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Determinants of Non Debt Government Expenditure in
Nigeria:

1970-2003

Abeng, Magnus Okoi

This paper is an empirical attempt to situate and examine the trend in tne growth and

Structure of non-debt government expenditure in Nigeria. The objective is to elicit the
determining factors driving non-debt expenditure growth profile, and by implication the
growth of gross domestic product (GDP) in Nigeria. The study found a continuous downward
. vement, compared with allusions of increasing size of govermment expenditure as
measured by the expenditure to GDP ratio. Econometric analysis indicated the existence of
positive relationships and high sensitivity of total non debt expenditure to population growth,
gross domestic product, total revenue and political activities, but an inverse relationship with
inflation rate. The paper recommended the diversification of the revenue base of the economy,
injection of capital investment, strengthening the tax mechanism as well as the deliberate
formulation and implementation of policies that would engender expenditure on social and
community services with a view to improving ‘the " iing standards of the people and fostering

growth and development in the process.

Keywords: Government expenditure, Economic development.
JEL Classification numbers: E62, H50

L. Introduction

Public expenditure theories evolved out of the perceived failure of market
economy to efficiently and equitable allocate economic resources for social
and economic infrastructure development, This failure necessitated the
emergence of :lfare economics (state intervention in economic activities)

' Abeng is an Assistant Economist in the Research and Statistics Department, Central Bank of Nigeria. I
am dgreatly indebted to Mr. C.N.O. Mordi, Dr. A. Englama, Musa Abdulahi and colleagues of the Research
and Statistics Department, Central Bank of Nigeria for their insightful comments on the paper.
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leading consequently to the rapid expansion of the government sector, and
by implication, growth in public expenditure. The extent of this
intervention vary from country to country over time and is often
denominated by such indices as the nature of public goods provided, size of
the public sector, its surplus and deficits and the amount of revenue raised.
As the public sector size continued to grow relatively, the need for an
appropriate mechanism that would ensure efficiency in resource allocation
arose. In order to fill this perceived gap, the budget, which contains a
package of public expenditure plan and tax legislation of the government
for the year, readily came to be a veritable tool for controlling, monitoring
and relating government expenditure plans to policies of finance and
taxation.

Unfortunately early pubic finance theorists perceived the budget as an
administrative process and, thus, confined discussions to the taxation side
only while the public expenditure aspect was grossly discounted. Hence,
significant discussions in the management of public expenditure did not
emerge until 1883 when Adolph Wag~-r, a German economist, postulated
what later came to be regarded by public sector economists as the law of
public expenditure. This seminal work of Wagner marked the watershed
and provided the building blocks and basis upon which subsequent
empirical and theoretical studies on the subject of government expenditure,
based on time series data, were to be undertaken.

Government expenditures are usually broadly categorized into recurrent
and capital expenditures. The former, according to Lacey (1989},
corresponds to government's purchase of current goods and services
(labour, consumables, wages and salaries, etc) while the latter uld ideally
include not merely investments in infrastructure (roads, schools, hospitals,
etc.) but also all other expenditures that might contribute to development.
In other words, while the recurrent expenditures refers to financial outlays
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necessary for the day-to-day running of government bhusiness, the capital
expenditure refers to investment outlays that increase the assets of the
state. These categorization, however, are not mutually exclusive but are
indeed inter-linked. For instance, while capital expenditure gives rise to
recurrent expenditure in most ¢ s through the operational and
maintenance costs of completed capital projects, the amount available for
investment is a function of not only the size of revenue but also the amount
that goes annually into the running of government.

In recent times, however, commentaries as well as studies on government
expenditure have gained popularity especially given the widespread
acceptability of democratic governance with its attendant concepts of
transparency and accountability. Premchand (1993) attributed this
development largely to the persistent fiscal crises that have plagued several
countries, the growing disparity and imbalance between revenue and
expenditures and the consequent fiscal deficit that is generally financed by
sources that tend to be inflationary. He added the emergence of democratic
governance and the financing of government expenditure by heavy external
borro ng as some other reasons that might have generated interest in this
segment of the public finance.

Though literature on government expenditure in Nigeria is extant, only a
relatively small fraction of this had taken cognizance of the subject matter
of this paper: the determinants of non-d¢ t govi 1ment expenditure.
G ernment expenditu consists of recur nt and capital expenditure
components. While the recurrent expenditure consists of goods and
sel ces and interest payments, capital expendit :consists of expens  on
infrastructures and other similar faci es that enhance grc h and
development. Non-debt (goods and services) government expenditure, as
used in this paper, refers to the total government expenditure less interest
payments and capital repayments and amortization on both external and
domestic debts. This diametrical shift in approach makes the study a
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seminal work in this direction for Nigeria. The extraction of the interest
payments component from the total government expenditure is aimed at
highlighting the underlying structural factors that influence government
expenditure in Nigeria aside from the bourgeoning interest payments on
loans. The decomposition of government expenditure is also intended to
elicit the driving factors as well as indicate the direction of government
expenditure which would form the basis for the recommendation for
expenditure switch to more productive and growth-oriented sectors, if need
be.

Preceding studies had been observed to have mostly used data from the
1970s and 1980s while apparently, only very few studies had covered the
1990s decade. This study also intends to extend the frontier and scope of
data series to the 1990s decade. The significance of this period is
underscored by the fact that, not only does it remain substantially
unexplored in public ..aance research, but also witnessed the restoration of
yet another democratic governance in Nigeria.

To achieve these objectives, the paper adopted an econometric approach
using the error correction technique as well as ratio analysis to establish the
behaviour of government expenditure in the absence of debt service. The
time series data was tested for stationarity and cointegration with a view to
ascertaining their long term equilibrium relationship. It is intended that
emerging results from the analysis would be benchmarked against
conclusions of earlier government expenditure studies on Nigeria as well as
similar studies on other countries. The public expenditure framework
adopted in the paper corresponds with the “development state” concept in
which the state assumes the responsibility of fostering economic
development through expenditure in infrastructure, support for firms,
exports and production in general as well as providing the regulatory
infrastructures as against the “minimal” (private initiative) and “welfare”
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(government} states. This is informed by the level of development of the
economy, which typifies many less developed countries which plays
significant developmental roles in addition to their primary core
governmental responsibilities.

The rest of the paper is organized as follows: following the introductory
section is section II, which examines the theoretical framework and reviews
the literature. While section Il considers the structure of non-debt
government expenditure vis-a-vis its ratio to GDP, section IV identifies the
determinants of non-debt government expenditure. Section V presents the
model on determinants of non debt government expenditure as- :ll as the
methodology adopted. The empirical result of the findings and = licy
implications form the focus of section VI and VII - 1ich 3~ b concludes the

paper.

II. Theoretical Framework and Literature Review

Over the years, the size, structure and growth of government expenditure
have grown tremendously and come increasingly complex. Not only has
recent political developments engendered expenditure growth, the
challenge of raising additional and identifying alternative sources of
revenue tome the ever increasing needs of governance have made it more
imperative to take a more focused look at government activities, especially
its expenditures.
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The ratio of recurrent expenditure to GDP, which stood at 1.04 per cent in
1970, declined to a trough of 0.001 per cent in 1996 and 1997. For the first
six years of the review period, the share witnessed sharp deceleration even
though it remained above the non-debt capital expenditures ratio. Further
analysis of the trend indicated that apart from 1975, 1980 and 1987 when
the ratios recovered from their preceding levels, the non-debt recurrent
expenditure had maintained a consistent downward movement throughout
the review period. The witnessed deceleration was an indication of the low
impact of government recurrent expenditure on the overall economic
activities especially, as most of the expenditures were highly import based.
The share of recurrent expenditure to GDP was probably significantly
positive between 1970 and 1973 because much of government expenditures
were on locally produced good and services, which have less import
components but high multiplier effect on the economy.

Generally, it would be noted that the ratios as depicted in the above figure
exhibit high volatility and marked spikes in the first half of the review
period before cor  >rging gradually, thereafter. This development could be
attributed to the fact that despite the revenue fortunes from the crude oil
sales, which empowered government to embark on the implementation of
the indigenisation decree as well as expansion of government
administrat’ : machinery, growth in GDP, was accounted for by factors
other than growth in non-debt capital expenditures. It is also a pointer to
the deleterious impact of debt service component of government
expenditure on GDP growth, which had significantly exploded nominal
government expenditures over the years.

Another adducible reasr - is Nigeria government's inherent tendency to
embark on massive capital projects which were not only poorly planned but
subsequent abandoned resulting in loss of huge resources. The few
completed ones  came colossal liabilities as they were managed at heavy
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The data showed that the ratio of the share of recurrent expenditure claims
on total expenditures fell from a peak of 7.0 per cent in 1970 to a trough of
0.01 per cent in 1998. Overall recurrent expenditures recorded a sharp
downward movement between 1970 and 1980 when it moderated, declining
thereafter at a marginal rate for the rest of the period. The share of capital
expenditure in total expenditure, on the other hand demonstrated an
upward trend, rising from a dip of 1.5 per cent in 1971 to about 3.0 per cent
in 1974. This appreciable development was occasioned by government's
resolve to rehabilitate and reconstruct infrastructure destroyed during the
civil war. It is also a reflection of high public sector capital formation,
accentuated by the execution of the Third National Development Plan and
buoyed by increased revenue from oil boom of the era.

The ratio of capital expenditure to total expenditure, which maintained an
average rate of 0.9 per cent in the revie period, witnessed a gradual but
continuous decline throughout the remaining period except for 1986 when
it shot up to about 1.0 per cent. This fall was a reflection of the Structural

ljustment Programme (SAP) adopted by the government, its resolve to
limit capital expenditure to the completion of on-going viable projects only
and the deliberate policy to encourage industrial and agricultural sectors.,
The glut and subsequent plummeting of international oil prices, which
negatively impacted on government revenue, further contracted capital
expenditure.  Nevertheless, Ajakaiye, (2003), however, observed an
appreciable increase in gross capital formation during this sub period owing
largely to the activities of the erstwhile Petroleum Trust Fund (PTF) and the
massive construction' rkin Abuja as the new seat of government.

If e regard recurrent expenditures as non-productive and capital
expenditures as productive expenditures, according to Piana (2001}
classification, it would be observed that the non-productive component
claim on total expenditure grew at 1.2 per cent as against the productive
component's growth rate of about 0.9 per cent. This fact further
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substantiates the allusion of weak productive base of the economy during
the review period. Jumare (2002) and Ogiogio (1995) explained that a
declining expenditure-GDP relationship is an indication that the Nigerian
economy has an extremely weak productive base. Ogiogio added that in the
absence of current investment expenditures, the economy does not have its
own impetus to support growth while previous investment did not seem to
create productive capacity to propel future growth.

The observed growth in non-debt expenditure to GDP ratio, as mirrored in
the analyses above, is a worrisome development and poses serious
challenges to growth and development against an expectation that for a
country that is seeking economic growth, the reverse would have been the

case.
IV. Determinants of Non-Debt Government Expenditure in Nigeria

It was stated in section two that Wagner's law used historical antecedents to
derive the path of government expenditure, taking into cognizance only the
long-term forces as the major determinants that affect changes in public
expenditure. However, there are a plethora of short-term factors that
influence government's tendency to increase or decrease expenditure. Some
of these factors, which are exogenously determined, ranged from the
political will of the state to other variables (other than economic) such as
past choices, bureaucracy, culture and social.

Changes in population growth, according to Musgrave and Musgrave (1989),
generate changes in age distribution and this trend is reflected in
expenditure for education as well as care for the aged. Population growth is
a major and dominant contributory factor to the growth of expenditure as
government policies are geared towards narrowing, as much as possible, the
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gap between social and economic services with population gr¢ th. The
provision of schools, hospitals and other social amenities necessarily has to
grow with population. As a corollary, urbanization according to Bhatia,
(1967) implies a much larger per capita expenditure on civic amenities.
Population mobility, leading to growth of cities results in demand for
additional social facilities as well as ex¢ s further pressure on the available
amenities. While recognition should be given to how changes in technology
impinge on the mix of public and private goods in both the capital and
consumer goods sector, Musgrave (1969) suggested that allowance should
also be made for the political, cultural and social factors that determine the
environment in which budget policy operates and affect the underlying
value judgments the political class attached to them. The dividing lines
bet :enthese categories of economic conditioning and social forces are not
clear neitherare 1eywhollyindependent of each other.

V. The Model and Methodology

The Model

An attemnpt is made in this section to provide an explanation for the size and
structure of non-debt government expenditure in Nigeria using an
econometric model. In order to avoid the problems of double counting
coupled with the prevalence of wide data gaps in state government
expenditure profiles, the federal government expenditure data series were
used in the estimation as they tend to portrz a better measure of total
government spending. The model adopted in the study is a multivariate one
where total non-debt expenditure is modelled as a function of total revenue,
gross domestic product, population and inflation (as represented by CPI).
The political dummy variable was introduced to capture the impact of
political activities on government expenditure. The model draws
considerably from empirical orks as summarized in the literature revie
The estimated model is presented below with positive apriori expectation
for all the variables as:
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LTEX = f(LTRE, LCPI, LPOP,LGDP,DPOL, )................... (1)
where

LTNDX = Logarithm of total non-debt expenditure
LTRE = Logarithm total revenue

LCPI = Logarithm of Consumey Price Index

LPOP = Logarithm of population

LGDP = Logarithm of Gross Domestic Product

DPOL = Dummy of political activities

£, = errorterm

The Statistical Bulletin, and the Annual Report and Statement of Accounts of
Central Bank of Nigeria served as the main source of data except for
population figures which were sourced from the Federal Office of Statistics
Annual Abstract of Statistics (several editions).

Methodology

Due to non-stationarity properties of all the series at l¢ I, the co-
integration analysis was used and the long-run dynamic error correction
mechanism was employed to obtain the long-run dynamic relationship
between the total non-debt government expenditure and the included
variables. The Engle - Granger two-step approach was adopted to determine
the co-integrating relationship among the variables as :l as the estimation
of the long-run relationship using the Ordinary Least Squares (OLS)
technique.

Since the estimation of equation (1) by OLS may lead to spurious results if
variables are found to be non-stationary, we will take a step further to
determine the relationship by assuming that total expenditure is influenced
by a vector of factors yt, such that

TNDX = Y et (2)
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Table 1
Unit Root Test Statistics
Variable | ADF test statistic| McKinnon Order of Number of
Critical values . lags
(%) Integration
LPOP -3.957661 -3.6576 (1%) I(1) 1
LTRE -4.473171 -3.6576 (1%) I(1) 1
LCPI -3.792838 -3.6576 (1%) I(1) 1
LINDX -3.531535 -2.9591 (5%) I(1) 1
-3.515964 -3.6576 (%) ) 1
LGDP

Long Run Non-Debt Government Expenditure Model

Table 2 shows the result of the long run model estimated after specifying
the determining variables. The OLS result showed that in the long run, the
independent variables were able to explain the variation in the growth of
non-debt government expenditure in Nigeria during the period under
review. This assertion is affirmed by the R-squared and the adjusted R-
squared of 97.2% and 96.7%, respectively, which are a reflection of the
importance and statistical significance of the explanatory variables
indicating the sensitivity of non-debt government expenditure to these
variables in Nigeria. In addition, all the independent variables have their a
priori theoretically predicted signs except CPI and TRE. In general, the
model demonstrates a good fit as reflected in the probability of the F
statista..
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independent variables. The statistical significance, a priori expectations
and other considerations guided the reduction strategy to achieve the
parsimonious model. In terms of determining the degree of influence, the
parsimonious model showed that all the variables explained the variation in
the expenditure size and growth in the Nigeria economy.

Table 3
Short Run Over parameterized Government Expenditure
model
Dependent Variable: Total Non-Debt Government Expenditure
(7LTNDX)
Sample: 1970 2003; Included observations: 31
Variable CoefTicient Std Error t-Statistic F.u0.
C 0.035216 0.186349 0.188479 O.8528ﬁ
LTNDX(-1) 0.053779 0.221512 0.242781 0.8117
LTNDX(-2) 0.407°78 0.205963 1.980300 0.0677
LGDP 0.87. 5.6 0.563834 1.547325 0.1441
LGDP(-1) 0.027308 0.626809 0.043566 0.9659
LGDP(-2) 0.387222 0.708583 0.546473 0.5933
LTRE -0.220484 0.301889 -0.730346 0.4772
LTRE(-1) 0.216525 0.288716 0.749958 0.4657
LTRE(-2) -0.184178 0.343585 -0.536048 0.6003
LCPI -1.077853 0.746839 -1.443220 0.1710
LCPI(-1) 0.265890 0.572732 0.464249 0.6496
LCPI(-2) -0.914584 0.620328 -1.453270 0.1682
LPQP 2.346425 1.292529 1.815376 0.0909
LPOP(-1) 2.180530 1.554498 1,402723 0.1825
LPOP(-2) 1.991967 1.509778 1.319377 0.2082
DPOL 0.339591 0.160324 2.118152 0.0525
ECM2(-1) -0.943892 0.231044 -4.085337 0.0011
R-squared 0.829335 Schwarz criterion  1.107839
Adjusted R-squared | 0.634289 F-statistic 4.251996
Durbin-Watson stat | 2.4098%0 Prob. (F-statistic) 0.004716

The decline in the Schwarz Information Criterion (SIC) from 1.11 in the over
parameterized model to 0.50 in the parsimonious model is an indication
that a reduction in the model enables parsimony to be achieved. The over
parameterized model presented in table 3 indicated that the policy impact
of the variables on expenditure policy in the short run is significant. The
coefficients of all the variables had their a prioritheoretical signs and were
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generally statistically significant except for inflation and total revenue. This
suggests that while a rise in all other variables would : ore up non-debt
government expenditure, total revenue and inflation rate would have an
inverse impact on expenditure growth.

Table 4
Short Run Parsimonious model of non lebt governmer -
expenditure

Dependent Variable: Total Non Debt Government Expenditure {?LTNDX)
Sample: 1870 2003; Included observations: 31 after adjusting endpoints
Variable Coefficient std. Error t-Statistic Prob.
C -0.116557 0.086532 -1.346983 0.1923 |

LTNDX({(-2) 0.333408 0114410 2.914140 0.0083
LGDP 0.496959 ..278273 1.785869 0.0886
LTRE(-1) 0.290518 0.135628 2.142026 0. 41
LCPI -0.659948 0.351845 -1.875677 0.0747
LPOP 2.982800 1.003130 2.973493 0.0072
LPOP(-1) 3.162543 0.976745 3.237840 0.0039
LPOP(-2) 1.983304 1.070370 1 R52915 0.0780
DPOL 0.334440 0.137859 2..25963 0.0244
ECM2(-1) -0.926919 0.139666 -6.636668 0.0000
R-squared 0.797733 Schwarz criterion 0.502309
Adjusted R-squared [0.711047 F-statistic 9.202554
Durbin-Watson stat [2.366847 Prob. (F-statistic) 0.000016

VL. Estimated Result

Table 4 shc ed that total revenue is both rightly signed and highly
significant, indicating the strong impact the variable exert on government
expenditure. Thus, a percentage increase in government revenue could
potentially expand gc¢ :rnment expenditure by as much as 29 percent. This
result accentuates Peacock and Wiseman hypothesis of government's
inherent tendency to spend once revenue is available and rightly mirrors the
expenditure behavior of the Nigerian economy. GDP was also found to h: :
statistical significance and rightly signed explaining about 49 per cent of the
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changes in non debt government expenditure, confirming the ap plicability
of the vanguard work of Wagner in Nigeria which postulated that the need
for regulation increases in tandem with growth in GDP (economic activities),
thus raising total expenditure in the process.

The result also indicates that demographic factor (population) is an
important determinant of public expenditure exerting a direct, strong,
positive and significant relationship with the level of non debt government
expenditure. This is in agreement with the a priori expectations that the
relative size of the population exert a positive influence on total
expenditure especially since poor countries like Nigeria, on the average,
tend to have much larger proportions of th "~ population in the younger age
(dependent) bracket. The estimated result suggests that a rise in population
would shoot up government expenditure outlays by the provision of social
amenities and other welfare programmes. This implies that per capita
expenditure would rise only if total expenditure rises faster than
population, the chances of which are very slim in developing coun” ‘es with
high population growth as Nigeria.

The result also indicates that inflation rate, even though statistically
significant is not a good explanatory factor in the direction and size of
-expenditure in Nigeria over the sample period which is contrary to the
prediction of Aghelvi and Khan (1978). The domestic price level in the
economy, as proxied by the CPI, showed a negative coefficient.

Also the positive coefficient of the lagged value of non debt expenditure
showed the expansionary effect of the incidence of past expenditure level
on the current levels especially in Nigeria where the incremental budgeting
system is the practice. The past expenditure levels displayed a direct and
significant positive impact on current expenditure by as much as 33 per
cent, The dummy representing political activities in the country was also
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found to be rightly signed and statistically significant asw L. Consequently,
the election periods are estiruated to have increased the expenditure profile
of government by as much as 33 per cent.

The coefficient of the error correction term ECM (-1), which is an indication
of the speed at which expenditure adjust to changes in the long run and the
existence of long run equilibrium relationship between government
expenditures and the determining variables, is not only negative b~ also
highly significant. This means that actual expenditure and long run value of
expenditure is corrected by a factor of 0.9 every year, i.e. a fast adjustment
speed of about 90 per cent

VII.  Policylmplications and Conclusion

Policy Implications

Taking into cognizance the huge expenditure outlay " government on one
hand and the growing incidence of poverty and wealth inequality in the
country on the other, it is inevitably imperative to investigate the underlying
determinants of non debt government expenditure expansion in Nigeria if
rational policies are to be formulated and implemented. This paper
investigated the effect of some variables on the expenditure behavior of the
country. It applied an error correction model in establishing the validity and
dynamics of the theoretical underpinnings that sought to explain thesi :of
the public sector in Nigeria. The empirical results affirmed that expenditure
is quite sensitive to the influence of population, inflation, gross domestic
product (GDP), government revenue and political activities in the country.

Aninstructive finding from the analysis was the positively signed and} - th
significant impact of the lagged variable of total expenditure on ¢-—ent
expenditure. In this direction, the creation of “Price Monitoring and Due
Process” in the award of government contracts in the Budget Office of the
Ministry of Finance is highly commended. This does not only have the
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potency to drastically prune down government expenditure level but also
reduce, to a large extent, the transmission impact of the past expenditure
levels on current expenditure. There is, however, the need to pass into law
the « 1bling Financial Appropriation Act to sanitize and enthrone financial
probity in the three arms of government. Secondly, government's persistent
recording of large fiscal deficits pose real threats to the stability and growth
of the economy. Excessive budget deficits could lead to a combination of
inflation, exchange rate crises, internal and external debt overhang as well
as high interest rate in the economy. Deficits could be reduced by cutting
down on expenditure, without compromising the funding of key
expenditure programmes for growth and poverty reduction, complemented
by tax reforms to increase revenue. This would free more funds for
developmental projects as well as the provision of social and economic
infrastructures, which are the building blocks for any meaningful
development. In the interim, transparency in governance and fiscal
discipline should be the key watch words of government.

Another finding from the study is the antithetical relationship between non-
debt government expenditure and the movement in the general price level in
the economy. Anecdotal evidence suggests that the delay in the payment for
government contracts had informed contractors building in inflation factor
“inflation expectation” in the costing of government purchases, hence,
increased expenditure. However, the negative relationship suggest that the
inflation factor, though positive, may have been offset by other factors in
government contracts. Nevertheless, government resolve to achieve single
digit inflation rate for the economy is a significant policy thrust given its
pivotal and influential role in the attainment of stability of other
macroeconomic aggregates and as a WAMZ criterion for economic
integration. Suffice to note that the relationship between inflation and
government expenditure has been found to be bi-directional. For instance,
while Egwaikhide (1997), as cited by Akpokodje (1998) observed
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government monetary and fiscal policies as positively influencing the
general price level, which in turn affect the credibility of the government,
Aghelvi and Khan (1978) in their study observed that domestic price level
tends to increase government expenditure faster than revenue, resulting in
budget deficits.

Another instructive finding is the strong correlation between population
and expenditure. The result implies that changes in bo... the absolute size
and age structure of population exert pressure on government expenditure.
For instance, while the under 15 age bracket call for schools and health
services, the over 60 years require medication and pension programmes. If
the rising trend in expenditures is to be curbed, there is need for the
formulation and implementation of deliberate population policies that
would moderate population growth, thereby increasing the per capita
expenditure. This would improve the productive capacity of the economy as
more social and economic infrastructures are provided. Currently studies
indicate that both population and GDP grow at the same rate of 2.8 per cent
in Nigeria. This is worrisome for a nation aspiring to develop and grow. This,
of course, should be complemented by improving the literary or educational
level, especially on reproductive health, of the populace as a means of
cutting down on the rapid growth of population. The Domestic Debt Office
in its 2002 Annual report revealed that Nigeria's budget for education and
health were twice lo :r than debt service. This unfortunate development
need to be reversed because the development of the social and economic
infrastructure still remains the bedrock for developmentinar economy.

The influential role of revenue in government expenditure confirms a priori
expectation and, consequently, calls for a deliberate government policy to
diversify the revenue base as well as improve on revenue generation from
sources other than oil, espe ally taxes. The tax mechanism, as it is
currently, is weak while the institution needs to™ strengthened and
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adequately equipped for the proper implementation of tax rules and
regulations. This would drastically eliminate the high incidence of tax
evasion and avoidance prevalent in the country.

The political activities in the economy were also found to have a positive
impact on non-debt expenditure as indicated by the rightly signed and
positively significant political dummy variable. This finding is quite in
tandem with the study by Premchand (1993) who attributed growth in
government expenditures to the enthronement of democratic governance.
Democratic governance is an expensive practice not only in the conduct of
elections but also in the building and maintenance of democratic
institutions and infrastructure. Currently political activities are heavily
funded by the government. It would free a *ot of resources for government
use if an alternative funding for political activities and programmes are
sought.

Conclusion

The paper set out to investigate the determinants of non-debt government
expenditure using an econometric model, the error correction methodology.
Analysis from the estimated equation suggests that while gross domestic
product, total revenue, population and political activities can potentially
spur up non-debt government expenditure, the sensitivity to changes in
inflation rate was inverse. Worthy of note is the fact despite the numerous
reasons often advanced in favour of government intervention, this does not
necessarily and sufficiently provide a guarantee that the society will benefit
from such action. The paper argued that expenditure reduction should not
be the primary pursuit of government rather government spending should
be channeled towards productive activities with multiplier and positive
externality eff ts on the economy, enhancing and promoting growth and
development in the process. The commitment of a higher proportion of
government expenditure to recurrent expenditure, while capital
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expenditure are residuals or left over adversely affect capital formation and
economic growth.
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