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Abstract: The study examines the impact of institutional quality on human capital development in Nigeria: 1990-2024. The
study was anchored on the endogenous growth model using the OLS estimator to empirically determine the impact of the
explanatory variables on the dependent variable. The data series of human capital development (HCD), regulatory quality (RQ),
corruption (CPI) are stationary after the first difference, while economic growth (GDP) is stationary at level. The result of findings
revealed that Regulatory quality has a negative and statistically significant impact on human capital development in Nigeria. In
addition, Corruption has an insignificant impact on human capital development. GDP, used here as a proxy for economic growth
has a significant negative impact on human capital development. The study recommends that policymakers should, therefore,
conduct a thorough review of regulatory practices affecting educational institutions, healthcare delivery, and workforce training
programs. Anti-corruption bodies should implement stricter monitoring mechanisms to prevent the diversion of resources meant
for human development sectors. Finally, government should prioritize public expenditure on education, healthcare, and
vocational training, ensuring that growth-related revenues are channeled toward the sectors most critical to human development.
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1.0 Introduction

Human capital development is essential for the progress
of African nations, with the World Bank (2018)
emphasizing its role in reducing poverty and inequality
through an educated and resilient populace (Agbadagbe,
Musa, & Ismail, 2024). An empowered workforce can
catalyze structural transformation,
development, and leverage opportunities presented by
globalization and the Fourth Industrial Revolution
(Magaji, 2023). However, Africa's human capital gap
remains significant, as evidenced by low enrollment rates
across all education levels, with women particularly
marginalized (World Bank, 2020a). Efforts such as the
Sustainable Development Goals (SDGs) and Agenda 2063
underscore education's importance in fostering
knowledge-driven societies (United Nations, 2015; African
Union Commission, 2015). Despite these initiatives,
institutional quality emerges as a pivotal determinant in
enhancing human capital development, requiring
attention to address deficiencies in governance and policy
implementation (Musa & Ismail, 2023).

economic

Institutional quality plays a critical role in human capital
formation and economic performance (Musa, Ismail &
Magaji, 2024). Robust institutions foster macroeconomic
stability, efficient resource allocation, and social
cohesion, all of which are prerequisites for sustained
development (Utile, [jirshar, & Sem, 2021). However,
many African nations, including Nigeria, struggle with
institutional weaknesses characterized by corruption,
poor governance, and lack of accountability (Eke, Magaji
& Ezeigwe 2020). For instance, Nigeria ranked 146th out
of 180 countries on Transparency International’s 2020
corruption perception index (Opeloyeru, Faronbi, & Rafiu,
2021). These institutional deficits deter investment,
hinder educational development, and exacerbate poverty
and inequality (Magaji, Musa, Abdulmalik & Eke, 2022).
Despite the recognition of institutional quality as a
determinant of economic and educational outcomes,
empirical studies examining its impact on human capital
development in Africa remain limited, particularly in
diverse and context-specific dimensions (Nawaz, Igbal, &
Khan, 2014).

Existing research highlights several facets of institutional
quality and its impact on macroeconomic variables,
including studies linking it to foreign direct investment,
health expenditures, and financial inclusion (Ugwuanyi &
Eze, 2023; Bawuah, 2023). While studies like Seka
(2013),) and Poirier (2012) explore corruption and

conflict’s impact on education, comprehensive
assessments integrating multiple dimensions of
institutional quality in the African context are rare. This
study addresses this gap by focusing on Nigeria, where
challenges such as regulatory inefficiencies, corruption,
and political instability impede human capital
accumulation. By examining these institutional
dynamics, the study aims to provide insights that inform
policies to foster inclusive growth and sustainable
development.

The study’s objectives are aligned with addressing these
gaps, seeking to evaluate how regulatory quality,
corruption, and economic growth influence human
capital development in Nigeria. By answering key
questions regarding these relationships, the research
contributes to understanding the interplay between
governance and education, emphasizing the importance
of institutional quality in promoting societal
advancement. Insights gained from this study aim to offer
policy recommendations tailored to Nigeria's specific
challenges, contributing to broader debates on
institutional reforms and sustainable development
strategies in Africa. This approach not only bridges
existing knowledge gaps but also underscores the critical
role of institutional frameworks in shaping human capital
outcomes.

2.0 Literature Review and theoretical

Framework
2.1 Conceptual Review
2.1.1 Institutional Quality

Institutional quality plays a pivotal role in shaping social,
economic, and political interactions, with robust
institutions facilitating financial inclusion and efficient
financial intermediation. North (1990) and Acemoglu and
Robinson (2010) argue that institutions provide the
structural framework for economic activities. High-quality
institutions foster inclusive policies and enhance
financial accessibility (Sanga & Aziakpono, 2022).
Conversely, weak institutions lead to inefficiencies,
resource misallocation, and financial exclusion
(Acemoglu et al., 2021). Nations with strong regulatory
systems, including judicial frameworks and contract
enforcement, experience better financial market
development (Djankov et al., 2007; Herger et al., 2018).
Political stability and accountability, as noted by Dutta
and Meierrieks (2021), further enhance financial
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intermediation and investor confidence, whereas political
instability and corruption deter investment and diminish
financial accessibility (Acemoglu & Robinson, 2012).
Institutions thus act as a cornerstone for fostering
economic growth and reducing market inefficiencies.

2.1.2 Human Capital Development

Human capital development is vital for fostering economic
growth and achieving sustainable development objectives
(Magaji, 2023). Scholars have defined human capital
development in varied ways. Mincer (1996) conceptualizes
it as the proportion of a nation's population equipped with
sufficient education, skills, and training, while Torruam
et al. (2014) emphasize its focus on enhancing
productivity and creativity. Romer (1990a) underscores
the importance of skill acquisition through training and
healthcare investments, aligning with Jhinger's (2005)
assertion that funding education, health, and social
services is integral to human capital development. Health
care, as highlighted by Ismail, Musa & Magaji, (2024) and
Buevich et al. (2019), constitutes a significant aspect of
this development. The United Nations Development
Programme (UNDP, 2018) advocates for investments in
education, health, nutrition, and skills to stimulate
economic growth. Scholars such as Magaji & Adamu
(2011), Schultz (1961) and Bloom et al. (2019) contend
that sustained investments in education and health lead
to increased productivity and economic growth.
Historically, scholars like Petty (1769) and Smith (1904)
emphasized the importance of enhancing worker skills
and productivity as key to national economic progress,
positioning human capital as a critical driver of economic
advancement (Weisbrod, 1962).

2.2 Theoretical Review
2.2.1 Human Capital Theory

The theory of human capital, pioneered by Schultz,
Becker, and Mincer, underscores the economic benefits of
investing in human skills and knowledge (Bakare &
Salami, 2011). This theory posits that such investments
yield higher productivity and economic returns, with
wealthier economies reducing the costs of skill acquisition
through subsidies for education and training. These
subsidies foster an appreciation for education,
encouraging individuals to pursue academic excellence,
which in turn generates higher returns on knowledge and
skills (NPC, 2008). The theory emphasizes that nations
play a crucial role in fostering human capital by providing
opportunities for skill acquisition, which is fundamental
for labor market value. The core of this theory is that
enhancing human capital leads to increased productivity,
generating essential physical outputs that drive economic
growth.

2.3 Empirical Review

Udochukwu  (2024) explored how institutional
frameworks influenced economic growth in Nigeria (1996—
2022), using real GDP as the dependent variable and
institutional indicators (e.g., control of corruption,
regulatory quality) alongside factors like labor and capital.
Employing fully modified OLS, the study found that
regulatory quality and research positively impacted

growth, while corruption control and gross capital
formation had significant negative effects. The study
recommends extensive institutional reforms to promote
governance and economic growth.

Ajayi (2024) analyzed the role of institutional
infrastructure in mediating the trade openness-growth
relationship (1985-2021). Using Johansen Cointegration,
FM-OLS, and DOLS methods, the study revealed that
trade openness promotes inclusive growth, although its
interaction with institutional infrastructure had a
negative but insignificant effect. Recommendations
include improving institutional infrastructure to minimize
trading costs and risks.

Elisha et al. (2024) examined institutional quality's effects
on Nigeria's economic growth (1996-2022), finding that
government effectiveness and regulatory quality
significantly influenced growth, while other institutional
measures were statistically insignificant. The study
advocates stricter anti-corruption laws and credible
institutional reforms.

Wahab (2024) identified determinants of human capital
development (1988-2022), finding that fertility rates
negatively affected the Human Development Index (HDI),
while inflation positively influenced HDI. The study
suggests increased healthcare investment to improve
human capital.

Anagun et al. (2024) investigated the impact of human
capital and institutional quality on income inequality
(1990-2021), showing that government education
spending significantly reduces income disparity.
Recommendations include allocating more resources to
human capital development and providing educational
grants.

Ayoade et al. (2023) examined interactions between
institutional quality, human capital development, and
poverty (1981-2020). While institutional quality positively
correlated with poverty reduction, its interaction with
health and education expenditures showed mixed results.
The study emphasizes bolstering physical and human
capital to alleviate poverty.

2.4 Gap in the literature

Despite extensive research on institutional frameworks,
economic growth, trade openness, human capital, and
income inequality in Nigeria, a critical gap remains in
understanding the dynamic interplay between
institutional quality, economic diversification, and long-
term resilience to external shocks. Existing studies
primarily focus on the direct effects of institutional quality
on economic growth (Udochukwu, 2024; Elisha et al.,
2024) or its interaction with trade openness and
inequality (Ajayi, 2024; Anagun et al., 2024), but they do
not assess how strong institutions facilitate economic
diversification—a crucial factor for sustainable growth in
volatile economies like Nigeria’s. Furthermore, the
literature does not sufficiently explore how institutional
reforms mitigate the adverse effects of global economic
disruptions (e.g., oil price fluctuations, financial crises) on
long-term growth trajectories. Addressing this gap would
provide policymakers with insights into leveraging
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institutional quality for economic transformation beyond
traditional GDP growth metrics.

3.0 Methodology

This study adopted the model specified in the works of
Minhaj & Ahmed (2023) on empirical relationship
between Human Capital, Institutional Quality, and
Economic Growth in Pakistan, for objective one, two and
three, specified as:

[EG) _t=f( [GCF] _t, [HCI] _t, [INS] _t, [INF] _t, [
TOJ 10 t)eeeiiiiiiiieeeeeeen. 1

Where: EGt, represents real GDP per capita at time t,
GCFt is gross capital formation, INSt is the institutional
quality, proxied by law and order, CPIt is inflation rate
measured by the consumer price index, and TOt is trade
openness measured as the ratio of import and export as a
ratio to GDP. HCI is the human capital index.

This study introduced regulatory quality and corruption
perception index as proxies for institutional quality.
Human capital development is captured as the
regressand while economic growth is used as a control
variable. GCFt, CPIt and TOt, were dropped.

The specified model for objective one is expressed as:
[HCD] _t=f(RQ,CPI, [EG] _t,u_t)..cccvvun..... 2
The econometric form is specified as:

[HCD] _t=a+ [BRQ] _t+ [oCPI] _t+ [6EG] _t+

Where: HCD: Human capital Development, RQ: regulatory
quality (proxy for institutional quality), CPI: Corruption
perception index (proxy for institutional quality) and EG:
Economic Growth.

This study uses the Philip Perron (PP) unit root test and
the ordinary least squares (OLS) method as research
instruments:

4.0 Data Presentation and Discussion of
Results

Philip Perron Unit Root Test

Variabl Level t- Ist | t- Order of
e Value Diff. value Integratio
5% n
5%
HCD - 56 1)

-2.69 | -3.55 4.83

RQ - I(1)
-0.90 359  _ o -3.60

CPI - 1(1)
-2.24 -3.59 | 6.47 -3.60

GDP -3.86  -2.95 - - 1(0)

Source: Authors computation, Computed from Mckinnon
(1996). The intercept and trend model were used in the
above unit root test.

The PP unit root test result from table 4.1 established that
the data series of human capital development (HCD),
regulatory quality (RQ), and corruption perception index
(CPI) are stationary after the first difference, while
economic growth is stationary at level. After establishing
the stationarity level of the variables, the study proceeds
to estimate the parameters of the specified model to
determine their impact on the dependent variable.

Regression Output

Dependent Variable: HCD

Variable | <% . Std Error | t-Statistic | Probability
efficient

c 59.26 2.37 25.05 0.00

RO -36.44 6.13 -5.95 0.00

CPI -0.13 0.57 -0.23 0.82

EG -0.32 0.08 -3.94 0.00

R2 0.73

Adj. Rz | 070

F-stat 21.83

Prob.(F- | 0.00

stat.)

D-W 2.05

Stat.

Source: E-view Result Output, 2025.

The regression analysis evaluates the relationship
between institutional quality indicators regulatory quality
(RQ), corruption perception index (CPI), and economic
growth (EG) and human capital development (HCD) in
Nigeria. The negative and statistically significant
coefficient for regulatory quality (RQ) (-36.44, p = 0.0000)
suggests that as regulatory quality improves (assuming
RQ represents higher values for better regulation), there
is an unexpected decline in HCD. This finding contrasts
with past studies that found positive regulatory impacts
on human capital, possibly due to unique regulatory
challenges in Nigeria, where improvements in regulatory
structures may not immediately benefit sectors directly
influencing HCD (Acheampong et al., 2021). Alternatively,
this result could reflect a transition phase where
regulatory reforms disrupt short-term human capital
outcomes, consistent with findings by Asongu &
Odhiambo (2020) that highlight transitional effects in
African economies.

Corruption perception index (CPI), with a coefficient of -
0.13 and a high probability (p = 0.8224), appears to have
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an insignificant impact on HCD, suggesting that
corruption levels, as measured, do not significantly alter
human capital outcomes. This finding diverges from
studies like those by Mauro (1995), which typically report
a negative relationship between corruption and human
capital. The lack of significance in this model might be
due to limitations in the CPI measure in capturing
nuanced corruption effects within educational and health
sectors essential to HCD. This aligns with more recent
analyses, such as those by Nguyen et al. (2019), which
argue that the broad CPI index may overlook sector-
specific corrupt practices impacting human capital,
especially in developing economies like Nigeria.

The coefficient for EG, used here as a proxy for economic
growth, is -0.32 with a significant t-statistic (p = 0.0006),
indicating a negative association with HCD. Contrary to
expectations that economic growth would positively
influence human capital development through improved
resources, this negative relationship may suggest that EG
in Nigeria is not sufficiently inclusive or directed toward
sectors that support human capital (Bakari, 2018). This
aligns with the resource curse hypothesis, suggesting that
economic gains from growth might not trickle down to
affect education or healthcare positively, as noted by
Sachs and Warner (1995) in resource-dependent
countries.

Overall, the diagnostic tests affirm the model’s reliability,
with an R-squared of 0.73, indicating that approximately
73% of the variance in HCD is explained by the
independent variables. The F-statistic (21.83, p = 0.0000)
confirms that the model is statistically significant,
supporting the joint impact of RQ, CPI, and EG on HCD.
Furthermore, the Durbin-Watson statistic (2.05) suggests
no serious autocorrelation, indicating a well-fitted model.
These diagnostic results underscore the robustness of the
findings, though the unusual negative effects for RQ and
GDP emphasize the need for further research to explore
how institutional quality factors uniquely influence HCD
in the Nigerian context.

5.0 Conclusion and Recommendation

This study reveals a complex interplay between
institutional quality and human capital development in
Nigeria. Regulatory quality (RQ) negatively and
significantly impacts human capital, suggesting that
existing frameworks may be poorly designed or
misaligned with education and health needs, while
corruption's insignificant effect indicates systemic
normalization or informal compensatory mechanisms.
Surprisingly, economic growth negatively affects human
capital, reflecting potential misallocation of resources and
inequitable distribution of economic benefits, failing to
bolster education, health, and workforce skills. The
model, with a high R-squared (0.73) and robust statistical
indicators, underscores the importance of institutional
reforms that align regulatory frameworks with human
capital priorities, address corruption’s nuanced effects,
and channel economic growth toward sustainable
development.

The study therefore recommends the need for Nigerian
policymakers to strengthen institutional frameworks and

improve regulatory practices to enhance human capital
development by streamlining regulations and fostering
transparency. Addressing corruption through stricter
monitoring, transparent budgetary processes, and citizen
engagement is essential to ensure accountability in
human capital projects. Furthermore, prioritizing public
spending on education, healthcare, and vocational
training is critical to translating economic growth into
tangible human development outcomes.
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