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Abstract 
This paper examines the pattern of government expenditures and its effect on 

the unemployment problem in Nigeria. Data on government capital 

expenditure were examined which revealed a bias in favour of the provision of 

social infrastructure to the relative neglect of ‘directly productive’ investment. 

This spending behaviour on the part of government has partly accounted for 

the worsening unemployment problem in Nigeria. The paper is of the view 

that government priority in allocating resources should be reversed by 

allocating more to direct productive investments. 

Introduction 

Before Nigeria became politically independent, the nature and dimensions of the unemployment 

problem was less appreciated, as statistical data relating to unemployment were scanty and unreliable 

(CBN, 1999 P.171). It was common at that time to regard all those who were not in distributive trade, 

arts and crafts, government service, etc, as being gainfully engaged in agriculture (Edgar, 1974). Then 

the unemployment problem was unpopular or simply unknown. Today the unemployment problem has 

commanded a great deal of attention both in government, academics and in the public arena. It now goes 

beyond a mere shortage of job opportunities or the underutilization and low productivity of those who 

work for long hours. It includes the growing divergence between inflated attitudes and job expectations 

and the actual jobs available in urban and rural areas (Todaro, 1977: 199). 

Following the postulates of the Keynesian output growth model, government has seen its 

expenditure as a crucial component of the aggregate output of the economy. Though Keynes’ (1936) 

treatise was in reaction to the Great Depression which swept through Europe in the 1930s, it has formed 

the main stream upon which much of present day macroeconomic analysis derives its position and the 

bedrock upon which development policy rests in many less developed countries 

The Keynesian theory postulates that national output and employment are determined by the 

level of aggregate demand for the goods and services, which an economy has the potential to produce at 

any point in time. Keynesian theory posits that the actual level of national income attained at any point in 

time may not necessarily be equal to the full employment level of national income. In other words there 

are times when there is a discrepancy between a ‘potential’ national output and the actual level of 

national output. This will depend according to Keynes, on total aggregate demand at that time. The 

discrepancy between actual and potential national output will represent the level of unemployment at that 

time. If for example, at the present the consumption and investment remain fixed, then the only way to 

increase aggregate demand is for the government to increase its total expenditures. 

Keynes’ remedy for unemployment therefore is to increase government expenditure or to adopt 

policies that will encourage private investment. Though the relevance of the Keynesian formulation has 

been criticized on several grounds, government expenditure still remain one of the main fiscal policy 

measures adopted in a wide variety of less developed countries including Nigeria. This paper is an 

attempt to analyze the relationship between the pattern of government expenditure and unemployment in 

Nigeria. The remainder of the paper is organized into three sections. In section one, the pattern of 

government expenditure since 1970 is discussed. Section two, discusses the unemployment problem as a 

consequence of the pattern of government expenditure while section three, concludes the paper. 

Pattern of Government Expenditure From 1970-1995 

The overall pattern of government expenditure that emerges over the years is guided by the 

aspirations or objectives of the government. These objectives are spelt out at various times by 

government in the various plan documents. A brief survey of such goals guiding public expenditures is 

presented before discussing the pattern. 
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From the First to the Fourth National Development Plans of the Federal Republic of Nigeria, the 

main macroeconomic objectives of government are clearly stated (Ekuerhare, 1996:58). These include 

high rate of economic growth, rapid industrialization of the economy, increased production of food for 

domestic consumption and a reduction in the unemployment problem. Other objectives are: a more 

equitable distribution of incomes among persons, and increased diversification of the economy. 

The First and Second Development Plans had economic growth as the overriding objective. The 

thirty-month civil war, which ended in 1970, interrupted the execution of the First Plan. During the war, 

government policy thrust was to prosecute the war. At the end of the war, the Second Development Plan 

was prepared. It had economic growth and reconstruction of the war -damaged areas as major objectives 

(see Second National Development Plan 1970-74). 

In the Third Plan the following are the main objectives: An increase in per capita income, 

reduction of unemployment, balanced development, even distribution of income; and diversification of 

the economy. Economic growth was still the most important of all the goals in the plan. Price stability 

was also becoming important because the reconstruction activities that succeeded the civil war pushed up 

government spending thereby fuelling inflation. 

The strategy with regard to income distribution was for government to provide subsidized 

facilities for the poorer sections of the population (Todaro, 1976). Electrification of both rural and urban 

areas, health care delivery services, transport and communication and general community development 

programmes all became areas of priority. Government believed that the provision of these basic needs 

will constitute a more practical means of income distribution than other measures. In this regard Bienen 

(1983: 17) noted that almost all observers of Nigeria agree that interregional income differentials have 

been more important than interpersonal ones and that income differentials per se have been less 

contentious in Nigerian political life than disparities in endowments of schools, roads, health services and 

the like. 

Bienen (1983) has also argued that spending targets in Nigeria were often established without 

systematic analysis of the relationship of goals to each other. Three main objectives namely: economic 

growth, unemployment and even distribution of resources have featured prominently in the First, Second 

and Third Development Plans discussed earlier. It can be observed that the goal of equitable distributions 

of income may conflict with those of growth and unemployment since distribution of income focuses 

more on consumption rather than investment. 

The objective of even - development fuelled the agitation for and the eventual creation of many 

states since 1967 out of the previous four regions. The fragmentation of the country into states 

engendered the transfer of more revenue from the central government to the states. This phenomenon 

again influenced the pattern of government expenditure. 

The methodology adopted in this study is descriptive analysis of historical data on government 

capital expenditures. Data on government expenditures for 1973/74 through 1980 and 1985, through 

1995 were collected from the Central Bank of Nigeria publications for those periods under review. The 

classification of the expenditures by the Central Bank enables us to divide them into two groups namely: 

The ‘directly productive’ capital expenditure and the ‘social’ capital expenditure. Under the former we 

have expenditure on agriculture and natural resources, manufacturing, mining and quarrying. 

Expenditures on social infrastructure such as education, transport and communication, health and 

housing fall under the ‘social’ expenditure group. The rationale for this categorization is to enable us 

bring out a clear picture of the priority of government in its spending behaviour. 

From Table 1 below, the total capital expenditure on agriculture in the budget year 1973/74 was 

$441 million. It increased to $1174 million in 1975/76 budget year, declined in 1976/77 to $490 million 

and rose again to $1142 the following year. In 1980 the total capital expenditure for this subsector stood 

at $1436 million. The corresponding figures for manufacturing are 1461 million, 14320 million, 14621 

million, $11,418 and $42,663 respectively. The combined figure for both manufacturing and agriculture 

i.e. the ‘directly productive’ sub sectors were 14102 million in 1973/74, $4434 million in 1975/76, $1711 

million in 1976/77 and $13,099 million in 1980. Within the same period ‘social’ expenditure accounted 

for the following: transport and communication in 1973/74 was $4154 million; in 1975/76, it was $4948 

million in 1976/77, $11,801 million and $12,349 million in 1980. Capital expenditures on transport and 

communication alone exceeded the total capital expenditures on the ‘directly productive’ sub-sectors 

except in 1980. The share of social expenditures i.e. both community service and other social services 

including education and health are 1450, million in 1973/74,141.,012 million in 1975/76, 141,126 million 

in 1976/77 and in 1980 it was 142,45 6 million. All these figures are derived from Table 1. The trend in 

the years reported above, reveals that government spent a larger share of its resources on the provision of 



social goods and a smaller proportion on directly productive investments. 

 

The picture becomes clearer when reported in percentage terms. Agriculture and manufacturing 

accounted for 11.3% of total capital expenditures in 1973/74 fiscal year whereas transport and 

communication, education, health and housing accounted for 26,5% in the same year. From Table II 

below, agriculture and manufacturing accounted for 12%, 13% and 26.3% in the respective years 

1975/76, 1976/77 and 1977/78. In 1980, they jointly accounted for 29.1%. In these years the 

corresponding percentage share of education, health, transportation and communication, housing and 

other social services combined are 47.5%, 54.9% and 34% respectively. In 1980 they jointly accounted 

for 45.1%. These data exclude figures for defence expenditures, which are also non-productive 

expenditures. 

 

 

Table 1: Capital Expenditures ol the Federal Government 1973/74 - 1981 ) in NM. 
 

1973/74 1975/76 1976/77 1977/78 1980 (12 Months) 

General Services 199 1,085 1,059 1,126 1,502 

Defence 91 455 455 563 667 
Other 108 698 704 563 837 

Community Services 10 221 505 567 1,383 

Housing 9 167 263 202 603 
Water Resources 1 27 221 276 717 

Others 1 27 21 89 63 

Social Services > 40 791 621 349 1,073 
Education 30 750 568 294 926 

Health 10 41 53 59 147 

Economic Services 276 1,555 2,672 3,469 5,981 

Agriculture 41 174 90 142 436 

Power 21 113 160 207 533 

Manufacturing, Mining and 

Quarrying 61 320 320 1,418 2,663 
Transport and Communication 154 948 1,801 1,702 2,349 

Transfers 242 479 475 428 715 

External Financial Oblig. 5 172 58 4 224 
Loans on-lent to states 237 307 417 424 491 

Capital 767 4,131 5,332 5,939 10,654 

Less amount reserve 
    

-1,552 

Total 767 4,131 5,332 5,939 
 

9,102 
Source: Compiled from CBN various issues and Bienen (1983). 
 

Table 11: Capital Expenditures of the Federal Government 1973/74-1980 % 
 

1973/74 1975/76 1976/77 1877/78 1980 12 Months 

General Services 26.8 26.3 19.2 19.8 14.1 
Defence 11.9 8.4 8.5 9.5 6.3 

Others 14.1 16.9 13.2 9.5 7.8 

Community Services 1.3 5.4 9.5 9.5 13.0 

Housing 1.3 4.0 4.9 3.4 5.7 
Water Resources a/ 0.7 4.2 4.6 6.7 

Others a/ 0.7 0.4 15 0.6 
Social Services 5.2 19.2 11.6 5.9 10.1 

 



 

The trend of government capital expenditures in the 1970s also continued in the 1980s. 

Agriculture and manufacturing accounted for N866 million in 1984 whereas the corresponding figure for 

that year for social capital expenditure was N973 million. This trend continued in succeeding years. In 

1986, the directly productive sector accounted for 14912.5 million whereas the social capital expenditure 

was 14858.0 million. In 1988 the corresponding figures were Ml,426.2 million for the directly productive 

sector and M2,194.3 million for social capital expenditure. These figures are obtained from various 

issues of the Central Bank of Nigeria Annual Report (1973— 1980). 

Table III below presents estimates on capital expenditures of the federal government from 1985 

to 1995. Between 1985 and 1990 government planned expenditures on the ‘directly productive.’ sector 

consistently stood above planned expenditures on ‘social goods’. In 1985 and 1987, government planned 

to spend 22.36%, 36.47% and 17.16% respectively, of total expenditure on the ‘directly productive’ 

sector. The corresponding figures for the ‘social sector’ were 7.31%, 19.08% and 12.2%. Government 

planned expenditure on the ‘directly productive’ sectors for 1990, 1991, 1992 and 1993 represented 

11.85%, 8.50%, 9.47% and 18.70% of the total government expenditures. The corresponding figures for 

the ‘social goods’ sector stood at 13.7%. 11.33%. 13.06% and 29.45% of total planned expenditure. In 

these four years expenditures on social goods consistently stood above expenditures on ‘directly 

productive sector. 

From the table above, it is clear that government in the last three decades or so has concentrated 

on the provision of social goods to the relative neglect of agriculture and manufacturing. Several factors 

accounted for this trend. The advent of huge resources from crude oil sales placed an ease on the ability 

of government to spend. The creation of states and the need to provide infrastructure, biased government 

in favour of spending on social overheads. The desire to reduce illiteracy in Nigeria gave birth to the 

universal primary education scheme which took tremendous funds from government. Again the hurry 

over the building of a nonmetal Federal Capital territory necessitated the allocation of enormous 

resources to social expenditures 
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Education 3.9 18.2 10.6 5.0 8.7 
Health 1.3 1.0 1.0 0.9 1.4 

Economics Services 36.6 37.6 50.1 58.4 56.1 

Agriculture 5.3 4.2 1.7 2.4 4.1 
Power 2.7 2.7 3.0 3.5 3.0 

Manufacturing, Mining 

and Quarrying 8.0 7.8 1.6 23.9 23.0 

Transportation and 

Communication 20.0 2.9 33.8 28.6 22.0 
Transfers 31.3 11.6 8.9 7.2 6.7 

External Financial Oblig. 
0.6 4.2 1.1 0.1 2.1 

Loans on-lent to States 30.9 7.4 7.8 7.1 4.6 

Total 100.0 100.0 100.0 100.0 100.0 
Less Amount Reserved     -14.6 

Total 100.0 100.0 100.0 100.0 85.4 

a/ Negligible amount. Source: Bienen (1983) 
 



 

 

Pattern of Government Expenditure and Unemployment 

It has been argued that social infrastructure are necessary ingredients for the averred 

development of the economy (Scott 1970). This view takes for granted that there will be a stream of 

private and government demands for productive investment, which will utilize the infrastructural 

facilities. It is the availability of such productive investments that provides the base upon which the 

economy’s job creation relies. It also provides the tax base upon which government derives its tax 

revenues. 

In Nigeria the investment sector is weak and dominated by foreign firms and government. The 

business policies of foreign firms may not necessarily coincide with the social demands of the society. 

Job creation is not a priority to the firms. 

 

Table III above shows the trend in unemployment between 1985 and 1995. From the table 

above, it is observed that more and more people are unemployed over the years. While we hold the 

view that investment today will generate more jobs tomorrow, the reverse seems to be the case in 

Nigeria. Investments have increased over the years but unemployment still persists. 

Consider the Keynesian preseription of increase in government expenditure as a remedy to 

unemployment. An increase in government expenditure cannot automatically guarantee an increase in 

aggregate demand in the long run and then eliminate unemployment. It has to do with the nature of the 

additional expenditure. Expenditures on the provision of social goods, which do not lead to the direct 

production of further goods and services, will not lead to an increase aggregate demand in the long run. 

In the short run, aggregate demand will increase but very shortlived. Consider the construction of a 

Table III: Federal Government Budget Estimates Capital Expenditure 1985-1995 (%) N Million 
Group One 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 
Agriculture And 

National 
985.4 892.5 363.1 595.7 981.5 1758.6 551.2 763.0 

1820.0 2800.1 4691.7 

Resources 15.12% 16.38% 7.67% 5.62% 10.55% 14.00% 04.2% 04.7% 9.78% 9.03% 10.66 
% 

Manufacturing, 471.8 1094.0 452.0 994.4 529.8 729.5 561.9 751.4 1659.3 4313.6 7103.3 
Craft, Mining, 

Quarrying 7.2% 20.0% 9.0% 9.39% 5.69% 5.81% 04.2% 4.3% 8.92% 13.91% 16.14 
% 

Sub-Total 1457.2 1986.5 817.1 1590.1 1511.3 1488.1 1113.1 1614. 3479.3 7113.7 117940 
 22.36% 36.47% 17.16% 15.0% 16.26% 11.85% 8.50% 4 18.70% 22.94% .0 
        9.47%   

26.80 
% 

Group Two 
 

Transport & 

Communication 
240 
3.68% 

516.1 
9.47% 

375.1 
7.88% 

703.7 
6,66% 

683.8 
7.35% 

877.4 
6.98% 

353.4 
2.70% 

625.3 
3.91% 

1436.7 
7.72% 

1293.5 
4.17% 3800.3 9.63% 

Education And Health 
180.7 
2.77% 442.0 8.11% 

139.1 
2.92% 

281.8 
2.66% 

221.9 
2.38% 

331.7 
2.64% 

289.1 
2.20% 

384.1 
2.4% 

1563.0 
8.4% 

2405.7 
7.76% 

3307.4 
7.51% 

Housing 
56.2 
0.88% 81.2 1.49% 69.5 1.46% 

239.4 
2.26% 

273.4 
2.94% 523.4 4.16% 

840.5 
6.42% 

1079.9 
6.75% 

2468.2 
13.26% 

2683.6 
8.65% 

-7.9% 

Sub - Total 
476.9 
7.31% 

1039.3 
19.08% 

583.7 
12.2% 

1224.9 

11.0% 
1 178.8 

12.6% 
1732.5 
13.7% 

1483.0 
11.33% 

2088.3 
13.06% 

5477.9 
29.45% 

6382.8 
20.58% 

7107.7 
16.15% 

Total Budget For Year 
6516.4 5445.9 4759.4 10588.6 9297.1 12555.6 130858.4 15975.9 18600.0 31000.00 44007.00 

Source: 1. Central Bank of Nigeria Statistical Bu 

1 % calculated by Author from CBN 1999 

letin, 1999, 

Table III: Registered Unemployment in Nigeria Professionals and Executives 1985-1995 

Year Old Registration Fresh Registration 
1985 1234 2038 

1986 2295 2329 

1987 2116 10917 

1988 9031 3646 

1989 10287 2545 

1990 6436 2853 

1991 10253 2073 

1992 21324 744 

1993 100,234 6880 
1994 27191 657 

1995 31202 1259 

Source: CBN Statistical Bulletin, 1999. 
 



highway from one place to the other. While the construction progresses workers are recruited and 

wages paid to them. As soon as the project is completed, the workers are usually dropped, sending 

them back to join the army of the unemployed. Usually such workers were attracted by high wages 

offered by the construction firms from their farms. At such points, going back to the farm would be out 

of it, rather, they would prefer to remain unemployed or move to cities to join their friends and 

relations. Since most of such construction firms are expatriate firms, their resources are usually not 

reinvested in the domestic economy. Thus the initial expenditure on the highway project has little 

multiplier effect. Even in the short run, while the construction is in progress and the workers receive 

wages, their incomes would be used to purchase imported goods. This does not increase ‘real’ 

aggregate demand and employment. The multiplier effect of this hypothetical project is therefore 

minimal and so it is with the expenditures as social goods and services. In this circumstance, 

government expenditures hardly generate any increase in aggregate demand and hence the Keynesian 

model breaks down. 

But government expenditures on directly productive ventures will increase aggregate demand 

not only in the short run but also in the long run. It creates jobs directly in the short run and even after the 

construction periods. Local inputs are also utilized thereby increasing demand for such inputs. In this 

manner aggregate demand and employment will increase. It will be wrong therefore to say that all forms 

of government expenditures including expenditures on directly productive investments will not generate 

increases in aggregate demand and employment as critics of Keynes would want us to believe. 

Consider the following table, which is due to Biemen (1983). 

 

The table above reinforces our earlier analysis on government investment in education, transport 

and other social services was much more than in the productive sub-sectors i.e. agriculture and 

manufacturing. The heavy educational expenditures created un-presenlcd educational opportunities. The 

outputs of the expanded education institutions could not get suitable places to work, as there was no 

corresponding expansion in the industrial and agricultural sectors. From Table III above and the analysis 

in Section I it is clear that the oil windfall of the 1970s and 1980s was used to finance the provision of 

social goods while less funds were allocated to agriculture and manufacturing. The unemployment of 

today is therefore a direct consequence of the priority of government in allocating resources between 

social goods production and directly productive investment. 

 
Concluding Remarks 

The literature on the unemployment problems of the less developed countries is vast. The 

classical/Keynesian and related literature emphasized the relationship between government investment 

and employment generation. Though the theoretical plausibility of those models cannot be denied, their 

practical relevance in the less developed countries has been questioned. However government activities 

particularly through fiscal actions affect economic activity. This article examined the pattern of 

government expenditure particularly since the advent of crude oil. Guided by the broad policy objectives 

of economic growth, equitable distribution of resources etc. government spent a disproportionately large 

share of its resources on the provision of social goods and services including the building of a Federal 

Table IV: Distribution of Federal Expenditure for Selected Categories 
 

Second Plan Allocation Actual 

Investment 

1970-74 

Third Plan 

Allocation 
Actual 

Investment 

1975-78 
 

(Percent of Total) (Percent of Total 
 

Agriculture 6 5.2 6.6 2.5 

Manufacturing - - 19.0 14.0 
Power 8.1 8.4 5.0 3.0 

Transport & 

Communication 37.7 29.3 27.5 28.1 
Education 8.8 8.9 7.5 10.9 

Source: Bienen (1983:54) 
 



Capital Territory. The expenditures on social goods denied the directly productive sectors necessary 

funds for expanded investment. Since incomes are low, private investment in industry cannot adequately 

cope with the problem of unemployment. 

The character of private foreign investment and government investment in social overheads 

which are urban biased created a drift from the rural farms to the urban areas for paid employment which 

are usually not there. This calls for a proper balance between expenditures on directly productive 

investment and expenditures on social goods and services if the unemployment problem is to be checked. 

References 

Bienen, Henry (1983): Oil Revenues and Policy Choice in Nigeria. World Bank Staff Working Papers 

No. 592. 

Central Bank of Nigeria: Annu.al Reports and Statement of Accounts. Various Issues. 

Central Bank of Nigeria: (1999) Statistical Bulletin. 

Edgar O. Edwards (1974): Employment in Developing Countries. Report on a Ford Foundation Study. 

Columbia University Press. 

Ekuerhare, B.U. (1996) Studies in Pattern and Problems of Industrial Accumulation in Nigeria. Lagos: 

Van Hurst Nigeria Limited. 

Keynes, J. M. (1936): General Theory of Employment, Interest and Money. London: Macmillan. 

National Development Plans. First (1962-68), Second (1970-74), third (1975-80) and Fourth (1981— 85) 

Editions. Central Planning Office, Federal Ministry of Economic Development, Lagos. 

Scott R. Pearson (1970): Petroleum and the Nigerian Economy. Stanford: Stanford University Press. 

Todaro, M.P. (1976): Internal Migration and Economic Development: A Review of Theory, Evidence, 

Methodology and Research Priorities. ILO, Geneva. 

Todaro, M.P. (1977): Economics for a Developing World. Longman: London. 

 


