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Abstract 

This study examines the effect of government social expenditures on unemployment in Nigeria from 1990 to 2022. 

Using the Vector Error Correction Model (VECM) method to analyse both the short- and long-run effects, the 

results revealed that population growth had a significant positive impact on unemployment, while education 

expenditure showed a positive but insignificant effect. Conversely, health and infrastructural expenditures 

demonstrated negative impacts on unemployment, suggesting that investment in these areas contributes to reducing 

unemployment. Based on these findings, it is recommended that policymakers increase public investment in the 

health sector and infrastructure. This could involve expanding healthcare infrastructure, enhancing funding for 

medical training programmes, and improving healthcare delivery systems. Furthermore, the government should 

prioritise and scale up infrastructure development projects, such as road construction, public transportation 

systems, and urban development initiatives. These projects have the potential to stimulate job creation across 

various sectors, including construction, maintenance, and management, thereby addressing unemployment and 

fostering economic development. 
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Introduction  

Unemployment remains a persistent challenge faced by nations globally, with its adverse effects particularly 

pronounced in developing economies such as Nigeria. For policymakers aiming to foster inclusive and sustainable 

economic growth, understanding the factors that influence unemployment—especially fiscal policy instruments like 

government spending—is crucial. As Nigeria grapples with persistently high unemployment rates, the need to 

examine how government spending impacts job creation becomes imperative (Adebayo et al., 2020). Samuel (2022) 

argues that increased government spending can act as a catalyst for economic activity and job creation. In the 

Nigerian context, this assertion calls for a closer investigation into how public expenditure can be strategically 

deployed to address unemployment. Recent research has emphasized the importance of targeted public spending in 

addressing specific deficiencies within the labour market (Okonjo, 2022), underscoring the need to align 

government expenditure with the unique characteristics of the Nigerian job market to achieve meaningful results. 

A major structural issue confronting Nigeria's economy is its heavy reliance on oil revenues, which exposes the 

country to external shocks. In the face of these economic vulnerabilities, fiscal policies—particularly public 

spending—serve as critical tools for steering economic outcomes (Adebayo, 2020). However, the effectiveness of 

government expenditure in addressing unemployment remains uncertain, given the multifaceted challenges of the 

Nigerian labour market. These challenges include skill mismatches, inadequate infrastructure, and a rapidly 

expanding population, all of which compound the complexity of the unemployment issue (Sanusi, 2020). Such 

hurdles necessitate a comprehensive analysis of how government expenditure can alleviate unemployment in 

Nigeria. 

Existing studies have explored various aspects of government spending and its impact on unemployment. For 

example, Adewale and Adejare (2017), Oladipo and Abubakar (2017), Musa and Adesina (2018), and Olawale and 

Adekunle (2018) investigated the sectoral composition of government expenditure and its effects on unemployment 

in Nigeria. Similarly, Eze and Udo (2021), Oladeji and Oni (2017), and Yusuf et al. (2018) examined the structural 
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composition of public spending concerning unemployment. However, these studies have largely overlooked the 

socioeconomic composition of government expenditure. This study seeks to fill that gap by uniquely examining the 

effects of government expenditure on education, health, and infrastructure on the unemployment rate in Nigeria. 

Literature Review 

Theoretical Review 

The classical theory of unemployment, championed by economists such as Adam Smith and David Ricardo during 

the 18th and 19th centuries, is rooted in laissez-faire economic principles. This theory posits that the labour market 

naturally achieves equilibrium, where the supply of labour equals the demand for labour. According to this 

perspective, wages are determined by the intersection of labour supply and demand, ensuring that anyone willing to 

work at the prevailing wage rate will find employment (Fitzgerald, 1998). Unemployment, in this framework, is 

seen as either temporary or voluntary, arising from individual choices or the natural adjustments of the market. 

A significant departure from classical economic thought emerged in 1936 with the Keynesian theory of employment, 

introduced by John Maynard Keynes in his seminal work, The General Theory of Employment, Interest, and Money. 

Keynesian economics challenged the classical view, particularly its inability to explain the prolonged 

unemployment experienced during the Great Depression (Ogujiuba and Cornelissen, 2020). Keynes argued that 

economies could remain stuck in a state of persistent unemployment due to insufficient aggregate demand. Unlike 

the classical assertion that wages and prices adjust quickly to restore full employment, Keynes highlighted the 

rigidity of wages and prices during economic downturns. 

Keynes further contended that falling aggregate demand leads to reduced production and widespread 

unemployment. To address this, he advocated for government intervention through fiscal policies, such as increased 

public spending, to stimulate demand and foster job creation (Dornbusch et al., 2011). This marked a paradigm 

shift, emphasizing the role of proactive government action in mitigating unemployment and stabilizing the economy. 

Keynes's theory forms the theoretical foundation of the present study because it is related to how government 

expenditure can serve as an intervention to influence socioeconomic outcomes. 

Empirical Review 

Oladeji and Oni (2017) investigated the impact of government capital expenditure on unemployment in Nigeria, 

using data from 1998 to 2016 obtained from CBN and NBS. ECM analysis revealed a positive relationship, with 

government capital expenditure affecting unemployment differently across sectors. The findings highlighted the 

need for targeted investment in capital projects that could stimulate employment. The study recommended a 

strategic allocation of funds to capital projects that have the potential to create sustainable job opportunities and 

foster economic growth. However, the study did not report the long-run findings of the study and it is important to 

know the long-run impact as well. 

Oladipo and Abubakar (2017) investigated the relationship between government expenditure on transportation 

infrastructure and the unemployment rate in Nigeria, utilizing data from 1990 to 2016 obtained from CBN and NBS. 

Employing the OLS, findings revealed a mixed relationship, with the impact of transportation infrastructure 

spending on unemployment varying across different regions. The findings emphasized the importance of region-

specific transportation policies to address unemployment disparities. The study recommended targeted investment 

in transportation infrastructure, considering the unique needs and challenges of different regions, to promote job 

creation and economic development. However, the study employed the wrong technique as the unit root showed 

evidence of mixed-order integrations. 

Adewale and Adejare (2017) examined the effect of government expenditure on information and communication 

technology (ICT) on unemployment in Nigeria, using NBS and WDI data from 2000 to 2016. Employing VECM 

techniques, the study found a positive correlation, suggesting that increased government spending on ICT was 

associated with higher employment opportunities. The findings highlighted the role of ICT in creating jobs and 

fostering economic growth. The study recommended continued investment in ICT infrastructure and programs to 
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support job creation and enhance the country's technological capabilities. However, the study data scope is too few 

for a robust estimate. 

Olawale and Adekunle (2018) investigated the effect of government expenditure on agricultural research and 

development on unemployment in Nigeria, utilizing NBS and WDI data from 1998 to 2017. OLS revealed a positive 

effect of government expenditure on agricultural output, with the effectiveness of spending on agricultural research 

and development in reducing unemployment varying over time. The findings highlighted the importance of adapting 

agricultural research and development policies to address changing economic conditions. The study recommended 

continuous evaluation and adjustment of research and development projects to ensure they align with current 

employment needs and contribute to sustainable economic development. However, the study did not indicate how 

it variables were measured. 

Bello and Ibrahim (2018) investigated the impact of government expenditure on unemployment in Nigeria, utilizing 

data from 1995 to 2017 obtained from CBN and WDI. ARDL was employed and findings revealed, that the 

effectiveness of renewable energy spending in reducing unemployment varies over time. The findings emphasized 

the importance of adapting renewable energy policies to address changing economic conditions. The study 

recommended continuous evaluation and adjustment of renewable energy projects to ensure they align with current 

employment needs and contribute to sustainable economic development. 

Musa and Adesina (2018) investigated the impact of government expenditure on the manufacturing sector on 

unemployment in Nigeria, using data from 1995 to 2017 obtained from CBN and NBS. ARDL analysis revealed a 

significant positive impact, with government spending in the manufacturing sector affecting unemployment 

differently across periods. The findings underscored the need for dynamic policies that consider the evolving nature 

of the manufacturing sector. The study recommended targeted interventions and policies to support the 

manufacturing sector, fostering job creation and economic growth. However, the long-run result was not provided. 

It will be important to know the long-run effect of the study. 

Yusuf et al. (2018) explored the impact of capital expenditure on unemployment in Nigeria, using data from 1992 

to 2017 obtained from CBN and NBS. The OLS technique was employed to examine the relationship between 

capital expenditure and the unemployment rate. The findings revealed a significant negative impact, indicating that 

higher capital expenditure was associated with lower unemployment rates. The study recommended an increased 

focus on capital projects and infrastructural development to stimulate economic activities and reduce 

unemployment. However, the studies did not include some variables like education expenditures etc which will give 

broader knowledge of the study. 

Ahmad and Mohammed (2018) examined the effect of government expenditure on the unemployment rate in 

Nigeria, utilizing data from 1990 to 2017 obtained from CBN and WDI. VECM analysis revealed a negative effect 

between government expenditure and the unemployment rate. The study recommended a careful evaluation of 

government spending priorities, emphasizing the importance of directing funds towards sectors with the potential 

to create sustainable employment opportunities. The findings underscored the need for prudent fiscal policies to 

achieve a more favourable balance between government expenditure and unemployment reduction. However, the 

study should have disaggregated government expenditure so that we can know which of the determinants of 

government expenditure affect unemployment. 

Ojo and Ahmed (2019) examined the relationship between government expenditure and unemployment in Nigeria, 

utilizing data from 1985 to 2018 sourced from NBS and CBN. Employing ECM techniques, the study found that 

government expenditure had a positive impact on unemployment. The findings emphasized the importance of 

targeted government spending to address specific areas of unemployment. The study recommended a strategic 

allocation of government expenditure to sectors with high employment potential, promoting inclusive economic 

growth. However, the study did not highlight the specific areas to be targeted and this is important to policy makers. 

Salisu and Garba (2020) explored the impact of government expenditure on housing and urban development on 

unemployment in Nigeria, utilizing NBS and CBN data from 1995 to 2019. Employing VECM analysis, the study 

found a mixed relationship, with government spending on housing affecting unemployment differently in urban and 
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rural areas. The findings highlighted the importance of tailoring housing and urban development policies to address 

the unique challenges faced by both urban and rural populations. The study recommended region-specific 

interventions and increased investment in housing to support job creation and sustainable urban development. 

However, the study did not perform any diagnostic tests which is important for reliability results. 

Nwosu and Okoli (2020) explored the impact of government expenditure on small and medium enterprises (SMEs) 

and the unemployment rate in Nigeria, using data from 2005 to 2019 sourced from NBS and CBN. Employing the 

ECM technique, the study found a positive and significant impact, suggesting that increased government spending 

on SMEs was associated with higher employment opportunities. The findings underscored the role of SMEs in job 

creation and economic development. The study recommended continued support for SMEs through policies and 

funding to enhance their capacity for job creation and contribute to economic growth. However, the scope of the 

data is not enough to justify the robustness of the result. 

Afolabi and Ojo (2020) explored the relationship between government expenditure on health and the unemployment 

rate in Nigeria, utilizing data from 1992 to 2019 sourced from NBS and CBN. Employing correlation techniques, 

the study found a negative correlation, suggesting that increased government spending on health was associated 

with lower unemployment rates. The findings emphasized the importance of health sector investments in promoting 

overall well-being and contributing to employment stability. The study recommended continued and increased 

allocation to the health sector to support job creation and enhance the population's health. However, the study did 

not showcase a theoretical framework to which the model was specified. 

Ganiyu and Adeleke (2021) investigated the impact of government recurrent expenditure on unemployment in 

Nigeria, using NBS and CBN data from 1995 to 2020. Employing VECM analysis, the study found that recurrent 

expenditure had a significant positive effect on unemployment, indicating that an increase in recurrent spending 

contributed to higher unemployment rates. The findings suggested a need for efficiency in government spending 

and the implementation of policies that target job creation. The study recommended a review of recurrent 

expenditure priorities to ensure they align with employment-generating initiatives. However, the study did not 

perform a cointegration test and this brings about an incomplete pre-estimation test which caused the estimation 

technique to be questioned. 

Oguntuase and Ogunrinola (2021) investigated the relationship between government expenditure on public works 

projects and the unemployment rate in Nigeria, using data from 1990 to 2020 sourced from CBN and WDI. VECM 

analysis revealed a positive long-run and short-run relationship, with the effectiveness of public works spending in 

reducing unemployment varying over time. The findings emphasized the need for adaptive policies that respond to 

changing economic conditions. The study recommended continuous evaluation and adjustment of public works 

projects to ensure they align with current employment needs and contribute to economic stability. However, the 

study did not report the speed of adjustment, and it is crucial to understand the convergence speed. 

Eze and Udo (2021) investigated the influence of recurrent government expenditure on unemployment in Nigeria, 

utilizing data from 1988 to 2020 sourced from NBS. Employing ECM techniques, the study found a positive effect 

in the short run, with recurrent government expenditure impacting unemployment differently across economic 

sectors. The findings highlighted the need for targeted policies addressing sector-specific challenges. The study 

recommended a comprehensive approach to recurrent government expenditure, taking into account the diverse 

nature of the economy and its impact on unemployment. However, the study did not report the speed of adjustment, 

and it is crucial to understand the convergence speed. 

Abubakar and Yusuf (2021) explored the relationship between government expenditure on administration and the 

unemployment rate in Nigeria, utilizing data from 1990 to 2020 sourced from NBS and WDI. Employing pair-wise 

correlation techniques, the study found a negative correlation, suggesting that higher government spending on 

administration was associated with lower unemployment rates. The findings emphasized the importance of investing 

in administration expenses as a means to reduce unemployment. The study recommended increased allocation to 

admins in the government budget to enhance human capital development and alleviate unemployment. However, 

the study did not perform any pre-estimation test, and this caused the result to be questioned. 
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Idris and Ahmed (2022) examined the effect of government expenditure on unemployment in Nigeria, utilizing NBS 

data from 1985 to 2021. Employing OLS techniques, the study found a positive effect. The study recommended 

region-specific policies and increased allocation to social welfare programs tailored to the unique challenges faced 

by different regions. However, the study did not identify problems in its statement of problems. 

Olawale and Ibrahim (2023) examined the effect of government expenditure on infrastructure development on 

unemployment in Nigeria, utilizing data from 1985 to 2022 sourced from NBS. Employing ARDL techniques, the 

study found a negative correlation, indicating that increased government spending on infrastructure was associated 

with lower unemployment rates. The findings underscored the importance of investing in critical infrastructure for 

economic development and job creation. The study recommended sustained efforts in infrastructure development 

to promote long-term employment stability. However, the study did not include other control variables. It only 

accounts for government expenditure. 

Ogundipe and Aluko (2023) investigated the impact of government expenditure on unemployment in Nigeria, using 

NBS and CBN data from 1995 to 2022. OLS analysis revealed a significant positive impact on unemployment. The 

findings emphasized the need for region-specific agricultural policies to address unemployment disparities. The 

study recommended targeted investment in the agricultural sector, taking into account regional variations and 

leveraging the sector's potential for job creation. However, the study did not perform some diagnostics and this 

questions the authenticity of the result. 

Adebayo and Sanni (2023) investigated the effect of government expenditure on the unemployment rate in Nigeria, 

analyzing data spanning from 1990 to 2022 obtained from CBN and the WDI. The VECM technique was employed 

for the analysis. Findings revealed a positive and significant effect of government expenditure on the unemployment 

rate in Nigeria. The study suggested that increased government spending contributed to higher unemployment rates. 

As a recommendation, the study proposed diversification of the economy and the formulation of policies aimed at 

reducing the unemployment rate. Emphasis was placed on the need for a comprehensive approach to address the 

complex relationship between government expenditure and unemployment.  

A review of the empirical literature reveals a noticeable gap in analyzing the socio-economic composition of 

government expenditure. While many studies focused on aggregated or sectoral spending, the present study uniquely 

examines how government expenditures on education, health, and infrastructure individually impact unemployment 

in Nigeria. This approach offers a different understanding of fiscal policy's role in addressing unemployment.  

Methodology 

Based on the theoretical foundation of Keynes on the importance of fiscal policy and government intervention in 

influencing economic outcomes such as output and unemployment, this study specifies a model of unemployment 

which is as follows: 

UNEM = f (EDEXP, HEXP, INEXP)       1  

The econometric format is specified below and in their logarithm format to keep the variables in equal magnitudes: 

𝑈𝑁𝐸𝑀𝑃𝑇 = 𝛽0 + 𝑙𝑛𝛽1𝑃𝑂𝑃𝑡 + 𝑙𝑛𝛽2𝐸𝐷𝐸𝑋𝑃𝑡 + 𝑙𝑛𝛽1𝐻𝐸𝐸𝑋𝑃𝑡 + 𝑙𝑛𝛽1𝐼𝑁𝐸𝑋𝑃𝑡 + 𝑢𝑡 2 

Apriori expectation: β1<0, β2>0, β3>0 and β4<0 

Where UNEMP is the Unemployment rate, POP is Population, EDEXP is Education expenditure, HEXP is Health 

expenditure, INEXP is Infrastructural expenditure, the betas are the coefficients of the estimation and𝑢𝑡 is the error 

terms. Data for POP, EDEXP, HEXP and INEXP were obtained from the Central Bank of Nigeria (CBN) statistical 

bulletin, while UNEMP data was sourced from the World Development Indicator (WDI) of the World Bank’s online 

database. The data description definition and source are summarized in Table 1 below: 
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Table 1 Data definition, measurement and source 

VARIABLES DEFINITIONS MEASUREMENT SOURCE APRIORI 

EXPECTATION 

UNEMP Unemployment Unemployment 

percentage of 

labour force.  

WDI Dependent 

Variable 

POP Population Total number of 

people in Nigeria 

CBN  (+/-) 

EDEXP Education 

expenditure 

Government 

Public education 

expenditure in 

Naira 

CBN (+) 

Health 

expenditure 

Health 

expenditure 

Public health 

expenditure. 

CBN (+/-) 

INEXP Infrastructural 

expenditure 

Public 

infrastructural 

expenditures in 

Naira. 

CBN (+/-) 

 

Estimation Techniques 

The study carried out descriptive, diagnostic, and regression analyses to estimate the effect of government 

expenditures on unemployment. For the regression, it adopted the Vector Error Correction Model (VECM) to 

account for the presence of unit root and cointegration among the variables and to examine the short and long-run 

effects of the variables. 

Results and Discussion 

Table 2 Descriptive Statistics  

Variable Mean Median  Std. 

Dev. 

 Min  Max Var  Skew.  Kurt. 

UNEM 4.169 3.9 .658 3.7 5.999 .4329 1.84 5.053 

InPOP 

InEDEXP 

18.78 

4.271 

18.787 

4.77 

.2545 

1.97 

18.37 

-1.238 

19.202 

6.555 

.064 

3.88 

-.0000 

-.981 

1.759 

3.336 

InHEXP 3.555 4.131 2.197 -1.897 6.081 4.826 -.804 2.646 

InINEXP 2.986 2.998 2.031 -.892 5.387 4.124 -.473 1.833 

Source: Authors’ computation (2024) 

Table 2 above presents the summary statistics of the data. The average of all the variables ranges between 2 % and 

18% and the variance coefficient is between 0 and 4. This concludes that the variation of the samples is not far from 

their mean. The coefficient of skewness indicates that InPOP, InEDEXP, InHEXP and InINEXP are negatively 
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skewed, while UNEM is positively skewed. The kurtosis coefficients of InEDEXP reflected a mesokurtic 

distribution. While, InPOP, InHEXP and InINEXP reflect leptokurtic distribution. And UNEM reflects platykurtic. 

This implies that the data has some outliers given the coefficient value. 

Table 3 Correlation Matrix 

 Variables UNEM InEDEXP InHEXP InINEXP 

UNEM 1.000 

InPOP         

0.636* 

      1.000 

InHEXP         

0.455* 

      0.993* 1.000 

InINEXP         

0.468* 

      0.935*        

0.956* 

1.000 

* shows significance at p<.05 

Source: Authors’ computation (2024) 

Table 3 above shows that InPOP, InEDEXP, InHEXP and InINEXP have a weak positive relationship with UNEM 

and they are significant at the 5% level. However, looking at the correlations of all the explanatory, we conclude 

that there is a strong positive relationship among the explanatory variables and they are significant at 5%. With the 

strong relationship among the explanatory variables in the system, we conclude that there is multicollinearity in the 

model. 

Unit Root Test 

It is essential to perform the unit root test to ensure that no variable is integrated into an order higher than one. The 

study utilizes the Augmented Dickey fuller test in other to ensure the stationarity of the variables. Table 3 depicts 

the results of the ADF unit root test at levels and first difference. 

Table 4  Augmented Dickey-Fuller Test (ADF) Unit Root Test 

Variables At Level First difference Order of 

Integration 

UNEM -0.013 -2.684* I(1) 

InPOP -2.594 -4.154*** I(1) 

InEDEXP -1.839 -3.505** I(1) 

InHEXP -1.890 -4.983*** I(1) 

InINEXP -1.658 -6.591*** I(1) 

Critical 

Values 

1% 

-3.716 

5% 

-2.986 

10% 

-2.624 

*** p<.01, ** p<.05, * p<.1 

Source: Authors’ computation (2024) 

From Table 4 above, it is seen that all the variables are integrated on order 1, which means that they are stationary 

at first difference. And given that the variables are integrated at order 1, it means they have to be differenced before 

attaining stationarity. 
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Cointegration Test 

Two kinds of tests are considered under the Johansen cointegration technique, and these are the Eigenvalue and 

Trace statistic tests. The Trace statistics in examining the null hypothesis assume that the number of distinct 

cointegrating vectors (r) is more than the (r) against a general alternative. On the other hand, the maximal eigenvalue 

tests measure (r) against the alternative of r+1 cointegrating vectors. 

Table 5 Johansen cointegration test   

Hypothesized 

No. Of CE(s) 

Eigenvalue Trace/Max-Eigen  

   Statistics 

Critical 

value 

None         - 89.7939 68.52 

At most 1 0.69083      53.4040     47.21 

At most 2 0.59872      25.0981*    28.68 

Maximum Eigenvalue test 

None         - 36.3899     33.46 

At most 1 0.69083      28.3058     27.07 

At most 2 0.59872      14.2087     20.97 

Source: Authors’ computation (2024) 

Johansen cointegration test from the above table optimizes that there are at most three (3) cointegrating equations 

in the model and it is supported by the outcome of the maximum Eigenvalue test. Given that the variables are 

stationary at I(1) and there is cointegration, the study employs the VECM and the result is shown below. 

Vector Error Correction Model 

To determine the study's general and specific objectives, the study employed the vector error correction model 

because of its ability to test for long-run robustness and the outcome is shown in the table below: 

Table 6  Johansen Normalization Restriction Imposed  

 INF          Coef. St. Err   z  p-value 

_Cel 

InPOP 

InEDEXP 

-.0739477 

-26.48829       

-.7161376    

.0386787     

3.912418     

.8224867     

-1.91    

-6.77    

-0.87    

0.056 

0.000 

0.384     

InHEXP   1.843964    1.033922      1.78    0.075     

InINEXP   1.741655    .3345578       5.21    0.000     

Constant    496.9566                

Source: Author’s computation (2024) 

Table 6 examines the long-run effects of government expenditure on unemployment in Nigeria. The coefficients are 

interpreted as elasticities due to the logarithmic transformation of the variables. To normalise the vector, the 
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coefficients are reversed by multiplying them by -1, as recommended by Menla et al. (2014). This approach enables 

the computation of the long-run coefficients.  

After reversing the signs, InPOP (log of population) shows a positive and highly significant effect on unemployment 

(UNEM). Holding other factors constant, a 1% increase in population results in a 26.5% increase in unemployment. 

This study aligns with the findings of Olusanya (2019). 

InEDEXP (log of education expenditure) exhibits a positive effect on unemployment. A 1% increase in education 

expenditure leads to a 71% rise in unemployment, though this result is statistically insignificant. This aligns with 

the study's expectations and is supported by Obada (2019), who attributed similar findings to the limited impact of 

education expenditure on a country's productivity. 

InHEXP (log of health expenditure) has a negative and significant effect on unemployment. A 1% increase in health 

expenditure reduces unemployment by 1.84% on average, ceteris paribus. This finding is consistent with the study 

by Gbenga et al. (2018) and suggests that investing in health infrastructure enhances the efficiency of the healthcare 

system and generates employment opportunities for medical professionals, thereby reducing unemployment. 

InINEXP (log of infrastructure expenditure) also demonstrates a negative effect on unemployment. Holding other 

factors constant, a 1% increase in infrastructure expenditure results in a 1.74% decrease in unemployment. This 

finding aligns with expectations and previous studies by Phillip and Samuel (2018) and Farid et al. (2021). 

Finally, the adjustment parameter (_cel) satisfies the required conditions of having a negative sign and being 

statistically significant. This indicates that deviations from the long-run equilibrium are corrected at a convergence 

speed of 7%. The Error Correction Term (ECT) further confirms these properties, supporting the model's robustness 

in explaining the relationship between government expenditure and unemployment. 

Diagnostic Test  

Autocorrelation 

To test if there is serial autocorrelation in the lag of the model, the LM test for autocorrelation is employed and the 

result is shown in the table below: 

 Table 7 Lagrange multiplier test    

Lag Chi2                df             Prob>Chi2 

  1 

  2 

41.2805           25              0.02145    

25.5792           25              0.43032    

 Ho:  no autocorrelation 

From Table 6, we can conclude that there is no autocorrelation in the first and second lag of the model because the 

probability value is not significant, we do not reject null.  

Normality Test 

To test if the errors of the model are normally distributed, the Jacque-Berra test for normality is employed and it is 

shown in the table below: 
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 Table 8 Jacque-Berra 

Equation Chi2        df        Prob>Chi2 

D_UNEM 

D_InPOP 

D_ InEDEXP 

D_ InHEXP 

D_ InINEXP 

ALL 

109.292    2          0.00000    

0.408        2          0.81542    

1.280        2          0.52723    

5.487        2          0.06436    

0.185        2          0.91182 

116.651   10         0.00000    

Source: Authors’ computation using (2024) 

Table 7 shows that INV is not normally distributed because of the significance of the probability value, the null of 

a normal distribution is rejected, while other variables are normally distributed and also the overall variables are 

normally distributed.  

VEC Stability  

The Eigenvalue stability test is employed to check the stability condition of the model and the result is shown in the 

table below: 

Table 8 Eigenvalue stability condition 

       Equation      Modulus 

                1 

                1 

                1 

                1 

         .8916707 

         .6197031 

         -.5904143                

  01360766 + .4439865i   

  01360766 - .4439865i   

       -.1694121                

          1 

          1 

          1 

          1 

      .8916707 

      .6197031 

      .5904143                

      .444195    

      .444195  

      .169412      

Source: Authors’ computation (2024) 
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Table 8 above shows that the VEC specification imposes 4 units moduli and all the variables are inside the circle 

unit we conclude that the model is stable. 

Conclusion and Recommendation 

As Africa's largest economy, Nigeria faces significant challenges with high unemployment rates, which adversely 

affect inclusive economic growth. The country's heavy reliance on oil revenues further exacerbates its vulnerability 

to external economic shocks, highlighting the need to explore how government spending can drive job creation. 

While several studies have investigated the relationship between government expenditure and unemployment, as 

reviewed in the literature, they often fail to account for the socioeconomic composition of government spending. 

Addressing this gap, the present study examines the effects of government expenditure on education, health, and 

infrastructure on unemployment rates in Nigeria. 

To achieve this objective, the study employed the Vector Error Correction Model (VECM) to analyse both the short- 

and long-run effects of the selected variables. The results reveal that population exerts a significant positive effect 

on unemployment, while education expenditure shows a positive but statistically insignificant effect. Conversely, 

health and infrastructure expenditures have negative impacts on unemployment, suggesting that investments in these 

sectors reduce unemployment levels. 

Based on these findings, several policy recommendations are proposed. Policymakers should consider increasing 

public investment in the health sector and infrastructure. In the health sector, this could involve expanding healthcare 

infrastructure, increasing funding for medical training programs, and enhancing healthcare delivery systems. These 

measures would not only generate employment opportunities for medical professionals but also improve overall 

population well-being, indirectly supporting economic growth and reducing unemployment. 

In terms of infrastructure, the government should prioritise and expand development projects such as road 

construction, public transportation systems, and urban development initiatives. Such projects have the potential to 

create jobs across multiple sectors, including construction, maintenance, and management, thereby addressing 

unemployment and fostering economic development. 

To maximise the impact of government expenditure on unemployment reduction, it is essential to improve the 

efficiency and effectiveness of public spending. This can be achieved by establishing clear performance metrics for 

expenditure programmes, conducting regular audits to assess the impact of initiatives, and ensuring transparency in 

the allocation of funds. Enhanced fiscal management will help ensure that public resources are utilised effectively 

to achieve targeted outcomes, including significant reductions in unemployment. 
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