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Abstract 

The paper empirically examined  the impact of educational funding on national 

development in the 21
st
 Century Nigeria. The  focus of this paper is on  the long-run 

relationship between educational funding and national development . The study used  

annual time series data from 1986-2015, sourced from World Bank, Central Bank of 

Nigeria Statistical Bulletin and National Bureau of Statistics. We employed the method 

of  co-integration and granger-causality test. The variables used in the study were 

tested for stationarity using the Augmented Dickey Fuller (ADF) unit root test. We 

found that the variables were non-stationary at their levels, but became stationary after 

first differencing. We applied the Johansen Co-integration to test for the long-run 

relationship among the variables. The result revealed a long-run relationship among 

the variables. The dependent variable, economic growth (proxy by RGDP) co-

integrated with selected variables namely; human capital (HUK), recurrent 

expenditure on education (REE), capital expenditure on education (CEE), and literacy 

rate (LIT).With regard to the Granger causality test, bidirectional causality was 

established between   economic growth and recurrent education expenditure in Nigeria, 

supporting Wagner’s law of Increasing State Activity. Furthermore, the empirical 

result also revealed that human capital and recurrent expenditure on education had a 

positive and statistically significant effect on economic growth in Nigeria. However, the 

capital expenditure on education, which is expected to stimulate economic growth, was 

found to be insignificant in the long-run and this is contrary to a priori expectation. 

The factor that could account for this   insignificant relationship could be the trend of 

corruption, gross misappropriation and diversion of public funds. The study therefore 

recommended an urgent need to instill fiscal discipline in the education sector to 
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checkmate the level of corruption. Also, government should increase budgetary 

allocation to education in the 21
st
 century to meet up the United Nations’ benchmark.  

 

Key words:  Educational funding, capital expenditure, recurrent expenditure and co-

integration. 

 

Introduction  

 Education is a key instrument   that brings about sustainable   development. 

Thus, educational funding constitutes a form of broad –based change and investment. 

That is why the United Nations Educational, Scientific and Cultural Organization 

(2014) stressed that it is investment in human resources rather than physical capital and 

natural resources that constitute the main basis of the wealth of the nation. Economists 

believed that educational investment is investment in human capital that leads to greater 

output for the nation  and enhanced earnings of the workers. 

 The Asian Tigers  particularly the emerging economies of Singapore, Malaysia, 

Taiwan, Hong Kong, South Korea that have achieved rapid transformation of their 

economies was as a result of  their huge investment in education. In Nigeria, the 

budgetary allocation to the education sector is still less than 26 per cent of the GDP, 

which is far below the minimum  benchmark recommended by the United Nations 

Educational, Scientific and Cultural Organization (UNESCO). The education 

expenditure  as a percentage of total budget  in Nigeria were 7.2% in 1995; 7.89% in 

2004 ,12.13% in 2007, 8.67% in 2013 and 10.7 % in 2014. These fell below those of 

other developing countries like Ghana, South Africa, Coted’Voire, Kenya, and 

Morocco with  25.8%,30%, 23% and 17.7% respectively (Johnson and Wasiu,2016) 

.The World  Bank. (2014) ranked Nigeria 152 out of 188  countries of the world  in 

Human Development Index  with indices 0.471. Countries like Norway, Japan, Tunisia, 

Canada, Mauritius, Singapore, led the list of the very high Human Development Index .  

This is so because, these countries invest more than 30% of their  total expenditure on 

education. The effect is seen on the development of human capital which is of great 

benefit not only to the individuals but also to the society as a whole.  

 Despite the magnitude of the budgetary  allocation to education, the 

performance of the  Nigerian economy is still not impressive. Statistics have shown that 

the education expenditure  as a percentage of total budget  in Nigeria was 5.6%  in 1986 

and further increased to  8.63% in 1991,9.52% in 1992, 10.04% in 1993, 12.30 % in 

1994 and 13.0% in 1995. According to  Osagie(2009) , Amobi (2013), Johnson and 

Wasiu (2016) while Nigeria allocates 6% -12.30% between 1999-2015 to education, 

other developing countries like Ghana,  spent 26%,South Africa, 30%, 

Coted’Voire,30%,Kenya ,23%,Botswana,21%, Algeria, 21%, Namibia 22% and 

Morocco 17.7% respectively .Available statistics also revealed that, in the year 2000 
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the sum of ₦57.96 billion  representing 12.56 % of the budget was allocated to 

education. For the year 2001, the budgetary allocation to education sector  was ₦39.88 

billion, representing 6.88 %, in 2002 it increased to ₦80.53billion representing 

11.56%,in 2003, it declined to  ₦64.78 billion representing 6.58%. For the 2013 fiscal 

year, an amount of  ₦4.92 trillion was   presented as a budget in which education sector 

got  ₦390.42b representing 10.58 % . In 2014, the sum of  ₦4.6trillion  was presented 

as a budget, education sector  got  ₦311.12b representing 12.30 % of the national 

budget in that fiscal  year. In 2015, the total federal government budget stood at ₦4.3 

trillion out of which ₦392.2 billion representing 8.2% was allocated to education (CBN 

Statistical Bulletin, 2015). Going by this statistics, it is expected that Nigerian economy 

should be better off, but the reality on ground proved otherwise. 

   Empirical  results on  the impact of  educational funding in Nigeria have not 

arrived at consensus .Some reported positive statistically significant effect while others 

the reverse is the case. For instance, Afzal et al (2010), Fidlizan et al(2009), Tamang 

(2001), Blankenau and Simpson (2004) Musila and Belassi, (2004) argue that there is a 

positive effect of investments in education on economic growth  whereas studies  by  

Devarajan et. al., (1996), Kakar, et al( 2011), Zhang (1996), Levine and Renelt (1992.)  

reported  contradictory  results. Most of these studies made use of the Ordinary Least 

Squares (OLS) estimation technique , which may not be adequate where the data are 

non-stationary as it results in spurious regressions and long-run relationship could not 

be ascertained. In effect, there is no consensus on the direction of  causality between 

public education expenditure  and economic growth. 

  In  Nigeria, empirical studies on the effect of education funding on national 

development are scarce. A number of studies that have been carried out were restricted 

to the impact of education on economic growth or growth trend and pattern  of public 

expenditure at the  National, State or Local Government level (Olowoloni, 1981; 

Babatunde and Adefabi,2005; Lawal and  Wahab,2011 and  Odeleye,2012). None of 

these studies in Nigeria considered the long-run  impact   and causality  between 

educational  funding and national development.  The inadequacy  of empirical study on 

the impact of educational funding  on  the development of Nigeria    motivates  this 

study, given the importance of   educational  funding  on the overall development of the 

economy.  

 The  main objective of this study is to  investigate the long-run relationship 

between  educational funding  and economic development of Nigeria   in the 21
st
 

century, using annual  time series data for the period 1986 to 2015. Specifically, the 

study intends   to ; 

i. Assess  the   effect  of    educational  funding     on economic  growth in 

Nigeria. 

ii. Examine the  effect  of    educational funding  on   human capital development 
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iii. Ascertain the direction of causality between    educational funding  and 

economic growth  of Nigeria.  

To achieve these specific  objectives, the paper addresses the following research   

questions: (a)  Does   educational funding has any significant effect  on economic 

growth of Nigeria? (b) To what extent has educational funding contributed to  human 

capital development  in Nigeria?  (c) What is the direction of causality between  

educational   funding and  economic growth of Nigeria? 

 

Review of Related Literature  

  Educational funding refers expenditures on education by   the Federal, State and Local 

Government. It refers to the outflow of resources from government to the  education 

sector.  Educational funding is that branch of public finance that accesses the 

government revenue and expenditures of the public sector to achieve the desired goals 

in educational system. 

It is important to note that educational expenditure is an aspect of educational finance 

that 

deals with how the amount allocated to the education sector is spent. Expenditure on 

education is determined by budgetary allocation. The educational expenditure is 

categorized  into capital and recurrent expenditure. Capital expenditure on education 

refers to the investment on real assets such as building of schools, institutions and other 

and other social and economic infrastructures that contribute to long term development 

while recurrent  expenditure on education refers to the amount allocated to the 

education sector for payment of teachers’ salaries and maintenance of already existing 

facilities. 

 Barrow (1991) classified government expenditure into productive and 

unproductive spending and  argued  that  the impact of government expenditure 

depends on the  forms. All things being equal,  productive government expenditure 

such as health and education leads to  economic growth of a country  while 

consumption expenditures and  expenditures on white elephant projects which do not 

add to productive capacity of the economy  are considered unproductive or wasteful . 

Economic theory predicts that increase  in productive public expenditure  in areas like  

education, physical infrastructure and  health leads to  economic growth of a country. 

 The theoretical underpinning of this paper is anchored on four theories of public 

expenditure growth. These include: Wagner’s Law of Increasing State Activity, 

Peacock and Wiseman Theory of Public Expenditure, Musgrave - Rostow’s Theory of 

Public Expenditure  and Samuelson’s Pure Theory of Public Expenditure. 

 One of the first attempts to explain the growth of government expenditure was 

provided by  Adolph Wagner, a famous German political economist  in the year 1863.  

The Wagner’s law of Increasing State Activity   is an attempt to explain  the functional   
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relationship between   the growth of an economy and the growth of government 

activities. The law  states that as per capita income in an economy grows; the relative 

size of the public sector will grow. Wagner, as cited by Bhatia (2008) posited that  

government expenditure tended to increase with economic expansion, particularly , as a 

nation tends to industrialize. In other words, the share of public expenditure in 

aggregate economic activity increases with  the size of the economy.  

 The Wagner’s law remained unchallenged until 1961 when Allan Peacock and 

Jack Wiseman came up with an alternative hypothesis that government expenditure 

grew because of the presence of social disturbances. They  posit  that   at  times, some 

social or other disturbances such as  war, epidemics, famine, among others take place 

which necessitate increase in government  expenditure and that people would accept the 

higher level of taxes occasioned with social disturbance and that even after the 

disturbance and calmness is restored, government expenditures would not return to its 

original level as asserted by Edame. and  Fonta (2014), Oriakhi and Ameh,( 2014). 

  Since the works by   Wagner in 1863 and  those  of Allan Peacock and Jack 

Wiseman in 1961,  a number of other studies had been carried out to analyse  the  effect 

of  changes in public  expenditure .Prominent among them are the Musgrave and 

Rostow theory of public expenditure in which they argue that   at the early stages of 

economic development, the rate of growth of public expenditure will be very high 

because government provides the basic infrastructural facilities such as roads, 

electricity, water supply, health and education . These  investments undertaken by the 

public sector   are necessary to  launch the economy from the traditional  stage to the 

take off stage of economic development, but as the economy developed, public share in 

capital formation   declines over time (Musgrave and Musgrave, 2004). 

 The pure theory of public expenditure  propounded   in the 1950s by 

Samuelson, a United State economist was  particularly concerned with the allocation of  

resources between the public and private sectors. Samuelson assumed that there are two 

kinds of goods, namely, private good  and public good .  According to Samuelson  as 

cited in Edame and  Fonta (2014) ,public good is a good  whose consumption does not 

diminish  its availability to other consumers. They  are those  goods which all enjoy in 

common  and   each individual consumption of such goods leads to no reduction  in  

other individual’s consumption. This property is called  non-rivalry in consumption  . 

Samuelson further maintains that  there is rivalry in the consumption of private goods, 

and non-rivalry in the consumption of public goods. He further argued that  education 

is not a pure public good but  a social  service which yields direct and indirect benefits 

to the individuals, the society and the economy as a whole.. Given the important role 

education plays, it is argued that  its provision should not be left entirely in the hands of 

private sector  because private enterprises would increase the cost beyond the reach of 

common people, though private partnership is encouraged. 
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 These  theories will form the bases of  this paper  since they agreed long-term 

development  depends on  investment in  human capital, which manifests in the form of 

research, innovation and development in skills and knowledge (Lucas, 1988; Barro, 

1997). Education is a driving force for achieving sustainable change and development 

(World Bank, 2013).Education has a positive effect on improving the quality of labour 

force in the country. Thus a better educated labour force or human capital leads to 

increasing economic growth (Tamag, 2002) .Therefore government has an important 

role to play in ensuring adequate provision of education. According to Odusola (1998), 

the responsibility of funding education in Nigeria has solely been that of the public 

sector. Education is an expensive social service and requires adequate financial 

provision from all tiers of government to meet the needs of the education sector. 

  A number of  empirical  literature on the impact of  educational  expenditure on 

economic growth exist  throughout the world,  in the case of Nigeria, few  studies have 

been conducted. Some of these studies  concluded that  education  expenditure has 

significant and positive impact on economic growth, while others claimed otherwise.  

In the case of United States of America, Barro and Lee (1994)have provided evidence 

to support positive and significant relationship between education and economic 

growth.  The authors    used census and enrolment data to construct average years of 

schooling of adult population. The years of schooling variable was constructed for both 

men and women in primary, secondary and tertiary education and found a positive 

relationship between education and economic growth. Similarly, Lucas (1988), Romar 

(1993),  Grossman and Helpman (1991), Barro, (1994)  demonstrate that economic 

growth and education are positively related to each other.  

 Similarly in case of Latin American countries, Loening (2004) found  evidences 

of a bi-directional causality between public education expenditure and economic 

growth supporting the  Wagner’s law of increasing State Activity.  For countries like 

Colombia, Ecuador and Guatemala, they find evidences of causality directed from GDP  

growth rate to public education , also  supporting the  Wagner’s  hypothesis. Wasif  and 

Idrees (2013) have found that for Brazil, Mexico and Pakistan a strong bi-directional 

causality exists between public education expenditure and economic growth. The same 

is true   for Argentina and Chile . For Malaysia, Fidhizan et al (2012) investigated the 

relationship between  education expenditure  and economic growth using granger 

causality approach, The result revealed that public  education expenditure and  

economic growth are linked bi-directionally in the long-run. 

 Other studies have investigated the impact of   education expenditure and 

economic growth and reported  a negative relationship. For example, Devarajan et. al., 

(1996) using a sample of 140 OECD countries  and employed OLS estimation 

technique for the analysis, The result revealed that   expenditure on education has 

negative effect on economic growth. Kakar et al., (2011) on their study in Pakistan  
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found that there is no significant relationship between education and short-term 

economic growth. Similarly, Levin and Renelt (1992) found that the government  

expenditure  on education is not necessarily correlated with economic growth. Gutema 

and Mekonnen (2004) counteract by using endogenous growth model for 87 countries  

using annual time series data for the period 1985-2003 and employed OLS technique 

for the analysis. They found educational investment   had a significant impact on 

economic growth. 

  Jaoul (2004) investigated feedback relationship between education and 

economic growth by using Granger causality for  France and Germany using annual 

time series data for the period  1960-1990. They found that both education investment 

and educational institutions had a significant impact on economic growth. Afzal et al. 

(2010) acknowledged that education has positive long-run and short-run relationships 

on economic growth in Pakistan. Kui (2006) investigated the causality and 

cointegration between education and domestic product in China, using annual time 

series data for the period 1985-2005. The   result revealed that economic growth 

granger-causes government expenditure on education in China. The findings were 

consistent  with  the  studies  by Kui (2006), and Tamang (2011) for Taiwan and India 

respectively.  

 Baldacci et al. (2008) ) investigated  relationship between education and 

economic growth  for  120 developing countries from 1975 – 2000 using  panel data. 

The  result revealed   that there are positive relationships in the long-run between 

educational expenses and economic growth. A study by Jaoul (2004) analysed causality 

between education and economic growth in France and Germany at the time of Second 

World War. He  discovered  that education  had a statistically significant effect on 

Gross Domestic product in France whereas education did not have any crucial effect on 

economic growth in Germany.  

 Islam et al.(2007) analysed the relationship between education and economic 

growth in Bangladesh, using  annual time series data for the period 1976  to  2003.  The  

study employed multivariate causality test for the analysis.  The result revealed  the 

existence of bidirectional causality between education and growth rate in Bangladesh. 

  Kumar et al  (2016) examined the dynamics of  educational expenditure on 

economic growth in selected 14 major Asian countries  (Bangladesh, China, Hong 

Kong, India, Japan, Nepal, Pakistan, Malaysia, The Philippines, Saudi Arabia, 

Singapore, Sri-Lanka, Thailand and Turkey using panel data from  1973 – 2012 . The 

study employed Panel Vector error-correction model (PVECM) for the analysis and  

the result revealed  that education sector is one of the important determinants of  

growth  in all  14 major Asian countries.  

 Fidlizan et al. (2012) examined the long-run relationship and causality between 

government education expenditure and economic growth in Malaysia  for the period  
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1970-2010, using annual time series data.  The study used Vector Auto-regression 

(VAR) model for the analysis. The result revealed that education has a long-run 

relationship with economic growth. 

 On the  Nigeria scene, Dauda (2010) carried out an empirical investigation on 

the relationship between investment in education and economic growth in Nigeria, 

using annual time series data from 1977 to 2007. The  study employed Johansen co-

integration technique and error correction methodology. Empirical results revealed that  

a long-run relationship  exist between investment in education and economic growth. 

All the variables used including gross fixed capital formation and educational capital 

are statistically significant (except labour force). The findings have a strong implication 

on educational policy in Nigeria. The study recommended  that a concerted effort 

should be made by policy makers to encourage increase in educational investment in 

order to accelerate growth and  development. 

  Tsauni (2007) examined the causal relationship between education expenditure 

and economic growth  of Nigeria using  annual time series data  for the  period 1970 – 

2005 ,sourced from  CBN Statistical Bulletin and National Bureau of Statistics (NBS).  

The study employed Granger causality test. The  result  revealed that granger causality 

runs one-way from education expenditure to economic growth and not the other way.  

 Babatunde and Adefabi (2005) examined the causal relationship between 

education expenditure and economic growth  of Nigeria using  annual time series data  

for the  period 1970 – 2003, using  annual time series data ,sourced from  CBN 

Statistical Bulletin and National Bureau of Statistics (NBS).  The study employed   

Johansen cointegration technique and vector error correction methodology for the 

analysis. Their findings revealed  a long run relationship between education and 

economic growth. 

 Adebiyi and Oladele (2005) investigated the relationship between public 

education expenditure and defence spending in Nigeria using  annual time series data  

for the  period 1970 – 2004 ,sourced from  CBN Statistical Bulletin and National 

Bureau of Statistics (NBS).   The study employed the error correction mechanism and 

the vector auto-regressive (VAR) models and found a negative trade-off between 

defence spending and public education expenditure. The study did not examine the 

causal link between the various levels of education and economic growth.  

 Lawal and Wahab (2011)  also examined the relationship between education 

and economic growth in Nigeria using  annual time series data for the period 1980-

2008 The study employed  OLS estimation technique for the analysis .The result 

revealed  that education investments have direct and significant impact on economic 

growth in Nigeria. They therefore recommended that government at all levels should 

increase their funding on different segments of education in the country.  
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 Oriakhi and Ameh (2014), examined  the impact of education  on economic 

growth in Nigeria using annual data   for the period 1981 – 2012. The data for the study 

were sourced from CBN Statistical Bulletin, and  National Bureau of Statistics (NBS). 

The study employed  OLS estimation technique for the analysis. The result revealed  a 

long-run relationship between economic growth and government expenditure on 

education in Nigeria. 

 From the literature reviewed we noted that most of the previous studies used 

Ordinary Least Squares (OLS) estimation technique  which may not be adequate where 

the data are non-stationary as it results in spurious regressions and long-run relationship 

could not be ascertained. In addition , studies that examined the effect  of public 

funding of education   on national development  in Nigeria are  rare.  

 To bridge this gap, unlike previous studies that used OLS estimation technique 

which may yield spurious regression result, this study employed  cointegration and  

error correction model .To avoid spurious regression results. This study  carried out 

some  pre-estimation test such as stationarity test and cointegration test.  

 

Methodology     

 The methodological framework  of this study was  anchored on the endogenous-

growth model, called the AK model developed by Pagano (1993). This model makes 

growth of  output a function of stocks of capital, labour, human capital and 

productivity. Growth in this model is driven by technological change resulting from   

public and private  investments  in human capital. The endogenous  production function 

is expressed as in Equation [i] 

  

Y= A K
α
 L 

β
 H

 
…………………………………………….  [i] 

 

where  Y  is  the real output produced, K is an index of capital stock, L is an index of 

labour  input, H is  the stock of human  capital  and A is an index of technology or the 

technical coefficient, the coefficient   ᾳ , β ,
 
are the elasticity of output with respect to 

capital, labour and  human skill capital variables. 

The model was estimated using  error correction model  and  granger causality test. The 

data for  the  study  were obtained from    Central Bank of Nigeria Statistical Bulletin 

(2016) , National Bureau of Statistics(2016)  and  World Bank, United Nations 

Educational, Scientific and Cultural Organization (UNESCO). 

 

Model Specification 

The model for this study  was  adapted  from the work of   Oriakhi and Ameh (2014) 

with some modifications.  

The mathematical form of the  model  for this study is specified as in Equation [1]  
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RGDP = f(EDU,  HUK, LIT )  …… [1] 

 

where RGDP is the growth rate of real gross domestic product, taken as  a proxy for 

economic growth, EDU represents education   expenditure, HUK is human capital, 

taken as a proxy for  tertiary education enrolment  and LIT  denotes literacy rate. 

Disaggregating education expenditure into capital expenditure(CEE) and recurrent 

expenditure(REE), the  model can be re-specified  as in Equation [2] 

 

RGDP= f(CEE, REE HUK,LIT ) ……. [2] 

 

The econometric form of the model is expressed as in Equation [3] 

RGDP= βo +β1CEE+ β2REE + β2 HUK + β4LIT + µ………[3] 

 

where CEE is capital expenditure on education, REE  is  recurrent expenditure on 

education 

β’s are  the parameter estimate  and  µ  denotes the  stochastic error term.   

 A priori expectations: 

On a priori ground, we expect  CEE, REE, HUK, LIT>0, meaning  capital expenditure 

on education, recurrent expenditure on education,  human capital and  literacy rate are 

expected to impact positively on  economic growth. 

 

Results and Discussion  

Test for Stationarity 

Before  estimating the  error correction model, it is necessary to carry out some  

preliminary  test  such as  stationarity test and cointegration test. We used the 

Augmented Dickey Fuller (ADF) Unit Root  test proposed  by  Dickey and Fuller 

(1979) to investigate whether or not RGDP,CEE, REE ,HUK, and LIT are stationary. 

The results of the stationarity test are presented in  Table 1 below. 

 

Table 1: Stationarity Test  Results  

 

ADF calculated  in ( ) & ADF critical value 

Variable At level At 1
st
 

difference 

Order of 

integration  

Decision 

RGDP (-0.637) 

-2.960 

(-5.718) 

-2.963 

1(0) 

1(1) 

 Not Stationary 

Stationary 

HUK (-1.263) (-6.275) 1(0)  Not Stationary 
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-2.960 -2.963 1(1) Stationary 

LIT (-0.020) 

-2.960 

(-5.579) 

-2.967 

1(0) 

1(1) 

Not Stationary 

Stationary 

CEE (-3.253) 

-3.562 

(-6.141) 

-3.574 

1(0) 

1(1) 

 Not Stationary 

Stationary 

REE (-0.626) 

-2.960 

(-5.407) 

-2.963 

1(0) 

1(1) 

Not Stationary 

Stationary 

Source: Authors’ computation,  using  E-Views 7.0 

 

The results of the stationarity test above revealed that at 5%  the  time series data  for  

all the variables were non stationary at levels but became stationary after first 

differencing.  The calculated value of ADF were compared with the  ADF critical 

values   at  5% level.  Thus, the time series data were therefore found to be stationary  

at  the same  level.  These results suggest that the use of  error correction (ECM)  is 

appropriate  for the analysis.   

 

Co-integration Test Results 

Having established that the variables are stationary and  integrated in the same order as 

shown in Table 1 above, we proceeded to conduct  a co-integration  test to determine  

the existence or otherwise of a long run relationship among the variables. To this end, 

the Johansen co-integration test was used. The results obtained were analysed in Table 

2. 

 

Table 2: Co-integration Test Results 

Hypothesized 

No of CE(S) 

Trace Statistic 0.05%  

critical 

value  

Max-Eigen 

Statistic  

0.05%  

critical 

value  

None ** 50.024 47.10  35.648 22.07 

At most 1 * 19.427 15.68  21.459 10.67 

At most 2 *  14.642  12.41   15.343 5.05 

At most 3 2.124 3.76 2.251 3.76 

Source: Computed by the Researchers using E-Views (7.0) 

An examination of the above   results showed that   both the  trace test statistic  and 

max-eigen  value  indicate 3 co-integrating equations at the 5% level. As shown above, 

the calculated value of trace statistics  50.024, 19.427,  and   14.642 are greater than the 

critical values at  5% level. The result confirmed the existence of long-run equilibrium 

relationship among the variables in the  model . This implies that ECM is appropriate 

for the analysis.  

Table 3: 
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  Long-run Estimated  Results  

Variable Coefficient Std. Error t-Statistic Prob.   

C 77389.29 67489.57 1.146685 0.2628 

CEE 0.211231 0.175999 1.200186 0.2418 

REE 0.245356 0.085972 2.853900 0.0088 

LIT -95.10071 1260.920 -0.075422 0.9405 

HUK 2.202092 0.930981 2.365346 0.0012  

R-squared 0.878684     Mean dependent var 111659.9 

Adjusted R-squared 0.853410     S.D. dependent var 40408.33 

S.E. of regression 15471.19     Akaike info criterion 22.30820 

Sum squared resid 5.74E+09     Schwarz criterion 22.58844 

Log likelihood -328.6230     F-statistic 34.76603 

Durbin-Watson stat 1.970106     Prob(F-statistic) 0.000000 

Source: Computed by the Researchers using E-Views (7.0)  

The  long-run  results on the impact of  education expenditure on economic growth is 

presented on Table 3. In the long run, recurrent expenditure on education and human 

capital   have  significant influence on  economic growth. However, the capital 

expenditure on education  has a positive  and insignificant impact on real GDP per 

capita. The coefficient of literacy rate was found to be negative and insignificant. 

 

Table 4: Short-run Estimated Results 

 

Variable Coefficient Std. Error t-Statistic Prob.   

C 82993.91 138327.8 0.599980 0.5546 

D(RGDP(-1)) 0.645502 0.129015 5.003293 0.0001 

D(REE(-1)) 0.021310 0.049935 0.426754 0.6737 

D(CEE(-1)) 2.113325 0.464755 4.547176 0.0002 

D(HUK(-1)) -5.849314 2.722036 -2.148874 0.0429 

D(LIT(-1)) 692.6720 2586.645 0.267788 0.7914 

ECM(-1) 0.404478 0.145430 2.781264 0.0109 

R-squared 0.977717     Mean dependent var 432181.9 

Adjusted R-squared 0.971640     S.D. dependent var 171691.3 

S.E. of regression 28913.70     Akaike info criterion 23.58852 

Sum squared resid 1.84E+10     Schwarz criterion 23.91856 

Log likelihood -335.0336     F-statistic 160.8827 

Durbin-Watson stat 1.613178     Prob(F-statistic) 0.000000 
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Source: Computed by the Researchers using E-Views (7.0) 

 

Granger Causality Test 

In order to determine whether changes in one variable are a cause of changes in another 

variable, we employed the granger-causality test developed by Granger (1986). This 

method will help us to determine whether education expenditure granger- causes per-

capita GDP growth rate and vice versa. The result of the grange-causality is presented 

in Table 5. 

 

Table 5:Granger causality test results 

  Null Hypothesis: Obs F-Statistic Probability 

  REE does not Granger Cause 

RGDP 

28  85.6245  2.2E-11 

  RGDP does not Granger Cause REE  6.77148  0.00487 

  CEE does not Granger Cause 

RGDP 

28  0.27029  0.76555 

  RGDP does not Granger Cause CEE  1.29934  0.29199 

  HUK does not Granger Cause 

RGDP 

28  7.07335  0.00403 

  RGDP does not Granger Cause HUK  11.7186  0.00031 

  CEE does not Granger Cause 

REE 

28  3.62848  0.04270 

  REE does not Granger Cause CEE  1.31851  0.28701 

  HUK does not Granger Cause 

REE 

28  3.50471  0.04693 

  REE does not Granger Cause HUK  103.166  3.3E-12 

  HUK does not Granger Cause 

CEE 

28  1.83816  0.18173 

  CEE does not Granger Cause HUK  4.24442  0.02698 

Source: Computed by the Researchers using E-Views (7.0) 

 

From Table 5 above, based on F-test results (i.e. comparing the F-calculated with the F-

table at 5% level of significance), there is a strong evidence of  a bidirectional causality 

between  Real Gross Domestic Product (RGDP) and  recurrent expenditure on 

education expenditure(REE) . This validates the  Wagner’s Law of Increasing State 

Activities in Nigeria. Similarly, a bidirectional causality was  established between  

human capital and GDP growth rate in Nigeria, implying that   an increase in  human 
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capital development is capable of  enhancing economic growth in Nigeria. 

Furthermore, the empirical results also revealed a bidirectional  causality between  

human capital and  recurrent expenditure on education.. Similarly, a unidirectional 

causality was established between human capital and capital expenditure on education. 

This implies that   granger causality runs from  human capital to capital expenditure on 

education, implying that  human capital development results to economic growth of 

Nigeria. However, there was no  granger- causality arising from  capital expenditure on 

education  and  Real  Gross Domestic Product, thus inferring complete absence of 

feedback between  capital expenditure on education  and  Real  Gross Domestic 

Product. 

 

Discussion of Findings 

 The empirical  results of the impact of  educational  expenditure are presented in 

Tables 3 and 4. The results above showed that the model’s estimate is generally robust. 

An examination of  the regression  results above  shows that the overall  fit is 

satisfactory. The  R
- 

squared was 0.87 and its adjusted counterpart was  85 per cent. 

This implied  that  87 per cent of the systematic variation in the dependent variable was 

explained by the explanatory variable. The remaining 13% left unexplained was 

attributed to factors exogenous to the model but being taken care of by the error term 

(µ).  The  overall  significance of the model as captured by the F- statistics was 

statistically significant  at the 5% level since the F-calculated (34.7) exceeds the critical 

F-value(2.78). The  Durbin-Watson (D.W) statistic  ( 1.97) reported in the model   

indicated the  absence of serial autocorrelation. 

 Most of the variables conform to a priori expectations with the exception of 

literacy rate which was found to be negative and statistically insignificant. The result 

also revealed  that  recurrent expenditure  on education, total education expenditure  

and  human capital variables were statistically    significant. The variable representing 

literacy rate was negative and statistically insignificant, which is a reflection of low 

literacy rate in Nigeria. Furthermore, the capital expenditure on education, which is 

expected to stimulate economic growth even though was found to be  positive ,but 

statistically insignificant in the long –run, although significant in the short-run. This 

however could be explained by the trend of corruption, gross misappropriation of funds 

and also the problem of misuse of public funds, all of which could  account for 

insignificant effect   of capital expenditure on economic growth in the Nigeria. The 

findings of this study is consistent with the studies of Kui (2006) for  China, Fidlizan et 

al. (2012) for Malaysian economy and    Tsauni (2007) for Nigerian economy   on the 

same matter.  

 The result of parsimonious error correction model  was reported in Table 4.The 

lagged error correction term [ECM(-1)] included in the model to capture the speed of  
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adjustment towards the  long-run equilibrium was correctly signed (negative) .The 

estimated coefficient of ECM(-1) at  0.040 was highly statistically significant at the 5% 

level. Thus it will rightly act to correct any deviation of the RGDP from its long run 

equilibrium value.  It shows that 40% disequilibrium in previous years will be corrected   

in the current year. 

 

Summary and  Conclusion 

The paper  empirically  examined the impact of educational expenditure on national 

development of Nigeria using time series data for the period  1986 – 2015. Co-

integration  and granger-causality  techniques were used  for the estimation. From the 

empirical analysis, it was  discovered  that investment in  education  had a positive  

statistically significant effect on    economic growth of Nigeria. The results of the study 

suggest that a long run relationship exists between economic growth and education 

expenditure. The granger-causality test result revealed a bidirectional causality between  

Real Gross Domestic Product (RGDP) and   recurrent expenditure on education 

expenditure(REE) . This finding validates the  Wagner’s Law of Increasing State 

Activities in Nigeria. Similarly, a bidirectional causality was  established between  

human capital and recurrent  education expenditure in Nigeria, implying that financing 

education through increase in budgetary allocation is capable of  enhancing human 

capital development in Nigeria. This paper  concludes that  investment in education  is   

an engine of economic growth and development. Therefore, if   the country’s ambition 

of being one of the top twenty leading economies of the world by the year 2030 must 

be achievable; the education sector must be adequately funded to meet the international 

status.  

 

Recommendations 

Based on the findings, the following recommendations are put forward: 

Government should increase budgetary allocation to education. A handsome share of 

total expenditure of the government should  be directed to the education sector in order 

to provide the desired  skilled manpower  for the long term economic development of 

the country. To this end, the budgetary allocation to the sector which at present ,lies 

between 12-15% is considered inadequate to meet the  needs of the sector. Therefore, 

government should increase its budgetary allocation to the education sector from the 

present less than 15 per cent to  26 per cent  recommended by UNESCO. This will 

provide  adequate resources for the maintenance of decaying infrastructure, 

procurement of new equipment, building of libraries, laboratories, and  procurement of 

relevant teaching and learning materials. 
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Government should as a matter of urgency check mate the high level of corruption 

prevalent in educational sector to ensure that funds meant for the education sector are 

not diverted but judiciously appropriated.  

 The government, non-governmental organizations,  private sectors and other 

stake holders should give adequate attention to the education sector in terms of funding. 

The Nigerian government can also mobilize external resources through bilateral 

agreement with external bodies such as World Bank, United Nations Children 

Education Fund (UNICEF), among others. 

  In addition, the human capital should be developed through functional 

education by way of encouraging  in-service training and research initiative. Institutions 

for developing human resources should  be strengthened to produce the needed capacity 

for the overall  development of the country. 
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