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This study evaluated the relationship between fiscal policy maneuvers and economic growth
in Nigeria from 1986 to 2022. Secondary data was sourced from the central bank of Nigeria
statistical bulletin. Gross domestic product served as proxy for economic growth while federal
government capital expenditure, federal government recurrent expenditure, federal
government domestic debt, federal government foreign debt and federal government tax
revenue proxy fiscal policy. The study employs unit root test and ARDL method to co-integrate,
long run form and bound test, ARDL error correction regression, Granger Causality tests,
the results revealed the stationarity of the model in level and 1% dif. the ARDL short run test
showed a significant but negative relationship between government domestic debt and
economic growth while government recurrent expenditure displayed to be positively
significant with economic growth, long run form and bound test result showed the existence
of co-integration, error correction regressions coefficient as well as the significant probability
revealed the adjustment of the variable towards long run equilibrium to be -0.068548. We
concluded that fiscal policy will propel economic growth and recommended that the
concerned authority should set a moderate taxation, increase in its recurrent expenditure,
effectively and efficiently channel the proceeds from domestic and foreign debts into capital
projects as capital expenditure by majorly establishing domestic manufacturing industries
which will create employments, increase productions and lead to economic growth in the long
run in Nigeria.

Keywords: Fiscal Policy, Economic Growth, Gross Domestic Product, Capital Expenditure,
Recurrent Expenditure, Foreign Debt, Domestic Debt, Tax Revenue.

INTRODUCTION

the ideas of the classical and Keynesian schools of thinking.

The government has used a variety of macroeconomic
instruments in an effort to meet its macroeconomic goals,
which include price stability, full employment, higher GDP
growth, and balance of payments equilibrium. Increased
dependence on fiscal rather than monetary policy—which
is often violated has allowed Nigeria to effectively pursue
both the policy and the tools used to achieve these economic
goals (Darrat, 1984). Developed and emerging economies
both employ fiscal and monetary policy. While fiscal policy
is more significant in developing nations where financial
markets are still growing, monetary policy is more
significant in advanced economies with robust capital
markets (Onoh, 2007). Gbosi (2000), claims that attempts
made by economists to clarify a primary tool of
macroeconomic management, fiscal policy originated with

The conventional school of thinking maintained that since
the market economy is self-adjusting, government
intervention is unnecessary. On the other hand, the
Keynesian school of thought acknowledged that there was
potential economic instability that could not be resolved by
market mechanisms after the first and second world wars
rejected this view. The revolutionary Keynesian school of
thought held that the federal government should be
proactive in stabilizing business, and it centered mostly on
its tax and spending capabilities (Dilts, 2006). It was during
the Great Depression of the 1930s that fiscal policy became
paramount. More precisely, raised its profile as soon as it
was cleared that the market could no longer solve the
country's economic problems (Keynes, 1936) and these
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were to accomplish macroeconomic goals, one of which
was to create jobs for its citizens. When jobs are created,
poverty will eventually decline and the economy will
perform better in terms of growth. By definition, economic
growth is the increase or advancement in the amount of the
total goods and services that are produced by a nation over
time (Ayres and Warr 2006). Macroeconomic policies are
designed to achieve one or more macroeconomic goals, and
fiscal policy is crucial and has a long-term impact on the
state of the economy, particularly in terms of national
savings and productivity growth. National savings can be
created privately by individuals, companies, or the
government because sound fiscal policy can achieve
economic stability in both periods of inflation and deflation
by balancing out unfavorable differences in taxes and
public spending (Onoh, 2007).

Although fiscal policy can, in theory, increase private
savings, this has proven challenging in Nigeria, where these
policies are misapplied to enrich a few individuals rather
than trying to improve the per capita income of the country
and occasionally in Nigeria, formulation instead of meeting
macroeconomic objectives leaves the economy more
deteriorated and worse off these policies causes
government money to leak, diverting and embezzling
monies intended for development and economic progress
(Gbosi 2008). Furthermore, the implementation of fiscal
policy in Nigeria has remained a mirage due to the
persistent and widespread economic slump, especially in
rural areas (Atuma & Onyebuchi, 2017). Since Nigeria
gained independence, the country's fiscal policy has been
applied in an unproductive and negative manner, making it
impossible to determine if the performance of the economy
is due to the government's incapacity to direct expenditure
toward the sectors that would spur economic growth
(Onuoha, 2019).

Additionally Despite the implementation of both
contractionary and expansionary fiscal policies, as well as
variations in government revenue, borrowing, and spending
throughout time, there hasn't been a strong and swift
increase in terms of economic success and the excess
borrowing from international institutions and ineffective
allocation of the resources to the appropriate productive
channels have also emaciated Nigeria’s economy in terms
of growth (Nwamuo 2020, Babatope & Adefisayo, 2022).
It is on this premise that the study aims to ascertain or
investigate the relative effects of fiscal policy maneuvers on
Nigeria's economic growth, demonstrating the different
types of relationships between the variables. This study
aimed to provide an objective analysis of the impact of
fiscal policy on the growth of the Nigerian economy.
Specifically, it explores the relationships between the
country's GDP and five explanatory variables: capital

expenditures, recurrent expenditures, foreign and domestic
debts, tax revenue, and gross domestic product. To what
extent do these variables have a causal relationship with the
GDP of Nigeria? Considering the aforementioned goals and
research inquiries, we postulate that the aforementioned
independent variables have no substantial correlation with
Nigeria's GDP.

LITERATURE REVIEW

Conceptual Framework

The definition of fiscal policy is the adjustment of
government spending and taxation to accomplish
macroeconomic goals within a specific time frame, such as
a year. Onoh (2007).The national parliament adopted the
fiscal responsibility bill in 2006, and the president signed it
into law. It is believed that the act's purpose is to guarantee
the pursuit of fiscal in accordance with macroeconomic
stability. The Act lays out the new framework for managing
the Nigerian economy in order to maintain macroeconomic
stability and specifies the proper penalties for any officials
or organizations found to have broken the law. Onoh.
(2007), and its objectives differ from counter to counter due
to the unique nature of the issue that has to be resolved or
the objective that the government hopes to accomplish.
Onoh (2007) listed the following as the goals or objectives
of fiscal policy for that nation:

Maintenance of a High Level of Employment

Authorities emphasized the need of economic orientation in
order to prevent a recurrence of the extraordinary human
suffering brought on by unemployment during the Great
Depression of the 1920s and early 1930s. In a free market
economy, unemployment may be either cyclical or
frictional, with the latter being the result of decisions made.
Conversely, cyclical unemployment is typically brought on
by an overall lack of aggregate demand (Onoh 2007). The
federal government and other agencies have developed a
number of programs in recent years to reduce poverty by
creating jobs and other means. These include the National
Directorate for Employment (NDE), the Poverty
Alleviation Program, the National Poverty Eradication
Program (NAPEP), which began in 2000, and the
Directorate of Food, Roads and Rural Infrastructure
(D.F.F.R.I), 2001. The goal of each of these programs was
to completely eradicate unemployment and extreme
poverty.

Maintenance of Stable Prices

Economic theories strongly imply that an economy with
relatively stable pricing is more likely to have rapid
economic expansion than one with very high inflationary
pressures. Keeping prices at acceptable levels is one of
fiscal policy's main goals. To do this, all that has to be done
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is document a slight shift in the overall price level over an
extended length of time. Many facets of society are
impacted by the rapid rise in prices, including consumers,
farmers, fixed income groups, and the working class.
Reduced prices, however, have an impact on the business
community since they result in lower profits for them.
Revaluing the value of the currency can stabilize prices by
driving down the cost of exports and raising the cost of
imports of goods and services. Imports are rising, and rare
commaodities are supplied on the domestic market. Price
stability is also achieved by indirect taxes on domestic
transactions and corporate income taxes. Reducing these
taxes will result in lower manufacturing costs and,
consequently, cheaper pricing for goods and services.

Rapid Growth of Gross National Product

"Rapid economic growth is considered the key to a higher
income level and a higher standard of living, for all
emerging nations, reaching a certain degree of economic
growth and development is vital (Onoh 2007).
Consequently, deficit financing is used for a sizable portion
of developmental spending in order to reach this level of
economic growth. The government augments its financial
resources both via internal and external channels to enhance
investment prospects. Additionally, the government
guarantees an environment that is favorable for this goal
and offers incentives to both domestic and multinational
businesses, such as tax breaks. By removing any
regulations that prevent foreign investment, bolstering the
current inadequate infrastructure, and implementing
reforms, the government can provide a favorable climate of
the capital market as these would draw in international
investors, whose actions would broaden the economy's base
of production and accelerate the growth of the GDP.

A positive balance of payments: As the world quickly
becomes a smaller nation, no one nation can produce
enough products and services to fulfill the demands of its
people. Countries must thus rely on one another, and it is
this reliance on one another in trade that gives rise to the
balance of payments. There is a strong correlation between
a nation's overall economic status and its balance of
payments position. The balance of trade will be out of
balance if the value of all imports exceeds the value of all
exports payment. Fiscal actions of the government that
encourage exports and discourage imports can assist to fix
this imbalance. This may be accomplished by raising
import and lowering export taxes as well as providing
exporters with incentives and subsidies.

Theoretical Frame work
The classical economist’s theory

In their macroeconomic theory, these economists believed
that the forces of supply and demand would bring about full

employment. This shows that, in addition to strongly
believing in a self-adjusting market mechanism, classical
economists also believed in a free market. In order for this
mechanism to function, the market structure must be one of
perfect competition, with flexible wages and prices. In
conclusion, the classical economists did not see the need for
government intervention in the economy because they
thought that market forces would inevitably lead to full
employment equilibrium and that there would be no need
for either monetary or applications of fiscal policy.

The Keynesian economic theory

During the 1930s Great Depression, this economist
introduced their macroeconomic theory. Contrary to
conventional wisdom, the Great Depression demonstrated
that the workings of the market were not as efficient as
classical economists had thought. As a result, hardworking
individuals were searching for jobs that did not yet exist,
which led to unemployment rates in the United States rising
to above 25% of the labor force. Wages sharply declined,
yet this did not result in full employment.

Prior to the English economist John Maynard Keynes's
passionate argument that it would take a long time for a
self-adjusting market mechanism to restore full
employment, he pointed out the main weaknesses of the
classical economist, namely that prices and wages were not
flexible as the classical economist had assumed.

Empirical Review

Babatope Ayodeji, Adeyemi and Adefisayo, Awogbade,
(2022) investigated the effect of fiscal policy on economic
growth in Nigeria in a time series data ranging from 1986
to 2020. Total public expenditure, external debt and
external debt were independent variables while real GDP
served as dependent variable, employing unit root test,
bound test and ARDL the findings revealed that Tax
revenue, External Debts stock, and External Reserves
showed an inverse effect on economic growth, Public
Expenditure displayed a positive and significant effect on
economic growth in Nigeria. And they recommended the
reduction of borrowing externally and source internally for
funds as this will reduce the revenue that will be set aside
service external debt effectively allocate funds to Sensitive
sectors of the economy.

Titiloye and Ishola (2020) investigated the impact of fiscal
policy on economic growth within the context of Nigeria
between 1989 to 2018 suing ARDL econometric tool found
out that fiscal policy has important impact on economic
growth and suggested the injection of more money and the
optimization of full revenue as well as expenditure by the
Nigerian government for the economy to grow. Nwamuo
(2020) evaluated, within 1981 to 2018 the influence of
fiscal policy on the growth of Nigerian economy, where
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revenue from oil, foreign debt, domestic debt, recurrent as
well as capital expenditure as predictor variables and the
predicted was the gross domestic and their result displayed
short run and positive impact on economic growth except
capital and recurrent expenditures that displayed negative
impact on economic growth in Nigeria as revenue from
non-oil showed positive impact on the economic growth of
Nigeria on the long run. Onifade, Cevik, Erdogan, Asongu
and Bekun (2020) empirically looked at the influence of
capital expenditure in relation to economic growth of
Nigeria, where real domestic product was the predicted
variable while total public debt percent to GDP, recurrent
and capital expenditure percentage to GDP, expenditure on
private consumption as well as capital formation annual
growth rate and the result showed the variables to
significantly exhibit negative influence on economic
growth as public expenditure and domestic investment will
lead to Nigeria’s economic growth.

Amusa, Nwagwu, Yusuf and Sokunbi (2019) inspected the
interrelationship among fiscal policy and the growth
Nigerian economy ranging from 1990 to 2017, RGDP as
dependent and a proxy foe economic growth while the
explanatory variables became inflation rate, total
government revenue, government capital and recurrent
expenditure. Using ARDL, found out that government
revenue will positively propel economic growth Nigeria in
the short and long run. Uffie and Aghanenu (2019)
examined the link between fiscal policy and manufacturing
sector rangin from 1981 to 2016 where the company
income and the government expenditure were independent
variable and the result showed government expenditure to
have a positive connection with manufacturing output while
income tax of company decreases the output and suggested
the government to increase it expenditures. Mide (2019)
looked at the fiscal policy impact on the manufacturing
sector of the Nigerian economy ranging from 1980 to 2017.
Using manufacturing sector index as predicted variable
while company income tax rate, government expenditure as
well as government domestic debt outstanding as predictor
variables. OLS was administered for the analysis and found
out that government expenditure to have positive and
significant link with the manufacturing sector index of
Nigeria index.

Salam and Murtala (2019) undertook an evaluation analysis
between 1986 to 2017 expenditure of government and per-
capita income in Nigeria. Taking gross fixed capital
formation, government recurrent expenditure as well as
Population as predictor variables as per capita income
served as predicted variable, in employing (VECM) it was
revealed that there a negative connection between
government expenditures and per capita income both in
period one and two.

Imide and Imoughele (2019) estimated the causal link of
fiscal policy and Human development index Nigeria’s
within the period that has to with 1999 to 2016, as human
development index used as predicted variable, It was found
out that domestic debt as well as tax have positive impact
the human development index in Nigeria. Aliyu,
Ndagwakwa, Zirra, Salam and Mohammed (2019)
investigated the causal influence between fiscal policy and
the performance of Nigeria’s economy from 1981 and 2016
and found out within the period under study,that fiscal
policy effective partially when it come s to economic
growth. Dikeogu and Itode (2018) observed the connection
among fiscal policy and macro-economic performance in
Nigeria from 1970 to 2017 using ARDL and concluded that
the variables have no significant effect on unemployment
in Nigeria.

Adeyemi and Odetayo (2017) carried out a study on the
sustainability of fiscal policy and the growth of Nigerian
economy  between1980 to 2015. In  employing
Autoregressive Distributed Lag (ARDL) and Error
Correction Model (ECM) in the analysis and found out that
fiscal deficit, revenue and expenditures of government have
impacts on economic growth of Nigeria. Odo, Igberi &
Anoke (2016) looked at the link that exists among public
expenditure as well as public debt from 1980 to 2015 in
Nigeria and the result displayed the existence of significant
association amid government recurrent expenditure and the
progress of Nigerian economy in terms of impact. Uguru
(2016) looked at the presence of the link among public debt
as well as public expenditure within the period, 1980 to
2013. Using OLS technique and it was shown in the result
that there is a presence and significant association among
public debt and public expenditure in Nigeria. Osuala and
Jone (2014) investigated fiscal policy’s impact on the
growth of Nigerian economy and found out that about 68%
of the RGDP can be explained and captured by the
explanatory variables and concluded that fiscal policy has
impact with the growth of Nigerian economy in the long
run. Onyeiwe (2012) evaluated the impact of domestic debt
on the growth of Nigerian economy and found out that
domestic debt has a negative impact of the growth of
Nigerian economy.

METHODOLOGY

The study examined a collection of data and looks for
probable relationships between the variables using the ex-
post factor research methodology. The Central Bank of
Nigeria Statistical Bulletin provided secondary data for the
research, which ran from 1986 until 2022.
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Model Specification

This study developed a model in consonant with the
Classical  Linear Regression Model (CLRM)
assumptions and presented as follows;
The functional form of the equation is:
Economic growth = f(fiscal policy in Nigeria)
While the mathematical form of the equation is;

GDP = f(GCEXP, GREX, GTR, GFD, GDD) @)

Converting to econometric form with the introduction of
the error term (p), we have;

GDP, = ay + a,GCEX + a,GREX + a3GTR + ay GFD

+ a5 GDD + u, (2)
Where
GDP=Gross domestic product
FGCE = Federal government capital expenditure
FGRE = Federal government recurrent expenditure
FGTR =  Federal government tax revenue
FGFD = Federal government foreign debt
FGDD =  Federal government domestic debt
oo =  Constant Term
arto a3 = Coefficients of Predictors
t = Time

Operational Measures of Variables

The dimensions used in this study can be well-defined as
follows

Dependent Variable

Gross Domestic Product (GDPG): This is the rise in
the amount of products and services produced inside the
country for a given amount of time, generally a year."

Independent Variables

Federal Government Capital Expenditures (FGCE):
These are known as the costs incurred by the government
in carrying out its operations, such as constructing long-
lasting assets like multifunctional highways and
purchasing machinery and equipment.

Federal Government Recurrent Expenditures
(FGRE): might be seen as the consumption or present
costs associated with public health, education, defense,
civil administration, and government machinery upkeep,
among other things.

Federal Government Foreign Debts (FGFD): These
are the direct obligations owed by the federal

government to foreign financial institutions or
supranational organizations like the World Bank.
International Monetary Fund (IMF), for instance.

Federal Government Domestic Debts Growth
(FGDD): are obligations incurred by the federal
government that are mostly denominated in local
currency, as a result of the issuing of government debt
instruments such as Federal Government Development
shares, Nigerian Treasury bills, and Nigerian Treasury
certificates, among others.

Federal Government Tax Revenues (FGTR): All of
the aforementioned explanatory variables have a
connection to the Keynesian economic theory or school
of thought regarding the government's involvement in
the economy in terms of revenues and expenditures to
stabilize the economy and potentially reduce poverty
over time. These include taxes, customs duties, revenue
from state-owned enterprises, capital revenue, and
foreign aid.

Theoretical and empirical research predict that any
explanatory variable will accelerate economic growth.

Consequently, we anticipated that $1>0 and f2>0. 3 3>0
B4>0p 5>0

The unit root test was employed in the data estimation
process to verify stationarity, and the null hypothesis of
no co-integration against the Granger Causality test was
performed to determine the type and direction of
causality or causal relationship among the variables. The
alternative hypotheses of co-integration, ARDL error
correction regression, and cusum test diagnosis were
tested to determine the speed of adjustment to
equilibrium, Breusch-Godfrey Serial Correlation LM
Test: and the model's stability was checked for serial
correlation.

The unit root test was used to estimate the data's
stationarity; the cusum test diagnosis and the Breusch-
Godfrey Serial Correlation LM Test were used to
determine the existence of serial correlation; the testing
of co-integration was based on the null hypothesis of no
co-integration against the alternative hypotheses of co-
integration; and the ARDL error correction regression
was used to determine the speed of adjustment to
equilibrium. To determine the kind and direction of
causation, or the causal link between the variables,
correlation, the stability of the model, and the Granger
causation test were performed.
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DATA ANALYSIS AND DISCUSSION

Table 1: Presentation of results of Stationarity Test.

Variables ADF-Statistics Critical Value (5% Status Probability = Remark
level) Value

logGDP -3.217110 -2.948404 1(2) 0.0273 Stationary
logFGCE -6.836349I -2.948404 1(2) 0.0000 Stationary
logFGDD -4.401969 -2.948404 1(2) 0.0013 Stationary
LogFGFD -4.369006 -2.948404 1(2) 0.0014 Stationary
logFGRE -8.466018 -2.948404 1(2) 0.0000 Stationary
logFGTR -5.130472 -2.951125 1(0) 0.0336 Stationary

Source: Author’s Computation Using E-views 10.

With the exception of the federal government tax revenue,
which was stationary at level 1(0), all of the understudied
variables' absolute values of ADF test statistics are higher
than their critical values within our five 5% significant level
and stationary at first difference, according to the results of
the stationary test, which are shown in table 4.1 above. The

Presentation of Autoregressive Distributive Lag Results

decision rule for the stationary test leads to the conclusion
that, once the variables are stationary in different orders, the
estimation of autoregressive distributive lag (ARDL) is
required to determine the model's short-term relationship
and to use the long-run form and bound test to check for co-
integration and long-term relationships.

Table 2: ARDL Short Run Results

Variable Coefficient Std. Error t-Statistic Prob.*
LOGGDP(-1) 0.931452 0.050889 18.30347 0.0000
LOGFGCE -0.005791 0.014202 -0.407803 0.6865
LOGFGDD -0.071408 0.024830 -2.875926 0.0076
LOGFGFD -0.004810 0.007313 -0.657809 0.5160
LOGFGRE 0.037059 0.026388 1.404385 0.1712
LOGFGRE(-1) 0.055042 0.022901 2.403474 0.0231
LOGFGTR -0.002399 0.018156 -0.132162 0.8958

C 0.769666 0.442472 1.739467 0.0929
R-squared 0.990090 Mean dependent var 10.48283
Adjusted R-squared 0.976612 S.D. dependent var 0.549744
S.E. of regression 0.026865 Akaike info criterion -4.202869
Sum squared resid 0.020208 Schwarz criterion -3.850976
Log likelihood 83.65164 Hannan-Quinn criter. -4.080049
F-statistic 2089.744 Durbin-Watson stat 2.084480
Prob(F-statistic) 0.000000

*Note: p-values and any subsequent tests do not account for model

Table 2 above shows the short-term or causal effect, with
the gross domestic product (LOGGDP) as the dependent
variable. Based on the results, the lags were automatically
selected, and all the variables under study within their
respective lags were found to be insignificant with the
Nigerian GDP on a short-term basis, with the exception of
LOGGDD, which showed a significant negative

relationship, and LOGFGRE (-1) which revealed a positive
and significant relationship with the government GDP in
Nigeria. This suggests that raising the federal government's
domestic debt will short-term decrease the level of Nigeria's
GDP, contrary to the fiscal policy assumption made by the
Keynesian school of thought on economic growth. The
inference is that Nigeria's federal government is not
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investing the revenues from its domestic debt in profitable GDP. The model is good, as evidenced by the F- statistic of

projects that would spur economic growth, and that rising 2089.744 with a probability value of 0.000000, which is
federal government recurrent spending (-1) will eventually less than our 5% level of significance, and the Durbin
lead to rising GDP. With an R-square of 99% and an Watson statistic of around 2.1, which is within the
adjusted R-square of around 98%, it was demonstrated that acceptable range.

the explanatory variables could account for 98% of the

Table 3: ARDL Long Run Form and Bounds Test Estimates

Variable Coefficient Std. Error t-Statistic Prob.

C 0.769666 0.442472 1.739467 0.0929
LOGGDP(-1)* -0.068548 0.050889 -1.347006 0.1888
LOGFGCE** -0.005791 0.014202 -0.407803 0.6865
LOGFGDD** -0.071408 0.024830 -2.875926 0.0076
LOGFGFD** -0.004810 0.007313 -0.657809 0.5160
LOGFGRE(-1) 0.092101 0.029349 3.138081 0.0040
LOGFGTR** -0.002399 0.018156 -0.132162 0.8958
D(LOGFGRE) 0.037059 0.026388 1.404385 0.1712

* p-value incompatible with t-Bounds distribution.
** Variable interpreted as Z = Z(-1) + D(2).
Levels Equation
Case 3: Unrestricted Constant and No Trend

Variable Coefficient Std. Error t-Statistic Prob.

LOGFGCE -0.084487 0.168082 -0.502656 0.6191
LOGFGDD -1.041718 1.066218 -0.977021 0.3369
LOGFGFD -0.070176 0.088949 -0.788946 0.4368
LOGFGRE 1.343594 1.004181 1.338000 0.1917
LOGFGTR -0.035004 0.267864 -0.130679 0.8970

EC = LOGGDP - (-0.0845*LOGFGCE -1.0417*LOGFGDD -0.0702*LOGFGFD
+1.3436*LOGFGRE -0.0350*LOGFGTR)

F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) I(1)
Asymptotic: n=1000
F-statistic 6.185594 10% 2.26 3.35
k 5 5% 2.62 3.79
2.5% 2.96 4.18
1% 341 4.68
Actual Sample Size 36 Finite Sample: n=40
10% 2.483 3.708
5% 2.962 4.338
1% 4.045 5.898
Finite Sample: n=35
10% 2.508 3.763
5% 3.037 4.443
1% 4.257 6.04

Sourced: E-view 10 output
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Table 3 outcome demonstrated the presence of co-
integration in the model, as indicated by the F- statistic
value of 6.185594, as well as the 1(0) and I(1) bounds,
which are 2.62 and 3.79 at the 5% significance level. It

caused the null hypothesis that there is no co-integration in
the model—to be rejected. Additionally, error correction
regression was used to determine how quickly the variables
in the model changed.

Table 4: ARDL Error Correction Regression Estimates

ECM Regression

Variable Coefficient Std. Error t-Statistic Prab.

C 0.769666 0.109582 7.023685 0.0000
D(LOGFGRE) 0.037059 0.018135 2.043492 0.0505
CointEq(-1)* -0.068548 0.010365 -6.613697  0.0000
R-squared 0.572421 Mean dependent var 0.043562
Adjusted R-squared 0.546507 S.D. dependent var 0.036747
S.E. of regression 0.024746 Akaike info criterion -4.480647
Sum squared resid 0.020208 Schwarz criterion -4.348687
Log likelihood 83.65164 Hannan-Quinn criter. -4.434589
F-statistic 22.08932 Durbin-Watson stat 2.084480
Prob(F-statistic) 0.000001

* p-value incompatible with t-Bounds distribution.

Source: E-view 10 Output

The ECM coefficient of negative sign, as indicated by the
table 4.4 ARDL error correction regression result above,
indicates that the speed of adjustment towards long run
equilibrium is -0.068548 and the probability value is
0.0000, which is consistent with the requirement that the
ECM be negative and significant. About 54% of the
dependent variable may be captured and explained by the

independent variables in this model, according to the R2 of
57% and the corrected R2 of 0.54. The Durbin Watson of
almost 2.1 revealed no autocorrelation. Ultimately, the
model is strong and fit as evidenced by the F- statistics
value of 22.08932 and a probability value of 0.000001, both
of which are below our 5% threshold of significance.

Table 5: Serial Correlation Estimates
Breusch-Godfrey Serial Correlation LM Test:

0.127799
0.350459

F-statistic

Obs*R-squared

0.8806
0.8393

Prob. F(2,26)
Prob. Chi-Square(2)

Source: E-view 10 Output

The Serial Correlation LM Test results in Table 5
above, which show the Obs R-square value of
0.350459 and the probability value of 0.8393, which
is greater than our 5% level of significance, clearly
show that we should accept rather than reject the
Null hypothesis because this ARDL error correction

regression model has not revealed any serial
correlation.

Presentation of Cusum Test Estimates

The results of the Cusum Test Estimates are
presented in table 4.6 below;
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Table figure 1: Cusum Test Estimates
16

12 |

N

-16

—— CUSUM . 5% Significance

Source: E-view 10 Output

Looking at the results in table 4.6 above, it is evident that this blue line falls between these two red lines, indicating that this
model is stable within our 5% significant threshold.

Presentation of Granger Causality Estimates
The results of the Granger Causality Estimates are presented in table 4.7 below;

Table 7: Granger Causality Estimates

Null Hypothesis: Obs F-Statistic Prob.

LOGFGCE does not Granger Cause LOGGDP 36 2.10289 0.1565
LOGGDP does not Granger Cause LOGFGCE 0.59031 0.4478
LOGFGDD does not Granger Cause LOGGDP 36 0.12433 0.7266
LOGGDP does not Granger Cause LOGFGDD 3.76770 0.0608
LOGFGFD does not Granger Cause LOGGDP 36 0.19072 0.6652
LOGGDP does not Granger Cause LOGFGFD 0.71037 0.4054
LOGFGRE does not Granger Cause LOGGDP 36 8.03745 0.0078
LOGGDP does not Granger Cause LOGFGRE 0.92549 0.3430
LOGFGTR does not Granger Cause LOGGDP 36 11.3316 0.0019
LOGGDP does not Granger Cause LOGFGTR 0.59384 0.4464

Source: E-view 10 Output

Out of all the variables under investigation, only the federal CONCLUSION
government's recurrent expenditure (LOGFGRE) and tax
revenue (LOGFGTR) showed a unidirectional causal
relationship with Nigeria's gross domestic product
(LOGGDP), according to the results of the Granger
causality at lag 1 in table 7 above.

The results of this study showed that the variables were
stationary in level and first difference, allowing the
application of Autoregressive Distributive Lag (ARDL).
The long run form and bound test demonstrated the
presence of co-integration in the model. The ARDL short
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run result indicated that, in contrast to the Keynesian theory
of economic growth, an increase in federal government
domestic debt will decrease Nigeria's GDP, whereas an
increase in recurrent expenditure will increase it. The LM
serial correlation result indicated that there was no serial
correlation in the model, and the Cusum test demonstrated
the stability of the model. According to the ARDL error
correction regression, the system's overall speed 0.0000
probability value and -0.068548 coefficient of adjustment
to its equilibrium. The model's independent variables can
account for approximately 54% of the dependent variable,
as indicated by the adjusted R2 of 0.54 and R2 of 57%. The
Durbin Watson estimate of 2.1 correctly shows that there is
no autocorrelation. Lastly, the model's fit and quality are
demonstrated by the F-statistic value of 22.08932 and the
probability value of 0.000001, which is less than our 5%
level of significance. We deduced that there is a long-term
link between federal government tax income and the gross
domestic product in Nigeria and the federal government's
recurrent spending and the GDP based on the Granger
causality results, which demonstrated a unidirectional
causal relationship. The relationship between the variables
under study shows that rising federal government debt will
cause the country's GDP to decline, while rising federal
government recurrent spending will cause the GDP to rise.

Recommendation

In accordance with the results of the study, we here by
recommend that the relevant authorities should set
moderate tax rates, raise recurrent spending, and effectively
and efficiently direct the proceeds from domestic and
foreign debts toward capital projects that have to do with
the establishment of domestic manufacturing industries that
will over time, increase output, create jobs, and spur
economic growth in Nigeria.
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