable Coefficient Standard Error t-statistic Prob. 
DLOG(GEA) 0.476* 0.142 3.346 0.005 
DLOG(GEI) -0.127* 0.049 -2.549 0.016 
DLOG(GES) 0.175 0.184 0.950 0.359 
DLOG(INV) -0.558* 0.123 -4.578 0.000 

DLOG(WKF) 0.396 6.270 0.063 0.950 
DLOG(FDI) 0.071 0.056 1.270 0.226 
DLOG(TGE) 0.038 0.107 0.354 0.729 
DLOG(CSG) 0.228* 0.069 3.289 0.006 
ECM (-1) -0.492* 0.166 -2.975 0.010 
C 1.870 0.383 4.883 0.000 

Note: *  = (p ≤ 0.05) 
 
R2 = 0.811 
R-2 = 0.680 
F-Statistic = 6.186 
Prob (F-Statistic) = 0.002 
D.W Statistic 2.028 
Source: Authors Computation 
 
The empirical evidence in table 4.4 shows that cost of governance D(LogCSG) has direct and significant impact on the 
growth of the Nigeria’s economy in the short run. The variable is significant at 5% level. This result is not consistent 
with the appriori expectation. This finding is consistent with the long run result earlier reported and also total government 
expenditure on agricultural D(LogGEA) and industrial sector D(LogGEI) impacted significantly on Nigeria economic 
growth. This finding is in line with the study conducted by Lawal (2011) who examined the relationship between 
agriculture and economic growth, confirmed that the amount of federal government expenditure on agriculture showed 
that government spending does not follow a regular pattern and that the contribution of the agricultural sector to the 
GDP is in direct relationship with government funding to the sector.  
 
Government expenditure on service sector D(LogGES)  has insignificant effect on economic growth. This is contrary to 
Omojimite (2010) on the relationship between public expenditure and education, primary school enrolment and 
economic growth in Nigeria which he concluded that there was co-integration. A percentage increase in D(LogGEA) 
and D(LogGES) leads to 0.476% and 0.175% increase on economic  growth but one percent increase in  D(LogGEI)   
leads to 0.127% decreased in economic growth respectively. The coefficient of total government expenditure 
D(LogTGE), work force D(LogWKF) and FDI shows direct and insignificant relationship with Nigeria’s economic growth. 
A percent increase in D(LogTGE), D(LogWKF) and Dlog(FDI) leads to 0.038, 0.396 and  0.071% increase respectively 
in Nigeria’s economic growth. This is consistent with the apriori expectation. The coefficient of total investment 
D(LogINV)  has negative and insignificant effect on Nigeria’s economic growth. This can be attributed to poor savings 
culture of Nigerians and a percent increase in D(LogINV) leads to 0.558% decrease in economic growth in Nigeria. The 
above result shows that the coefficient of ECM (- 0.492) is significant at 5% critical level. This shows that about 49% of 
the disequilibrium in the growth of the Nigeria economy in the previous years is corrected in the current year. The 
significance of the ECM is an indication and a confirmation of the existence of a long run equilibrium relationship 
between economic growth and the explanatory variables.   
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The coefficient of determination (R2) of 0.811 suggests that 81% of the total variation in economic growth is explained 
by the independent variables. Since the F-statistic is significant at 5% level and the probability of its value (0.002) is 
less than the 0.05 critical level, we therefore, reject the null hypothesis that the model is not significant in explaining the 
variations in Nigeria economic output on the short run. Finally, the Durbin Watson test value is 2.028. This shows 
absence of positive serial autocorrelation in the estimation.  
 
5. CONCLUSION 
 
This study empirically examined sectoral analysis of the impact of government spending on economic growth in Nigeria 
from 1970 to 2015. It was found that government expenditure on agriculture has direct and significant impact on the 
Nigeria’s economic growth while total government expenditure on industrial sector has adverse and significant effect 
on the Nigeria’s economic growth. However, government spending on service sector has direct but insignificant effect 
on Nigeria’s economic growth. This implies that the budgetary allocation of government to the service sector is not 
sufficient to have a meaningful impact on the sector. Hence, the level of increase in output that the sector has achieved 
over the years cannot be attributed to government expenditure. Furthermore, cost of governance has direct and 
significant effect on Nigeria’s economic growth which is not consistent with the theoretical expectation. The study 
therefore, recommends that there is need for fiscal policy expansion of government spending on the industrial, service 
and agricultural sectors to bust economic growth, government should sustain the cost of governance at optimum level 
to create more robust effect on Nigeria’s economic growth, government should give urgent attention to the specific 
sectors (agricultural, industrial and service sectors) of the economy so as to increase the sectoral outputs finally, 
government should ensure that the capital expenditure and recurrent expenditure are properly managed in a manner 
that will raise the nation’s productive capacity in agricultural, industrial and service sectors. Finally, adequate machinery 
should be put in place by all sectors of government to arrest corruption and penalize those who divert and embezzle 
public funds this will make cost of governance to have robust effect on Nigeria economic growth. 
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