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ABSTRACT 

 

The effect of government expenditure on economic growth is a topical issue in 

development literature. However, the previous studies conducted in this area present 

conflicting results; with some studies reporting positive while others negative 

relationship. Others have failed to establish any sort of association. Furthermore, 

most of the recent studies conducted on this area were conducted in developed 

economies, so this trigged the need to conduct this study taking into account the 

methodologies adopted in the previous study. 

 

A multi linear regression model was developed to study these variables using a 

Tanzania economy data set ranging from 1981 to 2011. The data set was subjected to 

ADF test and causality test before being imperilled to long-term relationship tests. 

 

The results indicate that the change in government consumption expenditure is a 

negative and statistically significant determinant of economic growth. Private sector 

investment has a positive and statistically significant impact on growth rate of GDP 

in the economy. The change in government’s investment expenditure is statistically 

insignificant. Change in government expenditure on human capital development 

(health and education) has an insignificant impact on economic growth.  
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CHAPTER ONE 

 

INTRODUCTION 

 

1.1 Background of the Problem 

 

1.1.1 Brief history of Tanzania 

The history of Tanzania comes back from pre colonial era where, it was ruled by the 

German colonialists until the end of Second World War in 1945 where the country 

put under the British, but it was under international mandate until attained her 

independence in 9th December, 1961. The Zanzibar Island, which had been a British 

colony since 1913, got its independence in 1963. In 1964 Tanganyika and Zanzibar 

signed an act of union and the United Republic of Tanzania was found. 

 

United Republic of Tanzania is found latitude 2 and 11.7 and 29.7 and 40 longitudes 

to the south of the Equator. It’s surrounded by Kenya, Uganda to the north, while in 

its western part, it borders with Burundi, Rwanda and Democratic Republic of Congo 

(DRC). In its Southern part is Mozambique, Zambia and Malawi are her neighbours 

while in its eastern it’s just Indian Ocean lying from Tanga to Mtwara shores. It 

occupies Lake Tanganyika, Lake Victoria and Lake Nyasa and various rivers 

including Rufiji, Malagalasi, Nile and other small ones. 

 

Being one of East African countries, Tanzania has 945,000 square kilometres, 

whereby almost 60,000 km squares are inland water. Tanzania is divided into major 

physical divisions namely Lowlands, Coastal areas and Highlands. 

 

1.1.2 Politics of Tanzania 

Since independence, Tanzania operated under a single party system until 1992 where 

it transformed itself into multiparty system whereby, it consists of 19 political 

parties, currently Chama Cha Mapinduzi (CCM) is a ruling party. 
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1.1.3 Demographics 

Currently, Tanzania’s population amounts approximately 44.9 million people (2012 

census) whereas there are 43.6 million people mainland Tanzania and Zanzibar there 

are 1.3 million people. This is the fifth census process of the United Republic of 

Tanzania in 1964. The first census took place in 1967 where our country had a 

population of 12.3 million people.  

 

1.1.4 Economic Development in Tanzania 

Tanzania is currently implementing major national reforms and international 

commitments intended for reorganizing and reinstating the economic, political and 

social sectors. These reforms are based on the; The Tanzania Development Vision 

2025, the National Strategy for Growth and Reduction of Poverty (NSGRP - 

MKUKUTA), Tanzania Five Year Development Plan 2011/12 – 2012/16, Chama 

Cha Mapinduzi (CCM) Election Manifesto (2005), Millennium Development Goals 

(MDGs) and Education for All (EFA) goals. The economy of Tanzania depends 

largely on agriculture, tourism, manufacturing, mining and fishing.  

 

Tanzanian economy depends mostly on agriculture sector (NSGPR 2005). The 

economic growth of Tanzania is not stable due to artificial and natural problems 

including draught, crude ways of agriculture production, low level of Research and 

Development (R&D) inadequate power supply, frequent price fluctuation of oil in 

the world market etc 

 

The Tanzanian currency is Tanzania shillings and the current official exchange rate 

is approximately $ 1=Tshs 1600 according to Bank of Tanzania (January, 2013) 

Agricultural sector contributes about 80 percent of the GDP and at the same time, 

contributes 85 percent of Tanzania’s exports. Also it is a big source of food and raw 

materials for industries locally and internationally. Economic Survey 2010 shows 

that, industrial sector grew by 7 percent which is the second economic contributor in 

this country. 
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Another contribution comes from natural resources, which contribute about 8 percent 

of total GDP. Fisheries defines high growth rate in this category resulting into 

increased export earnings. Mining sector also grows at faster pace. In 2011, it 

contributed 7 percent of the GDP. Other sectors include Tourism, Trade, hotels and 

restaurants which grew to about 4 percent in 2011, which attributed by improved to 

business environments and increased in tourism in Tanzania (Economic Survey 

2010) 

 

But poverty persistent across the country in which, it was estimated the about a half 

of Tanzanians are living in poverty (NSGPR 2005). Of them, about 36 percent 

cannot afford their daily basic needs, while estimated per Capita income was US$150 

according to 2011 estimates, recording income inequality growing. The National 

Strategy for Economic Growth and Poverty Reduction, (NSGPR 2005) highlights 

that most Tanzanians live below the national food poverty line was 18.7 percent and 

that below the national basic needs poverty line was 35.7 percent. Basic needs 

poverty showed a decrease from 38.6 percent to 35.7 percent and food poverty from 

21.6 percent to 18.7 percent. Hence, poverty remains overwhelmingly in rural area 

where about 87 percent of the population lives. In Urban, there high level of poverty 

which is evidenced by low unreliable incomes, unemployment, prostitution and high 

level of crime. The group that affected in this category was the vulnerable groups and 

the disadvantaged groups (Economic Survey, 2007). 

 

1.2 Statement of the Problem 

Since 1980s to date, Tanzania has implemented several initiatives to reinstate its 

economy which were based on Development Vision 2025, the NSGRP 

(MKUKUTA), Tanzania Five Year Development Plan 2011-16, (CCM) Election 

Manifesto (2005), Millennium Development Goals (MDGs) and Education for All 

(EFA) goals.  Despite of all those efforts the economic growth rate is not adequate. 

Furthermore, the 2011/12 CAG report on government accounts and the parliamentary 

contributions of the 2013/14 finance bill recommended that the deliberate efforts are 

needed to cut down on government administrative expenditures. These arguments 
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and phenomenon explained above have triggered the interest to investigate whether 

there is any correlation between economic growth and government expenditure. 

 

Studies conducted to establish the correlation between economic growth and 

government expenditure in both developing and developed countries have revealed 

conflicting results. Gloeser et-al (2004), Arusha (2005), and Komain (2007) obtained 

a positive relationship between the variables, while Bural et-al (2002), Awan (2011), 

and Dao (2012) obtained negative results. Moreover, Njikampetal (2004), Mihove 

(2006) and Furceri (2007) obtained mixed results while Mittnik et al (2003), 

Frimpong et-al (2009) and Palilavan et-al (2011) obtained insignificant results. 

 

Due to the arguments presented above and the available conflicting results have 

initiated the need for further investigation of the phenomenon under different settings 

taking into account the methodologies adopted in the previous studies. 

 

1.3 Objective of the Study 

 

1.3.1 General Objective 

The main objective of this study was to examine the relationship between 

government spending and economic growth in Tanzania from the year 1981 - 2011. 

 

1.3.2 Specific Objective 

(i.) To establish the factors affecting the economic growth of Tanzania. 

(ii.) To determine whether government spending significantly influence 

economic growth of Tanzania. 

(iii.) To analyze the causes for the above established relationship. 

 

1.4 General Research Question 

Is Government Spending affect economic growth in Tanzania? 

 

1.5 Specific Research Question 

(i.) What are the factors affecting economic growth of Tanzania?  
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(ii.) Does government spending significantly influence economic growth 

of Tanzania? 

(iii.) What are the courses of the relationship established above? 

 

1.6 Significance of the Study 

The finding of this study can be used as a corner stone for future studies on the 

correlation between government spending and economic growth in the developing 

economies. Furthermore, the finding of this study provides contribution on the body 

of knowledge. Also policy makers can use the findings of this study in making 

decisions on the government level of spending. 

 

1.7 Limitation of the Study 

The study faced a number of problems that affected the smooth running of the 

research. The first was the availability of data, data where obtained from different 

sources where in some cases the consistence and uniformity was affected. Secondly, 

time was another constrain. Due to the time factor the study was not able to 

triangulate results from the east Africa member countries in order to be able to 

generalize the findings for developing economies. 

 

1.8 Delimitation 

In order to inhence data consistence the study used data from 1981 – 2011. Also due 

to the fact that the time was not enough to perform the study in three countries for the 

matter of triangulation the study was conducted only in Tanzania. 
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CHAPTER TWO 

 

LITERATURE REVIEW 

 

2.1 Introduction 

The effect of government expenditure on economic growth is a topical issue in 

development literature. However, the empirical literature is mixed; with some studies 

reporting positive/negative relationship while others have failed to establish any sort 

of association. The empirical results were generally mixed: increased productive 

expenditure (physical investment) appears to have a negative impact on growth. At 

the same time, government consumption expenditure is positively related to growth. 

On the other hand, expenditure on human capital investment is insignificantly in 

some literatures as shown in this study. 

 

It has been stressed at different decades, (for example, Meier, 1971; Tanzi, 1994), 

that only growth can create, if not the certainty, at least the option of a more 

comfortable life for the masses. To them, and those that think alike, the abandonment 

of growth as an important objective would be a tragic mistake that might condemn a 

large proportion of the population of the developing countries to a life of misery even 

if that were accompanied by full employment, stable prices and income, and an even 

income distribution. 

 

2.2 Theoretical Literature Review 

Economic growth corresponds to the increase of the country’s potential GDP caused 

by the increase on advanced technology, capital stock and improvement in the 

quality and level of literacy. Economic growth is essential to every country and 

particularly to developing countries in order to get out of predicament of prehistoric 

poverty. Developing countries generally practice fiscal policy through their 

governments’ expenditure to attain accelerated economic growth. The policy 

objectives are to advance the standards of living of the people by allocating funds to 

the education sector, communication sector, health sector, and agricultural sector 

which will lead to the growing accumulation of national wealth and income.  In order 
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for the government to achieve the above objectives there is a need to use the fiscal 

policy to influence higher rate of economic growth in the country. Fiscal policy can 

accelerate investment and rate of capital formation, maintaining adequate supply of 

essential goods and capital goods. Smithies (1956) defined the fiscal policy as “a 

policy under which the government uses its expenditure and revenue programs to 

produce desirable effects and avoid undesirable effects on national income, 

production and employment.”  

 

The role of government in accelerating economic growth is considerable in both 

scope and significance not least in less developed countries, such as Tanzania. 

Without prejudicing the importance of monetary policies, government fiscal policies 

(which include taxation, expenditure, correcting market failures and providing a wide 

array of public goods) have become strong and essential instruments of economic 

growth in many developing countries. This is due to the fact that, on one hand, the 

financial dualism and the predominantly non-monetized nature of the economy 

makes monetary instruments inactive relative to fiscal instruments and on the other 

hand very low level of social services and meager infrastructural facilities limit to a 

great extent the role of private sector in the development endeavors. Because of this 

Tanzi (1994) argued that there is a need for governments to generate the means to 

create the social and economic infrastructures thereby stimulating private investment 

and ensuring better use of scarce entrepreneurial ability. 

 

Some economists have argued that increase in government spending can be an 

effective tool to stimulate aggregate demand for a stagnant economy and to bring 

about crowded-in effects on private sector. They adopted the Keynesian view that 

governments could reverse economic downturns by borrowing money from the 

private sector and then returning the money to the private sector through various 

spending programs. High levels of government consumption are likely to increase 

employment, profitability and investment via multiplier effects on aggregate demand. 

Thus, government expenditure, even of a recurrent nature, can contribute positively 

to economic growth.  
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Wagner (1883) argues that public services are seen as normal goods of which its 

income elasticity of demand exceeds unit. It is therefore that an expanding 

government would accompany social progress by increasing total output and raising 

the incomes of its people. The main idea which is given by Wagner (1883) is that 

growth in public expenditure and economic growth are directed related. Developing 

countries like Tanzania can opt for the increasing in the state activity to increase 

aggregate demand for goods and services and hence total output which accelerate 

economic growth. 

 

Nonetheless, others have argued that increase in government expenditures may not 

have its intended salutary effect in developing countries, given their high and often 

unstable levels of public debt. For example, Vedder and Gallaway (1998), among 

others, argued that as government expenditures grow incessantly, the law of 

diminishing returns begins operating and beyond some point further increases in 

government expenditures contributes to economic stagnation and decline. Mainly, it 

was observed that increased government borrowing appetite crowds-out private 

investment; dampens economic stimulus in short run and reduces capital 

accumulation in the long run.  

 

There is a tendency that government expenditure to increase at a rate faster than the 

rate of growth of real national output (Peacock and Wiseman, 1961). What is seen 

from this hypothesis is that the real government expenditure as a whole may not 

constitute an increasing share of economic growth over the same period. However, 

the relationship between government expenditure and economic growth is 

remarkably positive. 

 

De Leeuw and Kalahbrenner (1969) on their explanation on fiscal policy show that 

there is greater impact between fiscal policy and economic growth. The policy plays 

a supportive and harmonizing role on provision of public goods, merit goods, as long 

as there is a stable economic environment and encouraging individuals to invest in 

advancement of their skills to take advantage of new employment opportunities. 

They argued that the policy must endow with a flexible economic structure 
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accomplished of taking advantages of up-and-coming opportunities by assisting the 

movement of resources between and within industries. 

 

Musgrave (1969) explained that over the growth period total investment as a 

percentage of GDP increases, while the public sector investment share falls 

relatively, leading to the availability of large flow of savings due to the growth of 

economy which built up the capital stock in private investment and agriculture. The 

situation will cause the creation of stock of social overhead capital, comparable to 

public utilities which turn to a declining share of net capital formation. 

 

Priest (1985) on his contribution explains that in developing countries the 

accumulation of human capital is the most significant reason for growth in 

government expenditure mainly in education expenditure. He continued by insisting 

that mental dexterity, greater willingness to take risks, better knowledge of job 

opportunities and commencing on new enterprises with new jobs and the possible 

effect of bringing down the growth rate of population as potential qualitative 

advantages. He finally argued that in developing countries it is not always easy to 

measure the economic advantage of education expenditure due to intervention of the 

political and social influence.  

 

Aschauer’s (1990) and Ram’s (1986) studies indicate a highly significant positive 

impact on economic growth on government spending on capital formation. Aschauer 

(2000) analyzed and discussed the crucial role the government development 

expenditure on physical infrastructure has on economic growth. Aschauer reflected 

that expenditure on infrastructure has a positive effect on economic growth of a 

given country as it enhances private production function in that country. 

 

Barro (1990) on explaining and evaluating the impact of government expenditure and 

economic growth classifies government expenditure into productive and 

unproductive and emphasizes that it is the productive role (government development 

expenditure) that provide the potential positive linkage between the government and 

growth. The increase of share on government development expenditure has direct 
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positive effect on private sector productivity which lead to economic growth rather 

than the increase share on nonproductive government expenditure (consumption and 

services) which lowers growth and saving rates. 

 

Development expenditure in Tanzania has recently focused mostly on financing the 

education sector, health sector, agriculture and physical infrastructures which general 

improve human development. Of course, if the government is to be helpful in 

bringing about a faster rate of economic growth, it has to do this by discouraging the 

allocation of resources to non-productive uses. Tanzi (1994) for example reflected 

that, perhaps more importantly, the government must always be on guard not to be, 

itself, a major source of misallocation.  

 

Lin (1994) ideally says that government activity such as the provision of goods, 

infrastructure and interaction with the private sector may increase output which may 

lead to economic growth. Dickenson (1996) emphasizes the need for minimal level 

of public expenditure for accelerated economic growth.  

 

Trotman–Dickenson (1996) says the new technology and science, nationalization and 

external aids contribute to the growth of government expenditure. Although in 

developing countries the general trend of increasing government expenditure is 

explained to have a limit to the level of government expenditure of a country at a 

particular moment of time. Tanzi (1994) on his conclusion explain that a country in a 

given fiscal year may plan to have any level of expenditure in nominal value but on 

the future the country will come to realize that there is limitation in expenditure as 

proportional of GDP due to the source of financing.  

 

Stiglitz (1996) on his contribution on government expenditure and economic growth 

emphasizes that government expenditure are for investment thus substantial 

government expenditure should be engaged on physical infrastructure such as 

building and roads. He also continues on explaining the importance of government 

expenditures to be invested on human capital and technology as both they can serve 

to increase economic growth. The extent to the government development expenditure 



14 

to affect the pace of economic growth is mostly dependent upon the correct form and 

size of government expenditure allocated to economic and social development 

project in the economy. When government development expenditure is incurred in 

particular investment the investment itself can bring about re-allocation of the 

investible resources in private sector of the economy in the country.  

 

Glomm and Kumar (1997) argued on the importance of the development expenditure 

and the growth rate of the economy and noted that the level of development 

expenditure can influence change in growth rate and exhibit positive welfare of the 

people. Development expenditure is mainly aimed at improving the marginal 

productivity of private sector physical capital and labor in order to raise growth. 

 

Tanzi and Schuknecht (1997) come up with the idea that on expansion of public role 

in education, provision for public pension, health, and government assistance on 

unemployment generally increases government expenditure. Tanzi (1994) also 

emphasizes that the policy adds to the growth of public welfare in different ways and 

also increases the literacy rate in the country. 

 

Vedder and Gallaway (1998) explain the importance of the government on 

influencing the high level of economic growth as they argue that where government 

did not exist, and anarchism take place and little wealth is accumulated by productive 

economic activity with no incentive to save. 

 

Bleaney et al (2001) categorized education expenditure, defense expenditure, general 

public service expenditure, transport and communication and health expenditure as 

productive expenditure. Education expenditure because of its additional to human 

capital is considered as investment. Expenditures on welfare, social security, 

recreation and economic service expenditure are classified as unproductive 

expenditure. There is no strong conclusion generated by the economic theories on 

development expenditure to faster economic growth as there are circumstances in 

which lower development expenditure would enhance economic growth and other 

circumstances in which higher development expenditure would be undesirable. 
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Nonetheless, economic theories provide guidance that expenditure on physical 

infrastructure and human capital under effective public budget administration can 

influence growth in developing countries. 

 

Bhatia (2002) argued that government development expenditures have an active role 

on creating infrastructure of economic growth in the form of capital goods, education 

and training and communication facilities. The role of fiscal policy in catalyzing 

economic growth and development continues to attract the attention of policy makers 

and academicians alike (Gubta et al, 2004). Among fiscal instruments, this study 

focuses on government expenditures, which are crucial instruments for economic 

growth at the disposal of policy makers in less developed countries. However, there 

is neither general consensus nor consistent evidence whether a significant 

relationship between government expenditures and economic growth exists.  

 

The way government expenditures are financed and resource allocation policy have a 

strong bearing on government expenditure and economic growth. The government 

commitment to reforms brings improvement and strong performance in 

communication, trade and financial intermediation, the growth also supported by 

prudent fiscal policy, characterized by substantial increase in domestic revenue and 

assistance from development partners. The government widening the space for 

expansion of credit to the private sector the structural reforms have focused on 

economic liberalization improved public financial sector development and business 

environment.  

      

As mentioned previously on fiscal instruments, the purpose of this study is to 

evaluate the relationship between the government development expenditure and 

economic growth. Generally if correctly managed and utilized, government 

expenditure has considerable positive impact on economic growth particularly in 

developing countries where there are inadequate infrastructural facilities and private 

sector is not developed enough to play the anticipated role in the economy. In 

considering the relationship between development expenditure and economic growth 



16 

there is the need to review the economic growth theory, the nature of public 

expenditure theory, and government expenditure growth. 

 

2.3  Empirical Literature 

Various empirical studies on the relationship between government spending and 

economic growth have often arrived at different and even conflicting results (see for 

instance Fan and Rao, 2003 and Kweka and Morrissey, 1999). 

 

Using a panel data for 47 countries on total government consumption spending and 

other variable from International Financial Statistics Kormendi and Maguire (1985) 

found a significant relationship between the average growth rates of real GDP and 

the level of share of government expenditure on consumption.  

 

Chowdhury (1986) studied the relationship between the fiscal policies and economic 

growth. He performed an ordinary least squares method on Bangladesh economic 

and other data and determined a positive relationship between fiscal policy and 

economic growth. He concluded that governments should develop and maintain a 

conducive environment for the creation and the flow of new knowledge and 

technologies. Economic growth is mostly concerned with the changes in technology 

allowing productivity in new innovative way and not simply achieving efficiency in 

stagnant sense. Governments should set institutional framework that provide 

incentive on individual effort and entrepreneurial activity in order to increase 

productivity. 

 

Endogenous growth models such as Barro (1990), predict that only those productive 

government expenditures will positively affect the long run growth rate, although in 

the neoclassical growth model of Solow (1956), productive government expenditure 

was established to affect the incentive to invest in human or physical capital.  

 

Again a cross section study of 98 countries for a period from 1960 to 1985 conducted 

by Barro (1991) using growth rates in real per capital GDP and the relation between 
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economic growth and government spending shows a significantly negative 

relationship. 

 

Public expenditure growth on development model was explained by Musgrave and 

Rostow (1996) by examining many different cases of developed economies. In the 

early stages, they argued, public sector investment as a component of the total 

investment of the economy influences capital formation which finally leads to the 

economic growth. Governments therefore provide social infrastructure, 

transportation system, education, health, law and order and other investment. The 

investment is seen to be important on increasing productivity and speed up the 

economic growth. 

 

Landau (1986), Devarajan (1996), and Miller and Russek (1997) examined public 

spending and economic growth in developing countries. They determined that the 

share of government development expenditure in GDP is positively and significantly 

correlated with economic growth. On the study conducted by Easterly and Rebelo 

(1993) the government investment shows to be consistently and positively correlated 

with economic growth. The study on disaggregated government spending on Greek 

economy conducted by Alexiou (2007) evidence a positive association with 

economic growth. 

 

Odedokun (1997) studied data on 48 developing countries and found evidence that 

development expenditure eases private investment process due to the laid 

infrastructure, which ultimately leads to economic growth. Various studies concluded 

that the growth rates observed on innovation which stimulate output growth are the 

direct outcome of the government development expenditure.  

 

Bleaney et al (2001) applying OLS and GLS methods studied the relationship 

between government expenditure and economic growth using panels of annual and 

period–average data for 22 organizations in the OECD countries during 1970-1995 

with the accordance of the prediction of Barro’s model. They found a positive 

relationship between government productive expenditure and economic growth.  
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The empirical study conducted by Gemmel and Kneller (2001) on the impact of 

economy and fiscal policy for European economy employing the panel and time 

series econometric techniques concluded that some of the government investment 

expenditure  has a positive impact on economic growth while government 

expenditure on social security and consumption has zero or negative impact.  

 

Fan and Rao (2003) analyzed the impact of different types of government 

expenditure on overall GDP growth across 43 developing countries between 1980 

and 1998 using OLS method. Their study came up with mixed results. However, 

what is of fundamental importance is that their study revealed a positive relationship 

between economic growth and government expenditure on education, defense and 

agriculture in Asia countries. The study also highlighted a positive relationship 

between economic growth and government expenditure in agriculture and health in 

Africa countries. 

 

Base et al (2003) on the study of the effect government expenditure and economic 

growth using panel of 30 developing countries on the years 1970s and 1980s 

focusing on sectoral spending they recognize the role of the government budget 

constraints and the likely unfairness arising from omitted variables. The results of 

their study reveal a positive and significant relationship between government 

development expenditure and economic growth. 

 

Evaluating the impact of government expenditure and economic growth in 

developing countries Mitchell (2005) assessed the international evidence, citing the 

example of countries that have significantly reduced government expenditure as 

share of national income output and reviewed the latest academic research and 

concluded that the large and increasing government expenditure is not contributing to 

the economic growth. Hague and Denise (2007) on empirical research for 30 

developing countries come with view that the government development expenditure 

share is positively related and significantly correlated with economic growth.  
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In Nigeria several studies on the same subject have been conducted and revealed 

different results. Nurdeen and Usman (2010) conducted an empirical study by using 

OLS method with nine independent variables and one dependent variable (economic 

growth). They used time series data covering the period from 1979 to 2007. In their 

study they found that only government expenditure on transport and health sectors 

are directly related with economic growth of Nigeria. Other variables including 

government development expenditure and government recurrent expenditures are 

inversely related with the economic growth of Nigeria. 

 

Another empirical study also in Nigeria was conducted by Taiwo and Abayomi 

(2011). They used time series data covering the period from 1970 to 2008. In their 

regression results by using OLS method with two independent variables (government 

development expenditure and government recurrent expenditure) and one dependent 

variable (economic growth) found that there is a great impact of government 

expenditure in relation to the economic growth of Nigeria. Their empirical evidence 

show that both government development expenditure and government recurrent 

expenditure have positive impact on the economic growth of Nigeria. 

 

2.4 Trend in Economic Growth 

Generally economic growth in Tanzania experienced high growth prior after 

independence in 1961, exhibited a fluctuating pattern in some years due to world 

economic pattern. The period between 1965 and 1967, the economy experienced the 

highest economic growth, which the country has not experienced since 

independence. 

 

The Period of Pre and Post Independence 

Since independence, Tanzania has experienced turn down in number of aspects such 

as high level of unemployment, manufacturing sector declining, poor and few 

infrastructures which are not improved, dependence on industrial base, and low level 

of GDP growth since independence. But in mentioning above problems, it does not 

mean Tanzania has not been doing fine in its path to development and economic 

growth. Tanzania passed in very different paths (Potts 2005) pg 4 and show Tanzania 
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was not stationary. It is from 1954 until 1961, where Tanzania attained her 

independence, which is called period prior to independence, but the country was 

under colonial rule, the 1961 to 1967 which was the period before Arusha 

declaration. 

 

Tanzania experienced another development after Arusha declaration which was to 

nationalise all infrastructures belonged to individuals into national ownership, the in 

1973 there was another movement where the country wanted all rural population to 

live together in villages. The movement aimed at people to live together so that, 

basic needs such as water, electricity, schools, health services, etc could be served 

easily. Also the aim was to make people live together so that they can work together. 

With this movement, there was impact of Uganda war in 1979 on which Potts (2005) 

says there was a decline in economic growth. Tanzania passed in economic crisis in 

1979 up 1986 where it dispute with IMF and the World Bank then it entered into the 

period of agreement of economic reforms and period of economic reform from 1986 

to 1995 and 1995 up to now, respectively.  

 

2.5 System of State Running Management and Control (1967–1985) 

Tanzania opted to build Ujamaa na Kujitegemea in which was clearly stipulated in 

Arusha Declaration in 1967 opting to build Socialism. This was just 6 years after its 

independence.  

 

The then President of United Republic of Tanzania Mwalimu Julius suggested that, 

due to inequalities among Tanzanians and insufficient inflows of recourses from 

foreign in order to implement development programmes and Projects efficiently. 

With this spirit, the government decided to nationalise all means on production few 

to mention, banks, land, mineral recourses, industries, etc to be owned by the state. 

 

The most important aim of this movement was to distribute income equally among 

citizens, most get free right to all public services. It is known that, many means of 

production were privately owned, and there was very big gap in income including 

salaries among civil servants, so it was squeezed to reduce the gap. Another idea was 
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to give the ruling party, the then Tanganyika African National Union (TANU) using 

its manifesto, decision making mandate on government issues such as formulation of 

policy and guidelines which will be used as a Vision to development. 

 

For the purpose of how the country will develop, agriculture was given high priority 

than industry on the notation that many Tanzanians were living in villages under 

settlement schemes in rural areas. The main aim was to accommodate people who 

were living in settlement scheme to enjoy communal life, easily getting basic needs 

such as health services, education and defence while farming together. But at this 

stage, the then Eastern countries such as China, Russia etc while there was 

opposition from Western countries, backed Tanzania. 

 

2.6 Period of Reforms from 1986- 2005 

But in 1970s, there was Worlds Oil crisis and Uganda War of 1978 to 1979, being 

external and internal factors, there was retardation in economic growth in Tanzania. 

Due to this reason, programmes did poorly, forcing development partners, IMF and 

the World Bank to pressurise Tanzania to adopt Economic Recovery Programme in 

mid 1980s, which were arranged for countries with economic problems including 

Tanzania. 

 

The reforms were aimed at producers’ price rise and budget deficit control and 

strengthening production and trading as a result, Mbelle (2005), it enhanced market 

forces to determine demand and supply of factor inputs and production (output). In 

this period free trade was encouraged and import limitations were reduced, which 

resulted into increase in production. 

 

Producers prices were increased which motivated producers especially in agriculture 

sector, doubling within a year. As a result, export for crops increased. Mbelle (2005) 

says in this period productivity was increased due to availability of consumer goods 

in which acted as incentive to worker as well as farmers. And lastly, there were 

increased foreign exchange that enabled capacity utilisation especially in 

manufacturing, leading into high productivity. 
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2.7 Trade Liberalization 

Another development was Trade liberalisation on which, during restriction era, state 

dictated price. Traditional crops such as coffee, tobacco, sisal, tea and cashew nuts 

have been source of income in Tanzania for quite long time. Although restrictions 

were meant to protect local producers and consumer, it brought forward very 

negative effects, which lead to collapse of state parastatals such as National Milling 

Corporation, (NMC), Regional Trading Corporations (RTC) etc. That is why; 

Tanzania adopted Trade liberalisation, in order to re open doors for competitors 

Tanzania has followed the following stages in it development since independence as 

shown the table below.  
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Table 2.1: Phases of Tanzania towards Development 

Typolo

gy 

Year Reforms/Policy Features Characteristic Feature/Results 

Phase I 1970s, 

early 

1980s 

ESR, strong state intervention, no 

fees, high community mobilization 

(Ujamaa), low civil society groups 

participation; top-down self help 

schemes, “expansionary collective 

national thought”, education as 

instrument of social change. 

Increasing participation and access; 

high internal efficiency, quality for the 

few; increasing education spending; 

lack of consistency and massive 

growth of the population; slow growth 

of the economy and thinly spread. 

Phase II Late 

1980’s 

early 

1990s’ 

Liberalisation, private school 

ownership, reduced supervisory 

role of government, control, SAPs, 

Cost-sharing, “growth of the 

economy collective national 

thought” fees and user 

charges/contributions, reduced role 

of government, education as 

instrument of efficiency. 

Falling/declining participation and 

access, low internal efficiency rates; 

declining education spending, low 

quality of provision and product. 

Phase III Late 

1990’s 

and 

early 

2000 

Vision and Mission 2025, Civil 

and Institutional Financial 

Reforms, Education Sector 

Development Programme, Poverty 

Reduction Strategy, rethinking 

“income and non-income poverty 

collective national thought”, Local 

Government Reform, Debt-Relief 

Initiative (HIPC), Social Sector 

Strategy (SSS), education as an 

instrument of economic and 

qualitative change. 

Increasing participation and 

access; high internal inefficiency; low 

quality provision; increasing education 

spending; commitment to 

social/economic parametric 

assumptions, UPE fees abolished no-

contributions on admission. 

Source: Mbelle and Katabaro (2003) 

 

2.8 Physical Capital and Economic Growth in Tanzania 

In 1986, the World Bank and International Monetary Fund (IMF) introduced 

Economic Recovery Programme (ERP) in Tanzania. These reforms targeted on trade 
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especially export oriented industries, liberalization of economy and agricultural 

markets, through promoting mainly responsibility of private sector 

 

Tanzania through Tanzania Investment Centre has created conducive environments 

for investors through investment policy. This has reduced managerial bureaucracy in 

granting permits to potential investors. This has resulted to improvement in 

productive activities particularly manufacturing. This aimed to better operating 

system, whereby investors will not be discouraged by restrictions and lead to better 

operating condition.  

 

Tanzania also established research and Development (R&D), which was another 

development, as to local capacity for technological innovations and development. 

The NSGRP stipulates clearly the responsibility of innovations and development for 

sustainable economic growth. The important approach is to provide institutions that 

smooth the progress of technology development and transfer. 

 

There has been a move in Tanzania to attract foreign technology so that to develop 

competitiveness in the country. Foreign Direct Investment (FDI) has been used to 

import improved technology in form of capital goods which is used in direct 

production, as a result, increased local technology capacity. The growing importance 

of capital goods imports in the period of increase in FDI is seen in the control of 

imports of machinery that go into direct production to improve efficiency.  

 

2.9 Human Capita and Economic Growth in Tanzania 

Human capital in Tanzania namely Health and Education is another indicator for 

improvement of human warfare in addition to GDP per capita. The costs of 

producing outcomes measure contribution of education and health, as human capital. 

When health and education are measured, it’s difficult to identify its real value. 

Another problem with health and education is how the government measures them. 

 

Usually economic production in health and education is difficult but in cost of 

education can be measured expenditure in schools and in health it can be measured 
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by medical facilities provided. Such process identifies input than product. When 

valuing Health and education, its difficult as all two types attributes different types of 

goods and services produced. Both education and health cannot be purchased like 

other goods and normally in Tanzania they are subsidised by the government. 

Education and health are produced by the government  

 

In regards of Education and Training Policy (ETP) in Tanzania 1995, emphasised the 

importance of achievement of knowledge, especially in science and technology and 

attaining best performance in the service and production sectors. Recently there has 

been a reasonable evidence of best efficient of labour in Tanzania as the result of 

improved skills development opportunities in the education sector. 

 

NSSGRP (2005-2010), also known as MKUKUTA has put education as its priority 

with the plan to ensuring “ensuring equitable access to quality primary and 

secondary education for boys and girls, collective literacy among women and men; 

and the expansion of higher, technical and vocation education.”  

 

The Primary Education Development Program (PEDP) 

In early 2000s Tanzania launched two programmes in order to improve education 

namely Primary Education Development Program (PEDP) and Secondary Education 

Development Programme (SEDP) in order to improve quality of education in 

Tanzania. The World Bank, the government of Tanzania and other development 

partners financed PEDP and SEDP. The PEDP goals were to “Improve education 

quality at school level; Improve retention and completion of the seven years of 

primary education cycle for all children, Provide equitable access to all children, and 

Build capacity at school, community, district and central government levels” PEDP 

2002 

 

The Secondary Education Development Programme (SEDP) 

Education sector also witnessed another programme as the result of Primary school 

expansion in 2004. It was lunched in order to filter the growing need from lower 

grade. There have been two phases of Secondary Education Sector Programme 
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(SEDP), currently under phase II, with support from the loan of the World Bank, 

SEDP aims at “Increase the proportion of the relevant age group completing 

secondary education, improve learning outcomes of students, especially among girls, 

and enable the public administration to manage secondary education more 

effectively” SEDP 2003. 

 

Role of Health Sector 

Health is another major important in human capita development. The nation has been 

investing in health care, focusing on both curative and preventive services, 

consecutively to sustain the efficiency of labour force. Health facilities have been 

improved significantly compared to previous time. But the main health impediments 

remain to be the big problem. The cost sharing still the problem, as most Tanzanians 

are unable to pay the cost although there is National Health Insurance Fund (NHIF). 

Another problem is the HIV/AIDS plague among citizens, which in turn reduces the 

life span as the result working force, is reduced as well. 

 

Economic growth and Consumption expenditure in Tanzania 

In Tanzania, the role of public sector and its size has been varying over time from the 

time when this country got its independence. Until the mid 80s the public sector was 

directly related to the control of parastatals, in which they were engaged in 

manufacturing and profit related activities. The state took responsibility for price 

control, distribution of resources and at the same time the efficiency in the economy. 

Back to 1985, there was promotion of private sector and generally the economic 

transformation from state owned to open economy.  The expenditure has been 

developing speedily than the economy, while the contribution of public share in total 

investment declined before the reform, gradually with the removal of government 

from commercial and production activities. 

 

2.10 Foreign Aid and Economic Growth 

Reforms in Tanzania were initiated to obtain foreign aid, but in 1990s as it have 

pointed out before; there has been a genuine support to reforms. Development 
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partners speeded up reforms through deadlines set by the Breton Woods Institutions. 

(Bigsten et al (1999) 

 

Potts (2005) argued that, there was an extension of state’s role beyond its capacity in 

1970s and 1980s that cased economic problems. The Arusha Declaration in 1967 

with its implementation and problems of exchange rates adjustments with relative 

price changes in late 1960s and in 1980s; they combined to deteriorate terms of trade 

in 1980s in which contributed to a massive decline in per capita export incomes. 

“The impact of this on foreign exchange availability was exacerbated by the 

inconsistency of major aid donors who increased aid substantially during the period 

when Tanzania over-extended the state and decreased aid when Tanzania started to 

reform at a slower pace than that required by their changed policies. Subsequent 

actions by donors after the major reforms of 1986 were also destabilising until a 

more satisfactory process of resolving policy differences and increasing Tanzanian 

‘ownership’ of the reforms was established. Recent economic performance has been 

encouraging but there remain questions as to its sustainability and its impact on the 

poorest part of the population”. 

 

2.11 Empirical Literature Review 

The size of Government may affect economic growth measured by share of 

Government expenditure (Arusha, 2005:405). Using cross section of 71 countries, it 

proved that both the size and quality of the government improves economic growth. 

This study suggests that countries high governance grew at high level than those at 

low level of governance (Arusha, 2005:410) and Glaeser et al, (2004:278). 

Therefore, it was concluded that human capital was positively and significant to 

economic growth.  

 

Political leadership may also contribute to economic growth (Ngowi, 2006:260) there 

are other factors such as climate, Technology, social, natural aspects etc, Ngowi 

(2006) examines political factor in detail. Political leadership was the important 

aspect because it’s the one gives vision, mission, core values, targets etc. and in this 

facts, it leads to economic reforms exemplified from Nyerere era, where sectors such 
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as agriculture sectors was among economic strategy (pg 261). Also Nyerere era, 

witnessed Ujamaa na Kujitegemea (Socialism and Self Reliance) being a gear to 

economic growth. It’s from this faith; several strategies were put down such Kilimo 

cha Kufa na Kupona, (Agriculture for Sustainability), Siasa ni Kilimo (Politics is 

Agriculture) etc. but is the process which was believed to have a lost period in 

Tanzania economic development process (Ngowi 2005 pg 263) 

 

The relative size of the government causes economic growth and economic growth 

Granger causes increase in relative government (Loizides and Vamvoukas, 2004). 

The test using Granger causality test in Europe, showed that countries with big size 

had high economic growth than small ones, but with bio-directional causality these 

two variables ie size of the government and economic growth (Loizides and 

Vamvoukas (2004:127) in bivariate and triavariate systems, and this concludes that 

the size of government has direct relationship with economic growth. 

 

Economic growth and government expenditure volatility has little consensus (Furceri 

2007:104) as their might be negative, or positive effects. The government 

expenditure restrictors affect ability to smooth economic growth. This shock may 

lower government expenditure volatility, also Mihove, (2006), Nijkamp and Poot, 

(2004) positive and negative effects showing are statistically significant, positive 

effect shows to be predominates. They evidenced by the empirical result showing 

economic growth slowed by 0.8 percent by discretionary changes in Fiscal Policy. 

Mihove (2006:105). With regards, this shows that there was a bio-directional effect 

between government expenditure volatility and long-run growth. Therefore it may be 

concluded that developed countries have strong economic growth as they have better 

taxation system and domestic stabilizers that absorbs government expenditure 

volatility. In other hand developing countries have exacerbate macroeconomic 

uncertainly which tend to have larger effects on economic growth Mihove 

(2006:116) 
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The size of Government on Economic growth was examined using causal 

relationship (Palilavan et al 2011:172) using Iran data, the empirical results shows 

that there was unidirectional causality running from economic growth to size of the 

government. It was advised that the government should reduce the size to avoid 

unnecessary costs e.g privatelisation of unnecessary sectors which costs much the 

economy. 

 

The study from Western African Monetary Zone (WAMZ) (Oteng and Frimpong 

2009) and Mittnik and Neumann (2003:570) shows that there was no causality in 

both directions. The Keynesian hypothesis and Wagner’s law are formal to be varied. 

There is possibility of non-economic factors being used to explaining the growth of 

government expenditure than economic factors. Non economic factors are like policy 

variables. Liu et al, (2008) used the same Wagner’s law and Keynesians theory on 

use data ranging 1947 to 2002. They tested five variables national defense physical 

resources expenditure, human resources expenditure, net interest payment and other 

expenditure. The end result suggested the US government to invest on human 

resources. But most interesting their results were mixed, while some results 

supported Wagner’s law (existence of a long-run relationship between public 

expenditure and Gross net Product (GNP)) some results favoured Keynesian’s 

theory. 

 

For instance, when government provides basic needs to its citizen, (Sheeney 1993) 

page 321, it is positive growing at the beginning, gradually becomes negative as the 

government expenditure rises.  Sometimes, it becomes closer substitutes for private 

expenditures. This happens due to expansion of its scope to its citizen. Salih, 

(2012:40) using Keynesian view, suggests that, when compared to Wagner’s theory, 

Sudan data supported to Wagner’s theory whereby it suggests which states “as 

economy grows so does the size of the public sector. 

 

By using Thailand experience, Komain 2007 examined the relationship using 

Granger Causality test, found that Aggregate government expenditure, cause 

economic growth, but its rice versa, i.e economic growth has no impact to expansion 
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of government expenditures. Combined Human Development and Public 

expenditure, was measured to economic growth (Quresh 2009:99-101), due to 

demographic reasons, Human Development and economic indicators have very 

strong relationship with the public expenditure, while there is weak linkages public 

expenditure on economic growth. 

 

This also was evidenced in developing countries (Burak and Tinur, 2002:313 and 

Dao, 2012:80) that show negative impact between these two variables, i.e 

government expenditure and economic growth.  They suggest that ratio of 

government expenditure to GDP, its growth ratio and product of government 

expenditure growth and ratio of government expenditure to GDP.  They drew 

conduction that government size influences economic growth and performance of 

developing countries. Unproductive government expenditure including salaries, have 

negative impact (Awan et al, 2011: 457), also Carboni and Medda, (2011), Ghosh 

and Gregoriou, (2008). While productive and investment expenditure have positive 

impact on economic growth (Marrero, 2008). Private consumption has also impact 

(Chen, 2006) that generates growth effects through their indirect impacts, leading to 

most favourable public spending composition. As a result growth effect is notably 

increased. 

 

Concluding Remarks of Literature Review 

According to different scholars government development expenditure influence 

economic growth. However, other scholars argue that whether government 

development expenditure increase or decrease economic growth is still debatable. As 

pointed out by Grier and Tullock (1989) more empirical researches are needed to 

investigate whether there is a positive or negative relationship between government 

development expenditure and economic growth.  

 

2.12 Research Gape 

According to different scholar’s government development expenditure influence 

economic growth. However, other scholars argue that whether government 

development expenditure increase or decrease economic growth is still debatable. As 
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pointed out by Grier and Tullock (1989) more empirical researches are needed to 

investigate whether there is a positive or negative relationship between government 

development expenditure and economic growth. So many research done at Tanzania 

at all so for these research are needed to evaluate the Gorvenment development 

expenditure to the economic growth in Zanzibar only. 

 

2.13 Strategies in Addressing Research Gape 

Econometrics Model Specification 

For the purpose of discerning any kind of relationship that may exist between levels 

of government expenditure programs and levels of economic growth as measured by 

levels of Gross Domestic Product (GDP), the study will adopt equation which link 

government expenditure to economic growth as used by Nurudeen and Usman 

(2010). This equation explains the relationship between government development 

expenditure (CA) and economic growth (GDP) to capture the impact of increase in 

government development expenditure on economic growth. This framework for the 

study has its basis on the Keynesian and endogenous growth models which state that 

expansion of government expenditure accelerates economic growth. 

 

2.14 Conceptual Framework 

Most of the previous studies conducted used investment (private sector), Government 

expenditure (excluding expenditures on education and health), Government 

expenditure (health and education), recurrent expenditure of the government, 

(Personnel emolument and other charges) and ratio of foreign aid to growth domestic 

product (GDP) and private investment as independent variables while economic 

growth which used first degree differential of log of GDP as an indicator.  So the 

study adopted multi regression analysis in order to study all the above variables in 

one model. 
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Figure 2.1: Conceptual Framework 
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CHAPTER THREE 

 

RESEARCH METHODOLOGY 

 

3.1 Over View 

This chapter provides the methodological framework of the study and outlines 

various steps that were adopted in undertaking the study. Under this part, all the 

scientific procedures that were used in this research are explained. 

 

3.2 Research Design 

Descriptive cross-sectional survey is the research design adopted in this study, where 

a 20 years study i.e. from 1981 – 2001 was carried out on the economic growth and 

government recurrent expenditure as main variables, and Government expenditure 

(excluding expenditures on education and health), private investments, Government 

expenditure (health and education) and lastly, the ration of foreign aid to growth 

domestic product (GDP) as explanatory variables. This design was adopted due to 

the fact that the study was aimed at describing the relationship between government 

spending and economic growth, so in order to carry out this study appropriately a 

descriptive design was adopted to study the variables over a series of years which 

made it to be a cross-sectional survey (Kothari, 2004). 

 

3.3 Sampling Procedure 

The population consisted of GDP and Government spending statistics of various 

categories as explained in the study model from 1961 – 2012. It was not possible to 

perform a 100% population study due to difficultness in data accessibility, so a 

sample had to be taken where a purposive sampling technique was adopted. 

Continuity and availability of information for all variables in a given year was the 

object that guided the operationalization processes of the technique. 

 

3.4 Sample Size 

The sample size was 30 years from 1981 – 2011, statistics of the variables explained 

in the model. This is 62.5% of 48 years from 1964 –2012 that makes it a 
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representative sample. This period was picked because the information for all 

variables under study during this period was available. 

 

3.5 Types of Data 

The study only used secondary data that were collected from the study conducted by 

Kweka et-al (2000), National Bureau of Statistics and Bank of Tanzania economic 

reports from 1995 – 2001. Kweka and Morrisey (2000) established data set ranging 

from 1965 to 1996 and data set ranging from 1997 to 2011 was obtained from other 

sources such as World Bank reports, IFM reports, PENN world table, Bank of 

Tanzania (BoT) and other reliable sources to complement.  

 

3.6 Study Model 

On the other hand Komain 2007 used matched pair approach while Kweka et al 2000 

did a time series to establish whether there is any correlation between government 

spending and economical growth. But Mittnik and Neumann 2003 used regression 

analysis which was supported by M’Amanja and Morrissey (2005). 

 

Multi linear regression model was developed which was used to test whether there is 

a significant relationship between government expenditure on economic growth as it 

has been pointed before. This is due to the fact that it was difficult to use matched 

pair approach because for the period under study there is no other economy that 

resembles that of Tanzania. Secondly the regression analysis provides a room to 

include as many variables as possible. The following variables were added to 

complement this growth model; Government expenditure (excluding expenditures on 

education and health), private investments, Government expenditure (health and 

education) and lastly, the ration of foreign aid to growth domestic product (GDP).  
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Then, the model was as follows,  

gY = α + β1Ip/Y + β2Ig/Y + β3Hg/Y + β4Cg/Y + β5F/Y + u   

  4.1 

 

Where as 

gY =Economic growth (GDP)  

Ip = the investment (private sector)  

Ig = Government expenditure (excluding expenditures on education and health), 

Hg = private investments, Government expenditure (health and education),  

Cg = recurrent expenditure of the government. (Personnel emolument and other 

charges) 

F/Y = ratio of foreign aid to growth domestic product (GDP) and lastly 

u = the error term u, in which normally it is distributed with zero mean and a 

constant variance. 

 

This model were calculated in the first difference of the logarithm of the Growth 

Domestic Product (GDP) Based on above variables, all was in real terms, ie nominal 

terms deflated using the consumer price index (CPI) 
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CHAPTER FOUR 

 

RESEARCH FINDINGS AND PRESENTATION 

 

4.1 Introduction 

This chapter analyzes the data collected from the sources discussed in chapter three. 

The first part demonstrates the preliminary test conducted to determine data 

stationary using Augmented Dickey Fuller (ADF) test. The second part demonstrates 

the test for long-term relationship between the variables was also conducted and 

finally shows the causality test conducted on the variables. 

 

4.2 Data Statinarity Issues 

 The test of unit root present was conducted in this equation to in order to test the 

equation the model described in chapter three. This was based on the fact that “a 

regression of variables that have unit root results in what is known as spurious 

regression and the results would therefore have misleading economic interpretation” 

(Koop, 2005). 
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Table 4.1: Raw Data with Calculated Growth 

Year Real_Y Ip_Y Ig_Y Cg_Y Hg_Y F_Y 

1981 139786.8 19.5 11.8 12.9 6.7 2.5 

1982 159140.3 14.6 11.9 13.4 6.6 2.7 

1983 177880.5 9.5 11.5 12.4 6.9 2.5 

1984 178029.9 10.5 14.7 19.1 6.7 3.5 

1985 176569.3 11.5 14.3 19 6.5 2.8 

1986 157332.8 8.9 11.3 18.1 6 2.7 

1987 145963.1 9.9 10.6 20.3 6.6 1.9 

1988 134254.1 8.3 8.8 16.1 3.1 1.8 

1989 127942.3 5.7 8.1 20.6 5.2 1.8 

1990 119190.1 8.3 7.4 20.5 3.5 1.6 

1991 112000 9 5.2 21.1 3.4 0.9 

1992 111816.2 11.7 10.2 23.6 3.7 2.1 

1993 118505.8 20.3 8.5 25.9 3.6 7.8 

1994 162639.5 15.5 4.3 22.2 3 5.7 

1995 199321.4 10.5 2.9 17.7 2.7 4.9 

1996 216506.3 19.7 5.2 18.4 3.3 3.1 

1997 261185.4 16.6 3 15 3 3 

1998 269818.8 16.3 4.7 16.7 3.2 4.3 

1999 271345.4 16.1 4.3 16 3.5 6.2 

2000 271613.6 15.4 2.2 13.7 3.1 2.5 

2001 274937.4 14.7 1 14.1 1.5 1 

2002 286533.4 11.7 3.4 16.8 1.8 2.2 

2003 282849 14.6 3.2 16.3 3.1 3.1 

2004 291910.8 17.1 2.9 16.6 3.4 3.4 

2005 301151.1 18.4 2.8 16.9 3.7 3.6 

2006 310197.8 20.7 2.6 17.2 3.8 3.8 

2007 319118.6 21.8 2.7 17.5 4.3 4.1 

2008 328159.1 19.9 2.4 17.8 5.2 4.3 

2009 337538.5 20.1 2.1 18.1 5.7 4.3 

2010 347434.5 22.5 1.9 18.4 5.9 4.5 

2011 357968.8 23.7 1.8 18.8 5.7 4.7 

Sources: Kweka and Morrisey (2000), Government of Tanzania (GOT), (various 

years), Economic Survey, Dar es Salaam; Bank of Tanzania (various issues/years), 

Quarterly Economic Bulletins, Dar es Salaam; IMF (1998/9) International Financial 

Statistics Year Book. World Bank (Data Bank) 
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The Augmented Dickey Fuller (ADF) test was conducted 1 to see if there is presence 

of unit root for every variable in the model and the estimation of autoregressive 

model for the lags (AR (n)) was also conducted. Essentially the Augmented Dickey 

Fuller (ADF) statistic requires testing negativity of number. When the number is 

more negative, it’s when the hypothesis that there is unit root is rejected. Below is 

the result of unit root test on tested variables to the ration of Growth Domestic 

Product that is given in the table below. 

 

Table 4.2: ADF Unit Root Test 

Variable t-ADF (levels) Beta Y_1 Lag Length 

gY -2.94** 0.535 1 

Ip/Y -1.894 0.775 1 

Ig/Y - 0.970 0.911 1 

Hg/Y -1.670 0.822 1 

Cg/Y -1.151 0.890 1 

F/Y -2.071 0.797 1 

Critical values are 1% -2.14, 5% -2.48 and 10% -3.17 

 

The table above shows that, with exclusion of GDP growth rate, (gY) all remained 

variables are not stationary in all levels. This is evidenced by the t statistics of all 

variables, which are less than ADF critical value 2.48. Therefore we do not reject the 

hypothesis that, all independent variables the investment (private sector), 

Government expenditure (excluding expenditures on education and health), private 

investments, Government expenditure (health and education), recurrent expenditure 

of the government, (Personnel emolument and other charges) and ratio of foreign aid 

to growth domestic product (GDP) are not stationary at order 1 [1(1)] 

 

Kweka & Morrisey 2000:11 commented that “a variable integrated of the order d is 

stationary if differenced d times” Therefore, the log of GDP gY, was differenced for 

the first order. In the equation 5.1, variables given have no same stochastic 

 

1 An augmented Dickey-Fuller test is a test for a unit root in a time series sample. An augmented 

Dickey-Fuller test is a version of the Dickey-Fuller test for a larger and more complicated set of time 

series models. 
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properties, leading the equation to be unbalanced, and in order to balance this 

equation, the equation needs to be transformed and was looked as follows: 

gY = α + β1∆Ip/Y + β2∆Ig/Y + β3∆Hg/Y + β4∆Cg/Y + β5∆F/Y + θ11∆Ip/Yt-1 + … 

θ1p∆Ip/Yt-p + θ21∆Ig/Yt-1 + … + θ2p∆Ig/Yt-p + θ31∆Hg/Yt-1 + … + θ3p∆Hg/Yt-

p + θ41∆Cg/Yt-1 + … + θ4p∆Cg/Yt-p +… + θ51∆F/Yt-1 + … θ5p∆F/Yt-p + θ6∆Yt-

1 + u      4.2 

 

Where ∆Ip/Y is the change in investment made by the private sector in the economy 

∆Ig/Y is the change in government investment expenditure excluding expenditure on 

health care and education 

∆Hg/Y is the change in government expenditure on health and education. 

∆Cg/Y is the change in recurrent expenditure of the government. 

∆F/Y is the change in ratio of foreign aid to GDP 

gY is the growth in the economy. This is calculated as the first difference of the log 

of the GDP. 

θ11∆Ip/Yt-1 and all other variables are lagged values of the variables up to lag p 

u is the error term, which is normally distributed with zero mean and a constant 

variance. 

 

In this regards, it should be all variables in the equation are 1st difference of the 

independent variables in the equation 4.2, which is lagged up to lag p. These 

variables were included to overcome the effects of some variables on growth rate of 

the GDP that occurs with a lag. 

 

To make sure the equation 4.2 is balanced, the unit root test was conducted on the 

first difference of variables. The result is shown in the following table  
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Table 4.3: ADF Unit Root Test on Differenced variables 

Source: Field Data, 2014 

 

Critical values are 1% -2.14, 5% -2.48 and 10% -3.17 

From the results above, it was established that, ADF statistics at first different of all 

variables as shown above were greater than critical values, therefore it is concluded 

that, all variables are stationary and hence the equation 4.2 is balanced 

 

4.3 The Causality Test 

In this study, it was assumed that, the expenditure is determining GDP and not the 

GDP determining the expenditure. But it’s known, by other authors, there are 

possibilities that investment and other expenditures in the certain country to be 

determined by the GDP growth rate. For instance, private investors need to invest in 

a certain country where the returns will be maximized. The returns have tendency to 

be high when the GDP is increasing so the mis-specification causality direction may 

lead to bias error coming from error associated with the explanatory variables. 

 

Koop 2005 pg 187 says “X granger causes Y if past values of X can help explain Y”. 

This means that there was a need to test causality in order to know the direction of 

variables, so the granger causality procedure was important to be conducted. This 

process involves a vector autoregression (VAR) of all variables in the equation 4.2. 

The theory of granger causality is based on time sequence of events, therefore  

 

 

 

Variable t-ADF (levels) Lag Length 

gY 2.94** 1 

∆Ip/Y -5.93*** 1 

∆Ig/Y -6.26*** 1 

∆Hg/Y -4.87*** 1 

∆Cg/Y -4.98*** 1 

∆F/Y -5.68*** 1 
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Table 4.4: Granger Causality Result 

Variable ∆Y ∆Ip/Y ∆Ig/Y ∆Cg/Y ∆Hg/Y ∆F/Y 

Constant 0.011 

(0.3290) 

-0.0407790  

(0.38993) 

-0.087324       

(0.29636) 

0.0221254         

(0.47190) 

0.00433299       

(0.92793) 

0.0745216        

(0.48805) 

∆Y_1 0.630119   

(0.00112 ***)        

-0.372713         

(0.60533) 

-0.556474         

(0.66001) 

-0.587841         

(0.21705) 

-0.288538         

(0.69423) 

-0.520083 

(0.75058)          

∆Y_2 -0.160914 

(0.31568)          

0.641677         

(0.34619) 

1.30932          

(0.27531) 

0.260257         

(0.55419) 

1.00453          

(0.15361) 

0.524305         

(0.73248) 

∆Ip/Y_1 0.255006 

(0.00003 ***)          

-0.102723         

(0.62512) 

-0.521990         

(0.16588) 

-0.268240         

(0.05957 *) 

-0.374660         

(0.09041 *) 

0.248694         

(0.60290) 

∆Ip/Y_2 -0.0471946  

(0.39516)        

-0.156863         

(0.50500) 

0.231123         

(0.57518) 

-0.0100109        

(0.94755) 

0.324174         

(0.18344) 

1.13220          

(0.0430 **) 

∆Ig/Y_1 -0.0376008 

(0.40640)         

-0.316058         

(0.10891) 

-0.322184         

(0.34200) 

0.0129379        

(0.91705) 

0.468884         

(0.02377**) 

0.207311         

(0.63399) 

∆Ig/Y_2 0.0101725 

(0.80460)         

-0.361165         

(0.04885 **) 

-0.099331        

(0.74644) 

0.00725059       

(0.94913) 

0.128127         

(0.47465) 

-0.0930834        

(0.81487) 

∆Cg/Y_1 -0.290615 

(0.00580 ***)          

0.194154         

(0.63458) 

0.803551         

(0.26830) 

-0.172969         

(0.51589) 

-0.0160359        

(0.96919) 

0.412758         

(0.65654) 

∆Cg/Y_2 -0.216248 

(0.03026 **)          

0.700902         

(0.09114 *) 

0.0806352        

(0.90872) 

0.0163468        

(0.94996) 

0.0735136        

(0.85714) 

-0.437914         

(0.63151) 

∆Hg/Y_1 -0.0413047 

(0.47664)         

0.749274         

(0.00554***) 

-0.287688         

(0.50645) 

-0.127003         

(0.42946) 

-0.539399         

(0.04051**) 

-0.0259902        

(0.96283) 

∆Hg/Y_2 -0.108803  

(0.04597 **)         

0.0610393        

(0.78240) 

-0.085226        

(0.82606) 

0.0665303        

(0.64391) 

0.0575802        

(0.79817) 

-0.0564981        

(0.91038) 

∆F/Y_1 0.0648087   

(0.01140 **)       

0.121388         

(0.23565) 

0.0443587        

(0.80185) 

0.0477334        

(0.46844) 

0.0234131        

(0.81948) 

0.189749         

(0.41057) 

∆F/Y_2 0.0214511 

(0.33307)         

-0.171243         

(0.07704 *) 

-0.155578         

(0.34684) 

-0.0258139        

(0.67079) 

-0.0367492        

(0.69931) 

-0.298447         

(0.16865) 

R2 

(unadjusted) 

77% 48% 38% 36% 51% 45% 

* = 10% significance, ** = 5% significance and *** = 1 % significance. p-values in 

brackets.  

 

Results above show that, the direction of causality comes from the change in 

expenditure to growth, and not growth to expenditure. Nothing of the lagged values 

of economic growth was significant on any other values. All variables, the 
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investment (private sector), Government expenditure (excluding expenditures on 

education and health), Government expenditure (health and education), recurrent 

expenditure of the government, (Personnel emolument and other charges) and ratio 

of foreign aid to growth domestic product (GDP) except for change in government 

investment expenditure were significant at 5% level and thus ‘granger-causes’ 

growth rate of GDP. 

 

4.4 The Test of the Long Run Relationship of Variables 

The long run relationship of the variables was conducted using the equation 4.2 and 

the results are shown in the table 5.4 below 

 

Table 4.5: Dependant Variable gY 

Variable Coefficient Std error P-value 

Constant 0.012 0.010     0.24636 

∆Ip/Y -0.064 0.040     0.12112 

∆IP/Yt-1 0.192 0.045     0.00024 *** 

∆Cg/Y 0.049 0.087      0.58067 

∆Cg/Yt-1 -0.201 0.084   0.02464 ** 

∆ Cg/Yt-2 -0.235 0.073     0.00337 *** 

∆F/Y -0.028 0.019    0.14581 

∆F/Yt-1 0.058 0.018    0.00282 *** 

∆Yt-1 0.534 0.122       0.00018 *** 

R2 adjusted = 62.27%, D.W 1.53 

Source: Field Data, 2014 

 

Originally the p value origin was set to 3 and lagged values were reduced based on 

importance of these lags. It was learnt that, the two lagged value is significant for the 

change in government recurrent spending as only one year lagged value was 

significant for the change in change in foreign aid and private sector investment 

spending. Also all lagged values for the change in government investment spending 

and human capita capital spending were not significant, so they were dropped. 
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In the second lag of in private sector investment, it has positive and it has statistically 

significant impact on the growth rate of Growth Domestic Product in Tanzania while 

the first lag seems to be insignificant and negative impact on growth of Growth 

Domestic Product in Tanzania. 

 

From the results, it shows that, the effect of a variation in private investment in not 

felt in the economy of Tanzania, which is not surprising, as investment expenses in 

machinery is known that takes lag to produce profit in the company even in the 

government. In other hand, the change in private sector spending appears to 

contribute to the growth of the economy as for any change by one unit in private 

investment leads to a change of 0.2 units in the economic growth. This evidenced by 

Khan and Reinhart (1990) who examined the same impact on economic growth in 

developing countries on which, they came up with the results that, “the impact of 

private investment on economic growth in developing countries, both private 

investment and government investments were positive and significant at 1% level of 

significance.” 

 

Further more, the government investment spending, its change was statistically not 

significant, with expectation that, the investment was wrongly directed.  (Serven 

2006) says that the volume of investment expenditure not matters but the quality of 

investment expenditure. The change in government spending on consumption was 

negative but statistically significant determinant of economic growth up to the 

second value. “The sign however does not conform to a priori expectations as 

expected though the second lag is significant is at 1%, and the first lag significant at 

5% level, while the change itself was not significant. This seems to suggest that the 

ratio its recurrent expenditure to GDP is very high thus crowding out vital funds 

needed for vital investments.”  

 

The change in Human capital ie health and education has a significant impact on 

economic growth, therefore it has been dropped. This result is not expected as some 

studies suggest there have been mixed results. For instant, according to results above, 

Blankenau et al (2007) noted that the impact of taxation. It known that, while human 
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capita development has positive effect of growth, the taxation has negative. While 

economic theories predicts the effects of sending, there is negative effects of 

taxation, while another reason for impact of human capita development on economic 

growth is long lag. 

 

In this short span of data used in this study, still its importance will be felt.  

Therefore one period lag in the change in foreign aid has positive impact, and it is 

significant at 1% level, however the present period adjustment was insignificant 
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CHAPTER FIVE 

 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

 

5.1 Introduction  

This chapter presents the summary and conclusion of the analysis presented in the 

previous chapter. The conclusion will be based on the findings obtained from this 

study and a reflection of the finds of other similar studies conducted before.  

 

The results from the findings suggest that, there is a high need to have close dagnosis 

of the role of Human capital, private investment and consumptions in Tanzania as 

they have shown negative impact in economic growth compared to other variables. 

As it has been learnt, private sector in Tanzania has positive but statistically 

insignificant impact on economic growth; it is found also, government investment 

expenditure is negative but statistically significant. At the time on the other way 

round, the government expenditure on education and health (Human Capital) has 

positive relationship but insignificant impact on economic growth but the 

government expenditure is found to be negative and statistically significant. 

 

5.2 Findings and Policy Recommendations 

The theory suggests that, the size of government may affect the economic growth of 

the country; this may be analytically examined by the factors that are associated with 

success; by examining the following policy alternatives that have significant effects 

autonomous of the level of government spending in Tanzania. 

 

5.3 Government Consumption in Tanzania 

In real sense financing the government expenditure is expensive as it requires 

resources to finance. There are problems in collecting money, for instance tax 

collection which in other turn discourages production, as it reduces purchasing power 

and discourages production in the economy as it is known, it reduces investment and 

saving in the economy as a result, production is lowered. Borrowing will reduce 
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capital that will be available for private investment that leads to interest rate to be 

higher. 

 

As other economies do, Tanzania’s government displaces private-sector activities; 

even though it has been learnt that the private sector is encouraged, high government 

spending discourages the sector. For every single shilling the government spends 

essentially it means there is less productive sector in the economy. In this regard, it 

reduces the economic growth. This leads economic growth will be reduced because 

allocation of resources will be redirected to the private sector while political power 

will govern the spending of money in the economy. I at all, the government doesn’t 

use its recourses efficiently it will lead to less productivity as a result, low economic 

growth. 

 

It’s possible for the government like Tanzania to entirely spend its recourses into 

unproductive activities such as Judicially, Army that may contribute to negative 

effect to economic growth. These unproductive activities entail high costs on the 

economy’s productive sector resulting into low productivity, as a result negative 

impact to economic growth at large. 

 

Heavy subsidies to corporations and institutions may be another problem economic 

growth. This is also government spending, but in unproductive area in the economy. 

Most corporations, government parastatals and institutions just receive government 

subsidies but not producing anything. In Tanzania there are no schemes such as 

unemployment benefits and insurance, still there are many corporations, government 

parastatals and institutions are to be subsidised such as Higher Education Student 

Loans Board (HESLB). Therefore constitution of these problems result into low 

economic growth in Tanzania 

 

Cost sharing in education, health and other categories lower economic growth. In 

Tanzania, there is cost sharing but is too small compared to the services offered by 

the government of Tanzania. So the government burden is heavy for economic 

stimulation. In Tanzania, the government tried to introduce the scheme of cost 
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sharing, but sharing that is said to be too small, that it like the government subsidies 

the costs in health, educations and other services. 

 

Therefore it is said that in Tanzania government spending as stipulated above 

discourages productive choice in the economy as it discourages saving as people are 

assured of subsides so they are don’t save while the government pays for their 

expenses. Therefore, there is misallocation of wealth because of artificial wealth 

causing negative impact in economic growth of the economy because thy misallocate 

it 

 

Another problem is that, although there has been privatilisation and decentralisation 

in Tanzania, country has not done much in this area of economic activities. Services 

such as postal services, electricity, water and other activities would have been 

privatilised. These also constitute a burden of the government leading to unnecessary 

costs while could have been outsourced to private sector, which in turn would be 

efficiently and effectively done. This will reduce the size of the government as a 

result reduce government spending as it is seen the Tanzanian government is still big 

The system of Tanzanian government and red tape leads to inefficiency in resource 

allocation. There is no regulated markets that encourage efficiency in allocation of 

resources even though the decision may be based on economic factors. These results 

into unnecessarily inefficiency and high costs 

 

5.4 Role of Investment in Tanzania and Economic Growth 

Tanzania since independence has not been doing well in research and Development 

(R&D) up to now. It has not invested much in Physical and Human investment. 

Private investment is doing much than the government investment. Most of activities 

done by private such health and education are doing better than state run hospitals 

and schools respectively. Investment in infrastructures has not been well significant, 

in terms of roads, railways, ports and airports which are hubs of economic growth in 

Tanzania. For instance, Dar es Salaam port is situated at a very good position, 

feeding Uganda, Rwanda, Burundi, DRC, Malawi, Zambia etc but its contribution to 
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economic growth is less compared to Kenya’s Mombasa port which feeds just 

Uganda and Southern Sudan 

 

5.5 Human Capital Development in Tanzania 

 

5.5.1 The role of Technical Education in Tanzania 

There has been very little emphasis on technical and vocational education in 

Tanzania. Rate of technicians feeding engineers is small as most universities just 

produce engineers forgetting about technicians. Technological change will in turn 

people to fulfill labour market requirement, as it is done all over the world. Most of 

Tanzanians are self employed but productivity is still low due to lack of skills in their 

activities resulting into low productivity. There is an increase proportional of the 

output coming from schools, colleges and universities who are unable to secure job 

in formal ways and unable to self employ. 

 

5.5.2 Problems of Education in Tanzania 

Tanzania has and is facing problems in its education system since and post 

independence era. There has been a very low enrolment rate until Primary and 

Secondary Education Programmes (PEDP) 2002- 2014 and (SEDP) 2006-2010 

respectively came into place where, 2000s where there has been an improved 

enrolment rate.  

 

Other problems include poor education financing, most students engaged in arts 

subjects in expense of Science subjects, imbalance and gender disparity Mbelle and 

Katabaro (2003). There is a need for the government to invest in this area as it is 

important area of economic growth as it one human capital component. Health sector 

also should be given high important in terms of reduced child mortality rate 

 

As many empirical studies show that child development including survival, 

schooling and his/her productivity in his/her adulthood increases productivity and 

hence economic growth 
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5.6 Conclusion 

This study has found that, for any change in government expenditure, there is a 

negative but, significant determinant of growth. Investment, (Private) has significant 

and positive impact on economic growth in the economy, but change in government 

expenditure is also statically insignificantly. As the results show in analysis, the 

change in expenditure on government on human capital development (Education and 

Health) has insignificant impact on economic growth while foreign aid has positive 

impact on and is insignificant  

 

Productive expenditure have negative impact on growth (Kweka &Morrisey 2000), 

as they concluded sighting physical investment while consumption expenditure has 

positive relationship with economic growth, and expenditure on human capital 

investment showed insignificant in their regression. Aid showed positive impact on 

economic growth, therefore, is has been learnt that, results from their study on the 

effect of government spending on economic growth have not changed compared with 

results from this study. But in all various sources show how Tanzania grew in terms 

of real GDP in the period of 1981 to 2011 
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