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Abstract

The cost of governance in Nigeria is often criticized as 

being excessively high, while others argue that the core 

issue lies in poor governance. Despite Nigeria's abundant 

human and natural resources, economic growth remains 

stagnant, failing to benefit its citizens. This study explores 

the nexus between government expenditure, governance, 

and economic growth in Nigeria. The primary objective is to 

assess whether a significant direct relationship exists 

between total government expenditure and governance 

indicators influencing economic growth in the country. 

Utilizing time-series data from World Bank governance 

indicators and the Central Bank of Nigeria (CBN), the study 

employs the Structural Equation Model (SEM) path-diagram 

technique via the maximum likelihood method to estimate 

the relationships among the variables of interest. Post-

diagnostic robust tests validate the findings. The results 

reveal that increased political instability, violence, and 

terrorism are directly associated with rising government 

expenditure and inversely related to economic growth. This 

suggests that these factors elevate government spending 

while hampering economic growth. Conversely, government 

effectiveness is inversely related to total government 

expenditure and positively impacts economic growth, 

indicating that improvements in governance reduce 

expenditure and foster economic progress. Similarly, the 

rule of law is inversely related to government expenditure 

and positively associated with economic growth, implying 

that strengthening the rule of law curtails government 

spending and enhances economic performance. 

Additionally, the correlation analysis shows a positive 

relationship between corruption control and the rule of law, 

suggesting that enforcing the rule of law can effectively 

combat corruption in Nigeria. 
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1. Introduction 

There is a common saying that the cost of governance in Nigeria is high. On the other hand, some believe that the major 

problem in Nigeria is poor governance. Many people also feel that the country’s economic growth is stagnating and has not 

benefited its citizens, despite its abundant human and natural resources. This situation warrants an investigation to determine 

why the high cost of governance, as indicated by rising government expenditure, has not improved the quality of governance 

and how it relates to the country’s poor economic growth. Taking the basis of this study from the World Bank’s Worldwide 

Governance Indicator (2022), advanced countries with good governance indicators tend to curtail government expenditure 

while taking full advantage of the increase in economic growth, unlike emerging countries such as Nigeria, which has poor or 

bad governance quality and rising government expenditure alongside declining or poor economic growth. 

The stylized facts on the relationship between government expenditure, governance, and economic growth in Nigeria show that 

total government expenditure has been increasing continuously from left to right, as presented in Fig 1 below. 
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Fig 1: Total Government Expenditure in Nigeria 
 

Fig 1 indicates that there is an upward trend in total 

government expenditure during the period under review, 

unlike the quality of governance, as presented in Fig 2, 

which shows that there is a continuous downward 

movement from the value of 0.0 – 2.4 in the governance 

indicators used in the study. 

 

 
 

Fig 2: World Bank worldwide Governance indicators in Nigeria 
 

Governance indicators according to the World Bank 

governance indicators presented in Table 1 are Control of 

Corruption, Government Effectiveness, Political Stability, 

Absence of Violence, Regulatory Quality, Rule of Law, and 

Voice and Accountability (Worldwide Governance 

Indicators, 2019) [37].  

On the other hand, the values of the growth of Nigeria’s 

economy proxy by economic growth is presented in Fig 6 

thus. 

 

 
 

Fig 3: The Growth of Nigeria’s Economy 

The growth of Nigeria’s economy, as presented in Fig 3, 

reveals that it has been characterized by little growth, no 

growth, and recessions. This implies that the persistent 

increase in government expenditure does not translate into a 

persistent increase in economic growth in the country.  

Therefore, the increase in government expenditure, 

downward treading in the quality of governance indicators, 

and little or no growth in economic growth during the period 

under review revealed that there was indeed a problem in 

the country.  

Studies such as Epaphra and Kombe (2017) [14]; Kraipornsak 

(2018) [22]; Mira and Hammadache (2017) [25] and others 

showed that good governance improves economic growth.  

Sidra, Aabru, Muhammad, and Muhammad (2023) [36] 

examined the impact of government expenditure on 

Pakistan’s economic growth using ordinary least squares 

(OLS), showing that government expenditure had a positive 

and significant impact on economic growth.  

Kwasi, Emmanuel, and Priscilla (2022) [23] examined the 

influence of government expenditure on economic growth in 

Ghana using data from 1970 to 2016, employing ARDL 

econometric estimation technique, the result also indicated 

that government expenditure has a positive relationship with 

economic growth in the short run.  

Kolapo, Azeez, Mokuolu, and Oluwaleye (2021) [20] studied 

the impact of government expenditure on economic growth 

with the main objective of testing Wagner’s law in Sub-

Saharan Africa between 1986 and 2018. They employed 

“Panel first-generation tests, Panel Auto Regressive 

Distributed Lag (ARDL), and pair-wise causality techniques 

to indicate that both capital and recurrent expenditures have 

a negative effect on economic growth, while total 

expenditure affects growth positively. 

Arvin, Pradhan, and Nair (2021) [4] studied the links between 

institutional quality, government expenditure, tax revenue, 

and economic growth. The study argues that the 

improvement in the effectiveness of government 

expenditure has an important role in stimulating economic 

growth in the long run in low-income and lower-middle-

income countries.  

Chandana, Adamu, and Musa (2021) [8] studied the impact of 

Nigerian government expenditure (disaggregated into capital 

and recurrent) on economic growth using time series data 

for the period 1970-2019. The study employed 

“Autoregressive Distributed Lag (ARDL) model indicating 

that capital expenditure has a positive and significant impact 

on economic growth both in the short run and long run while 

recurrent expenditure does not have a significant impact on 

economic growth both in the short run and long run.  

Elias and Simon (2021) [13] examined the impact of an 

increasing size of government operations on economic 

growth in Nigeria during the period from 2000 to 2016, the 

study revealed that showed that government capital and 

recurrent expenditures during the period had negative and 

non - significant effects on Nigeria’s real gross domestic 

product. 

The literature suggests a positive relationship between a 

country’s social and economic development, good 

governance, and institution (Rashid, 2021) [34], while others 

have indicated either a negative relationship between the 

two or no relationship. Several studies argue that good 

governance is needed to stimulate economic growth 

(Rashid, 2021; Al-Naser and Hamdan, 2021; Adirek, 2021; 

Cooray, 2009) [34, 3, 1, 11]. Some studies even consider good 
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governance to be a prerequisite for growth (Kaufmann et al., 

2006) [19]. 

In addition to studies that analyze the direct impact of 

government expenditure on economic growth, the indirect 

impact of governance on economic growth through 

government expenditure has attracted little attention in 

empirical studies. Studies outside Nigeria, such as Nguyen 

and Bui (2022) [28], examined the interacting role of 

corruption control in the growth–government expenditure 

nexus in Asia over a sample period from 2002 to 2019. The 

findings show a significant negative impact of government 

spending and corruption control on growth. Moreover, 

Cooray (2009) [11] examined government expenditure, 

governance, and economic growth by extending the 

neoclassical production function to incorporate two 

dimensions of the government–size and quality–and found 

that “both are important for economic growth.  

Therefore, despite the contradictory opinions in the 

literature on the impact of government expenditure, 

governance, and economic growth, it is obvious that there is 

a need for further study on the nexus between government 

expenditure variables, governance indicators, and economic 

growth in Nigeria using path-diagram analysis, which is a 

different method than other methods used in previous 

related studies in the literature. Moreover, since previous 

studies have not captured the six worldwide governance 

indicators with government expenditure variables on 

economic growth in Nigeria, this study explores the nexus 

between the government expenditure variables and the six 

worldwide indicators of economic growth in Nigeria using 

path-diagram analysis. The scope of the study covered the 

democratic system of government in Nigeria and the 

variables used in the study are limited to government 

expenditure variables, such as the share of total government 

expenditure to economic growth, the share of recurrent 

expenditure, and capital expenditure to total government 

expenditure, and the share of external debt to economic 

growth. On the other hand, the governance indicator 

variables are limited to Control of Corruption, Government 

Effectiveness, Political Stability, Absence of Violence, 

Regulatory Quality, Rule of law, and Voice and 

Accountability, whereas gross domestic product is used as a 

proxy for economic growth.  

 

2. Methodology  

This study employed an expo facto design. The data used in 

this study were sourced from the World Bank and the 

Central Bank of Nigeria. The study was based on Growth-

enhancing Governance theory. Growth-enhancing 

governance allows developing countries to cope with the 

property rights instability of early development, manage 

technological catch-up, and maintain political stability in the 

context of endemic and structural reliance on patron-client 

politics. Ironically, effective growth-enhancing governance 

capabilities can create preconditions for achieving good 

governance and greater market efficiency. 

(a) Econometric Model Specification of the Study  

The model specification of the relationship between 

government expenditure variable(s) and governance 

indicator(s) on economic growth was stated 

  

 (1) 

 

 

Where: 

GDP = Economic Growth, GEV = Government Expenditure 

Variables, GV = Governance Indicators, e = error. 

 

Hence, government expenditure variables (GEV) can be 

significantly influenced or dependent on governance 

indicators (GI) (Cieslik & Goczek, 2018) [10]. Based on 

Cieslik and Goczek (2018) [10], equation (1) was further 

transformed into a path diagram in Fig 1, showing the direct 

relationship or effect of governance indicators through 

government expenditure variables on economic growth.  

(b) The conceptual framework 

The framework of the study was captured as follows 

 

 
 

Fig 4: Path-diagram of Nexus between Government Expenditure, 

Governance and Economic Growth in Nigeria 
 

Fig 4 shows that the independent variables consisting of 

government expenditure variables (GEV) and governance 

indicators (GI) were directly related to the dependent 

variable, economic growth, proxied by GDP per capita 

growth. The government expenditure variables used in the 

study were the share of total government expenditure with 

economic growth, the ratio of capital expenditure to total 

government expenditure, the ratio of recurrent expenditure 

to total government expenditure, and the share of external 

debt to economic growth. The governance indicator 

variables used in the study were voice and accountability 

(VA), political stability, absence of violence and terrorism 

(PVST), government effectiveness (GES), regulatory quality 

(RQ), rule of law (RL), and control of corruption (CC). 

Moreover, to mitigate the issues of endogeneity concern in 

this study, the lag value of the dependent variable (GDP_1) 

was included as the independent variable in the government 

expenditure variables, whereas the lagged values of the 

government expenditure variables, such as the lagged value 

of total government expenditure (TGE_1), lagged value of 

recurrent expenditure (RE_1), lagged value of capital 

expenditure (CE_1), and lagged value of external debt 

(EXD_1), were added to the governance indicator variables 

as control variables.  

Fig 4 above shows that the points where the arrows 

originated are the independent variables, while the points 

where the arrows were pointing are the dependent variables. 

The unobserved variables represented with ε1 – ε5 are the 

error terms, whereas the numbers of arrowheads in Fig 4 are 

the expected parameters or the estimates of the model.  

Furthermore, the lagged selection used in the study was 

automatic lagged selection, and it was assumed that the 

variables used in the study were stable, there was no 
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endogeneity concern, and the variables used in the study 

were over-identified. In other words, the known parameters 

used in the model were sufficiently large to estimate the 

unknown parameters. Hence, the identification formula 

employed in this study is K – M ≥ G – 1. Where K is the 

number of endogenous and exogenous variables; M is the 

number of exogenous variables in a particular equation; and 

G is the number of endogenous variables in the model. 

Hence, the equation is said to be over-identified if K – M ≥ 

G – 1, just-identified if K – M = G – 1, and under-identified 

if K – M ≤ G – 1.  

Therefore, the path-diagram model presented in Fig 1 of this 

study shows that k = 12, M = 7, and G = 5, when substituted 

in K – M ≥ G – 1; it becomes 12 – 7 ≥ 5 – 1, ≡ 5 ≥ 4, which 

implies overidentification. Hence, this shows that the model 

constructed in this study was over-identified and well-

specified. 

(c) The A-priori Expected Signs and Policy Implication 

of the Study 

The possible expected signs of the variables of interest and 

the policy implications of this study are as follows:  

First, if the sign of the coefficient of the government 

expenditure variables (GEV) > 0 and governance indicators 

(GI) > 0. Hence, government expenditure is expected to 

increase growth, and governance indicators will enhance the 

positive effect on economic growth. Hereafter, this will 

inform policymakers’ decisions to maintain an increase in 

government expenditure alongside good governance 

indicators, since both are desirable ingredients for 

sustainable economic growth in the country. 

Second, if the sign of the coefficient of the government 

expenditure variable (GEV) > 0 and governance indicators 

(GI) < 0. It is expected that government expenditure 

variables offshoot growth and poor governance indicators 

diminish the effect on economic growth. This will inform 

policymakers to reduce the incidence of poor governance 

indicators by spending and investing more in public 

institutions, which will not only strengthen public 

institutions but also make intuitions more powerful than 

individuals who may not be able to obey the law of the land 

by overriding the weak institutional power of the country.  

Third, if the coefficient of the government expenditure 

variables (GEV) < 0 and governance indicators (GI) > 0. 

This implies the presence of unproductive government 

expenditures alongside good governance indicators. Hence, 

unproductive government expenditure is expected to reduce 

growth, and good governance indicators will moderate the 

reduction effect on economic growth. This will inform 

policymakers about minimizing unproductive government 

expenditure while maximizing good governance indicators 

in the country.  

Fourth, when the government expenditure variables (GEV) 

< 0 and governance indicators (GI) < 0. This means that 

unproductive government expenditures exist alongside poor 

governance indicators in the country. Hence, unproductive 

government expenditure reduces growth and poor 

governance indicators magnify the negative effect of 

government expenditure on economic growth. In this 

scenario, this will inform policymakers’ decisions to check 

and curtail unproductive government expenditure by 

strengthening the institutions responsible for controlling 

corruption, improving government effectiveness, and the 

rule of law.  

(d) Variable Description and Measurement 
 

Table 1: Variable Description and Measurement 
 

Variables Variable Description Measurement 

(A) Measures of Governance 

Quality of 

Governance 

Quality of governance is simply means good governance or good 

democracy 

It is measured in terms of six dimensions such as 

Voice & Accountability, Political Stability 

Violence & Terrorism, Government 

Effectiveness, Regulatory Quality, Rule of Law 

and Control of Corruption 

Voice and 

Accountability (VA) 

Voice and Accountability captures the perceptions of the extent to 

which a country's citizens are able to participate in selecting their 

government, as well as freedom of expression, freedom of 

association, and a free media. 

The value of Voice and Accountability is 

measured from -2.5 to +2.5 the higher value 

corresponds to better governance. 

Political Stability 

and Absence of 

Violence/Terrorism 

(PSVT) 

Political Stability and Absence of Violence / Terrorism captures the 

perceptions of the likelihood that the government will be destabilized 

or overthrown by unconstitutional or violent means, including 

politically motivated violence and terrorism. 

The value of Political Stability and Absence of 

Violence/Terrorism is measured from -2.5 to +2.5 

the higher value corresponds to better 

governance. 

Government 

Effectiveness (GES) 

Government Effectiveness captures the perceptions of the quality of 

public services, the quality of the civil service and the degree of its 

independence from political pressures, the quality of policy 

formulation and implementation, and the credibility of the 

government's commitment to such policies. 

The value of Government Effectiveness is 

measured from -2.5 to +2.5 the higher value 

corresponds to better governance. 

Regulatory Quality 

(RQ) 

Regulatory Quality captures the perceptions of the ability of the 

government to formulate and implement sound policies and 

regulations that permit and promote private sector development. 

The value of Regulatory Quality is measured 

from -2.5 to +2.5 the higher value corresponds to 

better governance. 

Rule of Law (RL) 

Rule of Law captures the perceptions of the extent to which agents 

have confidence in and abide by the rules of society, and in particular 

the quality of contract enforcement, property rights, the police, and 

the courts, as well as the likelihood of crime and violence. 

The value of Rule of Law is measured from -2.5 

to +2.5 the higher value corresponds to better 

governance. 

Control of 

Corruption (CC) 

Control of Corruption captures the perceptions of the extent to which 

public power is exercised for private gain, including both petty and 

grand forms of corruption, as well as "capture" of the state by elites 

and private interests. 

The value of Control of Corruption is measured 

from -2.5 to +2.5 the higher value corresponds to 

better governance. 

(B) Expenditures Variables 

Total Government Total government expenditure is the total spending incurred by the Annual Growth in total expenditure (present 
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Expenditure (TGE) federal government in any given year. It comprises of the capital 

expenditure and the recurrent expenditure. 

value of total expenditure – past value of total 

expenditure / past value of total expenditure) * 

100 

Capital Expenditures 

Capital expenditure is government spending on goods and services 

indented to create or bring future benefits or returns. such as 

expenditure on infrastructure, investments etc 

Ratio of capital expenditure to total expenditure 

(capital expenditure / total expenditure) * 100 

Recurrent 

Expenditure 

Recurrent expenditure is government spending on goods and services 

for current use to directly satisfy individual and collective needs of 

the society. 

Ratio of recurrent expenditure to total expenditure 

(recurrent expenditure / total expenditure) * 100 

(C) Other economic Variables 

External Debt (EXD) 
External Debt is the money borrowed from a source outside the 

country 

Annual growth in external debt (present value of 

external debt – its past value / its past value) * 

100 

Gross Domestic 

Product Growth per 

capita (GDPG) 

GDP/Capita growth measures the percentage change in GDP over a 

period of time. 

GDP per capita for present year – GDP per capita 

for previous year / GDP per capita for previous 

year * 100 

Source: Researcher’s Compilation  
 

(e) Estimation Strategy 

A unit root test was used to check the stationarity of the 

variables used in the study. The correlation test was used to 

check the relationship between the variables of interest, and 

the structural equation model via path-diagram techniques 

under the maximum likelihood method was employed to 

estimate the conceptual framework presented in Fig 1. Stata 

15 was used as the statistical software for this study. The 

results of the study were printed in path-diagram and tabular 

forms. Post-diagnostic robustness tests such as goodness of 

fit and the endogeneity test were used to validate the results 

of the study.  

 

(f) Tests of Hypotheses Procedures 

The following criteria were used to test our hypotheses: 

(i) The probability Value (P-value) 

The probability value of the estimated variable(s) of interest 

was used for comparison with the 5% level of significance 

to declare variable(s) statistically insignificant or 

statistically significant to reject the null hypotheses of the 

study. 

 

(ii) Decision Rule 

The decision rule employed to reject or not reject the null 

hypotheses of the study states that if the P-value(s) of the 

estimated coefficient of the variable(s) of interest is less than 

0.05, the study rejects the stated null hypotheses; however, 

if the P-value(s) of the estimated coefficients of the 

variable(s) of interest is not less than 0.05, the study does 

not reject the null hypotheses stated in the study. 

 

3. Results and Discussion 

The results of this study indicate the following: 

First, Political Instability, Violence, and Terrorism (PVT) 

have a positive effect on Total Government Expenditure 

(TGE) and a negative effect on Economic Growth (GDP). 

Therefore, this result will inform policymakers and establish 

law states that “an increase in political instability violence 

and terrorism is proportional and directly related to rising 

government expenditure and inversely related to economic 

growth (PVT ∝ TGE & ∝ 1/GDP) in the country. 

This implies that violence and terrorism are responsible for 

fuelling rising government expenditures and poor economic 

growth in Nigeria. This law is demonstrated thus 

 

 
 

Fig 5: Laws of Political Instability Violence Terrorism (PVT), 

Total Government Expenditure (TGE) and economic Growth 

(GDP) 
 

Hence, political instability, violence, and terrorism are 

regarded as the quality of governance indicators that are 

responsible for bad quality governance in emerging 

countries such as Nigeria. 

Second, Government Effectiveness (GES) has a negative 

relationship with Total Government Expenditure (TGE) and 

a positive relationship with Economic Growth (GDP). 

Hence, government effectiveness is proportionally inversely 

related to total government expenditure and directly related 

to economic growth (GES ∝ 1/TGE & ∝ GDP) in the 

country. 

This law is demonstrated as 

 

 
 

Fig 6: Laws of Government Effectiveness (GES), Total 

Government Expenditure (TGE) and Economic Growth (GDP) 
 

This result implies that government effectiveness is 

responsible for improving good governance, effective 

government expenditures, and increasing economic growth 

in Nigeria. 

Third, the Rule of Law (RL) has a negative relationship with 

total government expenditure (TGE) and a positive 

relationship with economic growth (GDP). Therefore, the 

rule of law is inversely related to government expenditure 

and directly related to economic growth (RL ∝ 1/TGE & ∝ 

GDP) in the country. 

 

 
 

Fig 7: Laws of Rule of Law (RL), Total Government Expenditure 

(TGE) and Economic Growth (GDP) 
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This result implies that the rule of law is a governance 

indicator responsible for improving good governance, 

promoting effective government expenditures, and 

increasing economic growth in Nigeria.  

 

Keys: ↑ = Rise, ↓ = Fall, → = Relationship  

 

Furthermore, the correlation test shows that control of 

corruption is positively correlated to the rule of law in 

Nigeria. 

 

4. Policy Implications from the Results 

The findings of this study will inform policymakers’ 

decisions in Nigeria and the world at large on the nexus 

between government expenditure variables, governance 

indicators, and economic growth in Nigeria and other 

emerging economies. Moreover, the findings of this study 

will serve as working materials for policymakers at the 

National Assembly and the Senate for informing decisions 

as they relate to government expenditure variables (GEV), 

governance indicators (GI), and economic growth in the 

country. First, if the coefficients of GEV > 0 and GI > 0, 

government expenditure raises growth, and governance 

enhances this positive effect. This will inform the decision 

of policymakers to increase government expenditure, as an 

increase in government expenditure along with governance 

is a desirable ingredient of the growth process in the 

country. 

Second, if the coefficients of GEV > 0 and GI < 0, it implies 

that government expenditure offshoots growth and bad 

quality governance in the country diminishes the effect. 

Hence, this will inform policymakers in reducing the 

incidence of bad governance by controlling corruption and 

strengthening the rule of law among others to maximize the 

positive effect of government expenditure on long-term 

growth in Nigeria.  

Third, if the coefficients of GEV < 0 and GI > 0, it suggests 

that government expenditure reduces growth, and good-

quality governance moderates that reduction. Therefore, 

policymakers will be informed to check and monitor 

unproductive government expenditure and probably block 

leakages through improving good governance quality by 

institutionalizing or strengthening peace and security, 

controlling corruption, and strengthening the rule of law, 

among others, to effectively increase the positive effect of 

government expenditure on long-term growth in Nigeria. 

Fourth, if GEV < 0 and GI < 0, it suggests that government 

expenditure reduces growth, and bad governance magnifies 

the reduction. In this situation, policymakers should devise 

measures to crack down on unproductive government 

expenditure; promote security to cut down huge government 

unproductive expenditures used to fight terrorism, banditry, 

etc.; improve control of corruption, and rule of law, and 

generally promote good governance to promote the growth 

process in Nigeria.  

Hence, if the findings of this study are appropriately 

implemented, it will help rebuild the economy and set the 

country on the path of prosperity and sustainable 

development in emerging economies.  

This study seeks sponsorship for publication.  
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