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Abstract 

This study examines the impact of social spending on human capital development in Nigeria 

using secondary data on the quoted variables for the period 1980-2012. The regression results in 

many cases are broadly consistent with some empirical findings in the literature. The results of 

Augmented Dickey-Fuller (ADF) test conducted on the first difference of the variables, the null 

hypothesis of unit root is strongly rejected. Hence we can conclude that all the variables become 

stationary at their first difference order of 1(1). The co-integration test shows that there is a 

stable long-run relationship among the six variables. The regression result shows that 

expenditure on education and expenditure on health have positive impact on human 

development. And a decrease in mortality rate will bring about an increase in human 

development which conforms to the priori expectation as to the signs of the model parameters 

except per capita gross domestic product and school enrollment. Consequently, it was 

recommended that government should increase both health and education expenditure through 

the channel of human capital on economic growth which will have efficient effects on human 

development in the long run. 
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1 INTRODUCTION 
The importance of public expenditure on human development to the mainstream economists 

cannot be overemphasized and hence has been documented in the human development literature. 

To the mainstream economists, public education expenditures have been recognized as a key 

aspect of fiscal outlays in most developing countries of the world. The reasons put forward in 

defense of government involvement in education and health financing are not far-fetched. The 

traditional economic theories emphasize on sustained increase in gross domestic product (GDP) 

as a measure of development. But what is growth if it does not lead to utilization of human 

capabilities? Over  the  years,  there  have  been  several undebatable empirical evidence 

emanating from developed countries lending credence to a seemingly general  conclusion  that  

strong  positive  link  exists  between  social  spending  and human development (( Nabil, et al 

(2007) and Razim (2012)..  
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More importantly, public expenditure has been presumed to be unambiguously good for 

developing countries so as to make them strong. Recent research shows that sound education and 

health have a positive impact on human capital development in World Development Indicators 

(WDI) developing countries may be even stronger than in OECD countries if they invest in 

education and health sectors (OECD 2003). Overall, the OECD (2003) study results indicate that 

for every single year that the average level of schooling of the adult population is raised there is a 

corresponding increase of 3.7 percent in long-term economic growth. The conjecture that is 

underpinned that human capital development will not only increase efficiency and growth but 

will simultaneously increase employment opportunities. In addition, education is seen as a means 

to improve health and reduce fertility (Schultz (1999) and (2002); Strauss and Thomas (1995), 

Sen (1999)). This support for education among economists is matched by equal or greater 

enthusiasm among development policymakers (UNDP, 1990; World Bank, 2001). One example 

demonstrating the focus policymakers have placed on education and health is the major premises 

on which the eight Millennium Development Goals (MDGs) adopted at the United Nations 

Millennium Summit in September 2000 is based. 

 

The ensuing argument however, between government and general public lies on the potency of 

the Millennium Development Goals (MDGs) if any on human development.  It is against this 

background that the study set out to examine whether public social spending has brought any 

significant effects on human development in Nigeria. The questions that one is tempted to ask 

are: how does expenditure on education and health affect human capital development in Nigeria? 

How has per capita gross domestic product and mortality rate contributed to human capital 

development? To what extent has education contributes to human capital development? And 

finally, public social expenditure affects human capital development in Nigeria? Thus, the study 

intends to provide answer to these questions. Investigating this relationship is important when 

view from empirical standpoint which is always at variance with theoretical exposition.  

 

 

2 LITERATURE REVIEW 
While the empirical literature on public expenditure and human capital development is quite 

voluminous prominent examples are Noraina and Nur (2010) who assessed the effect of public 

social spending and human capital development on Malaysian economic growth using 

cointegration technique - bound testing approach developed within the autoregressive 

distribution lag (ARDL) framework. They found that there is a cointegration between economic 

growth and the explanatory variables i.e. investment, public social expenditure and human 

capital indicators. The results revealed two major conclusions; first, government expenditure in 

social services is important to human capital development and economic growth, and second, an 

increase in life expectancy and enrollment in tertiary level can help generate better human capital 

and contribute to economic development in the country.  

 

Lawanson (2009) took this study further by including both the health and education expenditures 

in her model. Her objective was to examine the role of human capital investment (proxy by total 

government expenditure on education and health) on economic growth in Nigeria. After 

regressing GDP on government expenditure on education, government expenditure on health and 

the enrolment rates, she found out that a clear relationship exists between human capital 

development and economic growth. 



  

Dauda (2010) made use of an adapted endogenous growth model developed by Mankiw, et al 

(1992) in the study of human capital and economic growth relationship in Nigeria using variety 

of analytical tools, including unit root tests, cointegration tests and error correction mechanism 

(ECM). She found that there is a long-run relationship among labour force, physical capital 

investment proxied by real gross domestic capital formation, human capital formation proxied by 

enrollment in education institutions and economic growth in Nigeria. 

 

Omojimite (2010) examines education and economic growth in Nigeria using granger causality 

test. The results show that is cointegration between public expenditure on education, primary 

school enrollment and economic growth. The test also revealed that there is bi-directional 

causality public recurrent expenditures on education and economic growth. No causal 

relationship was established between capital expenditure on education and economic growth 

likewise on primary school enrolment and economic growth. Adegoke, et al (2012) examine 

human capital development and economic growth in Nigeria using correlation found that 

investment in education and health has positive correction with economic growth and 

development. Conclusively, the study posits that formal education is highly instrumental and 

even necessary to improve the productive capacity of a nation. 

 

Ernest (2011), analyses the dynamic (direct and indirect) effects of government policy on 

education and its relation to the cyclical economic growth in the long run using integrated 

sequential dynamic computable general equilibrium (CGE) model and the result shows that the 

re-allocation of government expenditure to education sector is significant in explaining economic 

growth in Nigeria. Chude and chude (2012) investigate the effects of public expenditure in 

education on economic growth in Nigeria using Error Correction Model (ECM) and found Total 

Expenditure Education is highly and statistically significant and have positive relationship on 

economic growth in Nigeria in the long run. Carlos, et al (2006) examines government 

expenditure composition growth in Chile and their findings provide quantitative evidence 

supporting the hypothesis of the importance of public investment in achieving higher per-capita 

income in the long run.  

 

In other studies, Nonso (2012) study social spending human development in selected West 

Africa Countries adopting fixed effect partial adjustment model using ordinary least square. And 

outcome of the study shows that while health spending is significant in explaining human 

development in these countries both in the short and long runs, education spending is not. Marina 

(2013) evaluate the effect social spending on economic activity in South-Africa provinces using 

panel cointegration techniques and found that long-run relationship between social expenditure 

and economic growth for South African provinces is limited. Hence, longer-term economic-

growth powers seem not to be well suited to the provincial level in South Africa. Also, that 

expenditure on social development and other social expenditure contribute to provincial 

economic growth in the short run.  

 

In conclusion, from the examination of different studies on impact of public social spending on 

human capita development it is cleared that expenditure on education and expenditure on health 

are crucial and have positive relationship with human capital development. Hence, every country 



should invest in education and health which in turn bring about human capital development and 

in the long-run economic growth. 

 

  

3 METHODOLOGY 

The study uses secondary time series data from the period 1980-2012. Data are extracted from 

the World Bank’s World Development Indicators’ website and Central Bank of Nigeria (2009) 

“Statistical Bulletin Nigeria. HDI values are from the UNDP Human Development Report for 

various years. The study uses the ordinary least square to estimate the parameters after 

Augmented Dickey-Fuller (ADF) test and Johansen cointegration test has been used to test for 

stationarity and to check if there is cointegration among the variables which is a prerequisite 

when working with time series data. 

 

Model Specification 

As stated earlier, from the perspective of classical economic theory, human capital considers 

labour as a commodity that can be traded in terms of purchase and sale. This classical theory 

very much focuses on the exploitation of labour by capital.  However, unlike the traditional 

meaning associated with the term “labour”, human capital development refers to the knowledge, 

expertise, skill, and health one accumulates through education, training and health care. 

Endogenous  growth  theory economists  have  stressed  the  fact  that  improvements  in  

national  productivity  can  be linked to a faster pace of innovation and investment in human 

capital. The proponents of endogenous growth have stressed the need for government and private 

sector institutions to  invest  massively  in  health  and  education  so  as  to  nurture  innovation,  

and  provide incentives  for  individuals  to  be  inventive. The  model  of  this  study  is 

developed  following  the  study  by  Baldacci  et  al  (2004)  and  Granado,  Gupta  and 

Hajdenberg (2010). Also, the model was adopted in the study of Naraina (2010) assessing the 

effect of public social expenditure and human capital development on Malaysian. The model is 

framed in the following form: 

 

HCD = f(EXPEDU, EXPHT....................................................................................1 

 

Where HCD is human capital development; EXPEDU represent expenditure on education 

and EXPHT represent expenditure on health. Referring to the above model, this study tries to 

look at the government expenditure on education and government expenditure on health as one 

of the factors that influence the human capital development. In addition to the dependent 

variables are per-capita gross domestic product, mortality rate and education using tertiary 

school enrollment as a proxy for education and mortality rate as a proxy for health respectively. 

Re-specifying the model in order to suit the case of Nigeria, hence, the model was adjusted by 

adding per capita gross domestic product, mortality rate and education to it. Thus the model is re-

framed in the following form: 

 

HCD= f (EXPEDU, EXPHT, PCGDP, MOR, EDU)………………………………..2 

 

 This model is tested to determine factors that contribute to human capital development as 

shown below: 

 



InHCDit = Inβo + β1InEXPEDUit + β2InEXPHTit + β4InPCGDPit + β5InMORit + 

β6InEDUit + μi……..…………………..……………………………………………………..3  

 

βodenotes the intercept term,  HDIitis the human development index as a proxied for 

human capital development, and EXPEDUit represents expenditure on education, EXPHTit is the 

expenditure on health, PCGDPit is per capita gross domestic product, MORit is the mortality rate, 

EDUit is education and μit is the stochastic error term. β1, β2,β3, are unknown slope parameter to 

be estimated.  

 

 

 

 

 

 

4 INTERPRETATION OF RESULTS  

 

Regression of a non-stationary time series data on another non stationary time series may cause a 

spurious regression or nonsense regression. That is, they may indicate a relationship between 

variables which does not exist.  Since a spurious regression is not desirable, thus testing for 

stationarity is a prerequisite when working with time series data. 

All the series are examined for stationarity using the Augmented Dickey-Fuller (ADF) test and 

the results are summarized in Table 4.1. 

 

Table 4.1 Augmented Dickey-Fuller (ADF) Unit Root Test 

 

Variabes Adf (statistics) Level of significance 

HDI -6.22 I(1) 

EXPEDU -2.71 I(1) 

EXPHT -4.48 I(1) 

PCGDP -2.41 I(1) 

MOR -2.00 I(1) 

ENROL -4.03 I(1) 

Source: Authors Computation, 2015 
Note: ADF is at 5% level of significant 

 

As illustrated in table 4.1 the test shows that all the variables are not stationary in their levels at 

5% level of significance. Hence, we take the first difference of the variables and see if they 

become stationary. We can also determine the order of integration of the variables in the process. 

Looking at the results of ADF test conducted on the first difference of the variables, the null 

hypothesis of unit root is strongly rejected. Hence we can conclude that all the variables become 

stationary at their first difference order of 1(1). 

 

Cointegration test 

 

The stationarity test results presented previously indicate that all the variables are not level 

stationary. This suggests that regression based on the level variables may produce an unreliable 



outcome. However, the Granger representation theorem states that it is possible for non-

stationary variables to produce a stationary relationship if they are co integrated. This would 

imply that there is a meaningful long run relationship among the variables.  

Thus, in this study we used the method established by Johansen (See Johansen, 1991) to carry 

out the cointegration test.  

 

 

 

 

 

 

 

 

 

Table 4.2 Johansen Co-integration Test Result 

Date: 05/11/15   Time: 21:36   

Sample (adjusted): 1982 2012   

Included observations: 31 after adjustments  

Trend assumption: Linear deterministic trend  

Series: ENROL EXPEDU EXPHT HDI MOR 

PCGDP   

Lags interval (in first differences): 1 to 1  

     

Unrestricted Cointegration Rank Test (Trace)  

     

     

Hypothesized  Trace 0.05  

No. of CE(s) Eigenvalue Statistic 

Critical 

Value Prob.** 

     

     

None *  0.689013  125.4863  95.75366  0.0001 

At most 1 *  0.624664  89.27818  69.81889  0.0007 

At most 2 *  0.535262  58.90022  47.85613  0.0033 

At most 3 *  0.409842  35.14552  29.79707  0.0110 

At most 4 *  0.360006  18.79721  15.49471  0.0153 

At most 5 *  0.147912  4.962018  3.841466  0.0259 

     

Source: Authors Computation, 2015     

 Trace test indicates 6 cointegrating eqn(s) at the 0.05 

level 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values  

 

A cursory glance at the above table reveals that the null hypothesis of no cointegrating equation 

is rejected by the test. That is co-integration among the variables. Trace test indicates six 



cointegrating equation at the 5 percent level. In other words, there is a stable long-run 

relationship between them and so we can avoid both the spurious and inconsistent regression 

problems which otherwise would occur with regression of non-stationary data series. 

 

 

 

 

 

 

 

 

 

 

 

Estimated Long Run Model 

Table 4.3 Summary of Estimated Long Run Model; 

Dependent Variable: HDI   

Method: Least Squares   

Date: 05/11/15   Time: 21:41   

Sample: 1980 2012   

Included observations: 33   

     

     

Variable Coefficient   Std. Error  t-Statistic   Prob.   

     

     

C 0.541049 0.135249 4.000388 0.0004 

EXPEDU 4.83E-07 1.83E-07 2.641726 0.0136 

EXPHT 1.53E-08 1.75E-07 0.087289 0.9311 

PCGDP -5.37E-05 1.89E-05 -2.840597 0.0085 

MOR -0.000687 0.001025 -0.670125 0.5085 

ENROL -0.000407 0.000291 -1.395641 0.1742 

     

     

R-squared 0.877446     Mean dependent var 0.425152 

Adjusted R-squared 0.854751     S.D. dependent var 0.033085 

S.E. of regression 0.012609     Akaike info criterion -5.745799 

Sum squared resid 0.004293     Schwarz criterion -5.473707 

Log likelihood 100.8057     Hannan-Quinn criter. -5.654249 

F-statistic 38.66226     Durbin-Watson stat 1.095162 

Prob(F-statistic) 0.000000    

     

Source: Authors Computation, 2015     

 

*Results are prepared on the basis of estimation conducted by author with the help of E-views 



The above estimated output shows the long run relationship among the variables. Three 

explanatory variables - expenditure on education, expenditure on health and mortality rate - 

conform to the a priori expectation as to the signs of the model parameters except per capita 

gross domestic product and school enrollment. The coefficient of determination, R
2
 = 0.877 

indicates that changes in all the explanatory variables account for about 88% of the changes in 

HDI. In other words, the model explains 88% of the changes in HDI. The F-value also, passed 

the significant test at the 1% significant level. Thus, we do not accept the null hypothesis (that 

the model is not significant) and conclude that the overall regression is significant at 1% level of 

significance. In other words, we do not accept the null hypothesis that all the coefficients are 

zero which implies that R
2
 is significantly different from zero. The goodness of fit is statistically 

significant and as such the model explained the relationship between human development and 

the various explanatory variables over the sample period 1980-2012. 

Since increased health and education expenditure will improve labor productivity and increase 

the supply of work force and as the results increase productivity and economic growth that this 

variable growth is as important components of human development index. On the other hand 

increasing health expenditure is reducing mortality and increasing life expectancy, so by these 

channels it can be said that government health expenditure is effective on human development. 

Indeed, healthy people may have longer life and also can work better with higher production rate 

and more educational opportunities is granted for him since he is a rather educations cost to treat 

costs. All these have effects on the components of the human development index and causes 

promotion to the index.  

 

The estimated coefficients of this model indicate that government health expenditure, 

government expenditure on education and reduction in mortality rate have positive impact on 

human development in the long-run. This implies that health and education expenditure through 

the channel of human capital on economic growth has efficient effects on human development in 

the long run. 

 

5: Conclusion 

This study examines the impact of social spending on human capital development in Nigeria. 

This study adopted the use of the following variables: Expenditure on education (government 

expenditure on education), Expenditure on health (government expenditure on health), Per capita 

gross domestic product which is the ratio gross This study has utilized the data on the quoted 

variables for the period 1980-2012 to address important issue in area of social spending and 

human development in Nigeria. The regression results present in chapter four have also shown 

that the results we obtain are robust under estimation technique adopted. The results in many 

cases are broadly consistent with the theoretical expectations and also with some empirical 

findings in the literature. The results of ADF test conducted on the first difference of the 

variables, the null hypothesis of unit root is strongly rejected. Hence we can conclude that all the 

variables become stationary at their first difference order of 1(1). The co-integration test shows 

that there is a stable long-run relationship among the six variables and so we can avoid both the 

spurious and inconsistent regression problems which otherwise would occur with regression of 

non-stationary data series. The regression result shows that expenditure on education and 

expenditure on health have positive impact on human development. And a decrease in mortality 

rate will bring about an increase in human development which conforms to the a priori 



expectation as to the signs of the model parameters except per capita gross domestic product and 

school enrollment. 
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