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ABSTRACT 

This study examined the relationship between fiscal policy and economic growth in Nigeria 

for the period 1986 to 2019. Essentially, the study examined the extent of relationship between 

some indicators of fiscal policy such as Government expenditures, Taxes, Overall fiscal 

balance and Economic growth. This study was undertaken because despite the various fiscal 

policy measures embarked upon by the federal government of Nigeria over the years of this 

study, the economy is yet to attain an acceptable level of economic stability. The study relied 

on secondary data obtained from the Central Bank of Nigeria statistical bulletin for various 

years. Regression analysis based on the classical linear regression model known as Ordinary 

least Square (OLs) technique was used to test the hypotheses. The model was analyzed using 

econometric and statistical criteria, unit-root test and co-integration test was also carried out. 

The results shows that Government Expenditure and Government Tax Receipt are positively 

related to the Real Gross Domestic Products which was used to capture economic growth while 

there is a negative relationship between the Overall Fiscal Balance and the Real Gross 

Domestic Product. In conclusion, we say that the use of Government expenditure, Government 

tax and deficits can lead to economic growth if used productively. We recommend that 

governments should ensure that the revenues generated from tax are channeled towards 

building capital stocks to create more jobs and generate more revenue to the government and 

also government should moderate the financing of deficits through borrowings which leads to 

debt crises, high interest rates in the domestic economy and worsening rate of unemployment 

in Nigeria. 

Keywords- Fiscal policy, Economic Growth, Real GDP, Government Expenditure, 

Government Tax Revenue, Fiscal Balance 

 

Introduction 

The macro-economic goals of every 

economy, whether developed or 

developing, include; increase in 

employment opportunities, price stability, 

and promotion of economic growth and 

development, equity in income 

redistribution, favorable balance of 
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payments, stable exchange rate and prices, 

and increase rate of investment. Economic 

growth can be defined as a consistent rise in 

the gross domestic or national product of a 

country over a period of time. Any rise in 

the productivity of goods and services in a 

country marks the increase in the country’s 

economic growth. 

             One of the regulatory policies used 

by government in achieving its economic 

objectives is fiscal policy. According to 

(Adigwe 2005), Fiscal policy is concerned 

with deliberate actions which the 

government of a country takes in the area of 

spending money and for levying taxes. The 

reason for establishing fiscal policy is to 

influence the macro-economic variables 

such as the level of national income or 

outputs, the employment level, aggregate 

demand level and the general level of 

prices. Okoro (2014),said that fiscal policy 

deals with government deliberate actions in 

spending money and levying taxes with a 

view to influencing macroeconomic 

variables in a desired direction, with the 

aim of achieving sustainable economic 

growth, high employment creation and low 

inflation. Some of the tools of fiscal policy 

used by governments to influence growth 

and development are public spending, 

taxation and deficit budgets, government 

can manipulate any of these variables in 

order to achieve a certain level of economic 

objectives which would favor the general 

citizens.  

              From historical perspective, 

Nigeria discovered oil in 1956 but began to 

export oil in 1958. Since early 1970s oil 

became the dominant factor in the 

economy. The oil boom of 1970s led to a 

remarkable increase in the foreign 

exchange earnings in Nigeria, the era was 

also responsible for the emergence of 

disorderliness in Nigeria (Onuoha and 

Elegbede, 2018)   

 

 

According to ( Uzoaga, 1981), 

Fiscal policy measures during the 

period 1967-1969 were similar in 

their objectives; they were 

designed primarily to raise 

sufficient funds to finance the civil 

war. In order to raise the funds 

required to finance the war, the 

government resorted to deficit 

financing. From 1970-1979 the 

economy was characterized by 

mounting inflation, a deteriorating 

balance of payments condition and 

a rapid rate of deficit financing.  To 

reconstruct the economy, policy 

measures were designed to stabilize 

the domestic price level. The 

government introduced the price 

control board and the wages and 

salaries Review commission, 
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import liberalization measures, 

reversal of the tax burden of the 

non-oil sectors of the economy. 

The price control scheme was later 

reviewed in order to stimulate and 

increase domestic production and 

reduce illegal trading between 1980 

and1985. Structural Adjustment 

Programme (SAP) was introduced 

in 1986 following the crash in the 

international oil market and the 

deteriorating economic condition 

of the country, it was designed to 

alter and restructure the production 

and consumption pattern of the 

economy to achieve fiscal balance 

and favourable balance of 

payments. 

 

In the Central Bank of Nigeria conduct of 

fiscal policy various years, (CBN 2017)  

1990 was the first year of the National 

Rolling Plan, the fiscal policy aimed at 

consolidating and sustaining National 

development with greater emphasis on 

reduction of inflationary pressures, 

streamlining of government 

revenue/expenditure imbalances, 

controlling of excessive monetary 

expansion, moderation of exchange rate 

fluctuations and implementation of all 

other existing measures designed to 

boost non-oil revenue. 1993 and 1994 

focused on addressing the slow 

performance of the productive sectors, 

enhancing private sector involvement in 

production activities, depreciation of 

the naira, solving unemployment and 

external debt problems to restore fiscal 

discipline and economic stability, 

improve financial stability and 

accountability and stimulate growth in 

the productive sectors. 1997 and 1998, 

the policy thrust of these years was to 

achieve sustainable output growth and 

address the problems of unemployment 

and poverty in the country, fiscal 

measures adopted to encourage 

productive activities in the private 

sectors includes, minimization of the 

adverse effect of multiple taxation, low 

tax regime to stimulate consumption 

demand, tax reliefs and tax clearance 

waiver. The objective of fiscal policy 

from year 2000 to 2004 centered on 

fostering growth on the real sectors of 

the economy, reduce unemployment 

and inflation rate, improve education 

and agricultural production, the fiscal 

policy measures includes low tax 

regime, tax incentives and reliefs, the 

budgets aimed to simplify the multiply 

tax and levies faced by companies and 

lower the company and personal 

income tax rates and bring Nigeria’s 

tariffs in line with ECOWAS regional 

initiatives. The fiscal policy of 2002 

budget was derived from the 
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macroeconomic framework of the 

2001-2003 Rolling Plan which aimed to 

maintain fiscal and monetary policy, 

liberalization and privatization of 

government investment. 2003 budget 

sought to improve non-oil sector 

competitiveness, deepen and broaden 

fiscal incentives to further encourage 

industrial and manufacturing sector, 

attract foreign investments, highlight 

tariff reforms and liberalization and also 

focus on external debt management to 

reduce debt level and debt service costs. 

2004 was designed to support the 

reform programs, focus on job creation 

and employment generation for the 

youths. The reform programs were on 

the areas privatization, liberalization 

and private sector development. These 

goals were to be achieved through the 

diversification of the productive base of 

the economy. The 2005-2007 budget 

focused on diversifying and 

strengthening the economy in order to 

improve the wellbeing of Nigerians. 

They aimed to build physical and social 

infrastructures necessary for job 

creation and maintenance of fiscal 

discipline. The 2006 budget was a 

continuation of the NEEDs Reform 

Agenda which started in 2004. 2007 

focused on the theme “To Accelerate 

Investment in Basic Physical and 

Human Resource Capital” thus, 

government expenditure was to be 

channeled towards completing on-

going projects in the major sectors of 

the economy to generate employment 

and improve the quality of life of 

Nigerians. The 2009-2011 Medium 

Term Expenditure Framework consists 

of a 7point Agenda mapped out to set 

the guidelines for allocation of 

resources. Spending was focused on 

Transport sector, sufficient supply of 

power and energy, Education and 

human capital development, 

Agricultural development and food 

security, Land tenure reforms and home 

ownership, wealth creation through 

diversified production, National 

security, Niger Delta and energy 

security. 

The 2014 global oil crisis led to severe 

economic crisis in Nigeria, it led to high 

inflation, low outputs, balance of payments 

problems, decrease in reserves etc. as at 

2015-2017 the economy was still weak. 

High spending in the 2015 election and the 

impact of the insurgency in the North also 

affected the economy, there was much 

pressure on the domestic price of goods and 

services, weak fiscal position and economic 

activities. 

 According to CBN governor (Emefele, 

2017),  

The economy officially slipped into 

recession in the second quarter of 
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2016, following two quarters of 

domestic output contractions. To 

engender growth, growth enhancing 

and development interventions 

were introduced to increase access 

to finance, support real sector 

growth, infrastructural 

development, boost domestic output 

growth and promote structural 

transformation of the economy.  

According to (CBN, 2019),  

The government launched the 

Economic Recovery and Growth Plan 

(ERGP) in 2017 to provide guidelines 

for implementing the 2017 budget and 

tackling the constraints of economic 

growth, the economy continued on the 

path of recovery, it gradually exited 

recession in the second quarter of 2017. 

Inflation declined progressively from 

15.13% in January to 11.44% in 

December 2018. The 2019 fiscal policy 

measures granted tax exemptions to 

small businesses and reduced the tax 

rate for medium sized companies. The 

economy was gradually picking up 

before the hit of the Corona virus 

pandemic in December 2019. As a 

result of the outbreak of the corona 

virus, the fiscal policy measures 

introduced in year 2020 includes; the 

release of contingency funds to the 

Nigerian Center for Disease 

Control(NCDC), Establishment of 

covid-19 intervention funds, approval 

of the employment of 774,000 

Nigerians to reduce suffering caused by 

covid-19, 3months repayment of 

moratorium for all loans, survival funds 

to most vulnerable, reduction of fuel 

price, tax waiver, tax exemption and 

reduction etc.  

Following the conduct of fiscal policy in the 

years under review, it is seen that the major 

policy thrust has been the achievement of 

economic growth and it is on this bases this 

study seeks to examine the relationship 

between fiscal policy and economic growth 

in Nigeria. 

 

Statement of the Problem 

Despite the several fiscal measures 

established since independence and given 

the importance of fiscal policy in 

macroeconomic management in Nigeria; 

economic growth has not really accelerated 

to the anticipated level. According to 

(Medee and Nenbee, 2011), Despite the 

importance of fiscal policy in the 

management of the economy, the Nigeria 

economy is yet to achieve an acceptable 

level of sustainable growth and 

development. Potential for growth and 

poverty reduction is yet to be realized. 

                Over the years, government 

expenditure has continued to rise due to the 

increased demand for public goods and 

services. Government expenditure has been 
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increasing steadily from the year 1986 

when it was #16.22billion to year 2019 

when it reached #9,714.84billion(CBN 

statistics,2019). This increase in 

expenditure has not led to a more 

significant increase in economic growth. 

High priority is given to recurrent 

expenditures than capital expenditures. 

Though total government expenditure was 

continuously rising in the 70s but with 

capital expenditure taking the lead. While 

recurrent expenditure was put at 

#3.81billion in 1977, capital expenditure 

was #5billion. In 1980, recurrent 

expenditure rose to #4.8billion while 

capital expenditures was more than double 

at #10.1billion. Government at this time 

was involved in fast growth of 

infrastructures, social services, production 

of goods which could not be manufactured 

by private sectors because of the huge 

capital costs involved. Capital expenditure 

began to decline after 1980 while recurrent 

expenditure began to increase, from #36.2 

billion in 1990, #79.2 billion in 1994, 

recurrent expenditure rose to #461.6 billion 

in 2000, #1.5 trillion in 2007, #2.63 trillion 

in 2011, #6.25 trillion in 2018 and #4.04 

trillion in 2019 while capital expenditure 

was #24.04billion in 1990, #31 billion in 

1994, #239.45 billion in 2000, #759.3 

billion in 2007, #1.9 trillion in 2011, #2.87 

trillion in 2018 and #2.031 trillion in 2019. 

                A number of government 

economic policies intended to stimulate 

growth in the productive sector within the 

period under review led to fall in tax returns 

to government. The federal government has 

in many occasions operated low tax regime 

to stimulate growth in the productive 

sectors. The fiscal policy measures of 1994 

includes reduction of tax burden on 

workers. 1997 includes minimizing of 

adverse implication of multiple taxation on 

private sectors, tax relief on interest 

payment in respect to agricultural loans and 

waiver of tax clearance requirements on 

interest, low tax regime was also adopted in 

1998 to encourage productive activities in 

the private sectors and also stimulate 

consumption demand, there was also tax 

incentives for the Export Processing Zones, 

solid minerals, oil and gas etc. year 2000 

included a low income tax regime, generous 

tax incentives and relieves. 2003 aimed at 

deepening and broadening fiscal incentives 

to further encourage the industrial and 

manufacturing sector and continue the 

structural reforms for improved tax and 

customs administration. The fiscal policy 

thrust of 2004 budget was designed to focus 

on job creation through creation of enabling 

environments for the private sectors to 

create jobs, it aimed to simplify the multiple 

taxes and levies faced by companies and 

possibly lower companies and personal 

income tax rates. There was fall in tax 
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revenue in 2006 as a result of the 

implementation of the Common External 

Tariff (CET) under the ECOWAS protocol, 

the granting of duty waiver and tax holiday 

to foreign investors. 2019 finance Act 

granted tax exemptions to small businesses 

and reduced tax rate for medium sized 

companies.  

                  The fiscal operations of 

government has continued to result to 

overall operational deficit over the years 

under study and they are largely financed 

by borrowing from the banking industries. 

The overall fiscal balance was in deficit 

from 1986 to 1994, it resulted to surplus 

balances in 1995 and 1996. It turned to 

deficit again and has remained in deficit 

from 1997 to date. Generally, increase in 

government expenditures and reduction in 

tax rates should lead to increase in 

investments and employment rate but the 

reverse is the case, as the total government 

expenditure continues to increase, the rate 

of unemployment in the country also 

continues to rise. These shows that 

government expenditure has been 

constantly increasing over the years but in a 

wrong direction. Evidence from the 

secondary data collected shows that over 

the period under study (1986-2019), 

Nigeria fiscal operations has resulted to 

persistent deficits. Fiscal deficits are meant 

to improve economic activities and improve 

the standard of living in the country. These 

raised the question of what is the 

relationship between fiscal policy and 

economic growth in Nigeria for the period 

under this study.  

 

Objectives of the study 

The broad objective of this study is to 

examine the relationship between fiscal 

policy and economic growth in Nigeria. 

Specifically the study will focus on the 

following objectives 

1. To examine the relationship 

between government 

expenditure and real gross 

domestic product in Nigeria 

between 1986 and 2019. 

2. To evaluate the relationship 

between government tax receipt 

and real gross domestic product 

in Nigeria between 1986 and 

2019. 

3. To ascertain the relationship 

between the overall fiscal 

balance and real gross domestic 

product in Nigeria between 

1986 and 2019. 

 

 

Literature Review 

Fiscal policy 

               Fiscal policy involves the use of 

government spending, taxation and 

Borrowing to influence the pattern of 

economic activities, allocation of revenue 
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and expenditure and also the level and 

growth of aggregate demands, output and 

employment with the aim to achieving 

internal and external economic balance as 

well as sustainable development. Taxes 

(Government revenue) and government 

expenditures are the primary tools of fiscal 

policy. Taxes comprises of direct and 

indirect taxes while government 

expenditures comprises of Recurrent and 

capital expenditures. 

 

Government intervention in the economy 

through fiscal policy is usually enunciated 

in the budget, their operations has been to 

manipulate the receipt and expenditure 

sides of its budget in order to stabilize the 

economy. In designing and implementing 

fiscal policy, government plans for either 

budget deficit, budget surplus or balanced 

budget. When there is economic recession 

or depression, government plans for budget 

deficit which is often referred to as 

expansionary fiscal policy. In this situation, 

taxes are reduced and government 

expenditure is increased. Musgrave and 

Musgrave (2004) noted that budget policy 

affects the division of total output between 

consumption and capital formation and 

thereby the rate of economic growth. 

Nevertheless, increase in government 

expenditures through deficit financing by 

way of issue of Treasury bills, certificates 

or bonds or tax will cause crowding effect 

of private investors. Okoro (2014), if a 

larger budget deficit leads to higher interest 

rates and taxation in the medium term and 

thereby has a negative effect on promoting 

consumption and investment spending, 

then, a process of fiscal “Crowding out” is 

occurring. The reality however, is that 

often, there have been wastages, some 

spending has been politicized, and there has 

been high level of mismanagement, 

misappropriation and corruption (Osuala, 

2014).  

 

Tax Revenue 

               Government revenues refers to all 

receipts the government gets including 

taxes, custom duties, revenue from state-

owned enterprises, capital revenues and 

foreign aids. Tax is a compulsory levy 

imposed on a subject or upon his property 

by the government to provide security, 

social amenities and create conditions for 

economic wellbeing of the society (Appah, 

2004). The two major forms of tax are 

direct and indirect tax.  

                  The main purpose of taxation is 

to raise revenue to cover the cost of services 

provided by the government, control 

consumption of certain goods, and protect 

infant industries and other activities in the 

economy. Musgrave and Musgrave (2006) 

observed  that the economic effects of tax 

includes micro-effects on the distribution of 

income and efficiency of  resource use as 
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well as macro effect on the  level of 

capacity output, employment, prices and  

growth.  

Government Expenditure 

Government expenditures are the expenses 

of government on what to do for a year, it 

can be categorized as follows; General 

Administration, Community services, 

Economic service, infrastructural services, 

defense and Transfer. Government 

Expenditures are of two forms: Recurrent 

expenditure and capital expenditure. The 

major purposes of government spending is 

to Supply goods and services that are not 

provided by the private sectors e.g defense, 

bridges, roads, merit goods such as hospital 

and schools, welfare payments and benefits 

such as unemployment and disability 

benefits. Government sometimes subsidize 

startup business or industries that cannot 

get support from the private sectors e.g 

Transportation or Agriculture, Government 

support these sectors to remain in operation 

or expansion. They spend on education and 

manpower training to improve 

productivity, they also spend to help 

redistribute income and promote social 

welfare. Changes in government 

expenditure are the major component of 

fiscal policy used to stabilize the Macro-

economic business cycle. 

 

 Fiscal Deficits 

                  Deficit Budget refers to a 

situation where the total proposed 

government expenditure is greater than the 

expected revenue. Deficit expenditure is a 

financial situation that occurs when an 

entity has more money going out than 

coming in. Today and even in the past, 

budget deficits policy is a famous 

instrument of fiscal policy used to increase 

the rate of economic growth of a country 

(Steven, 2010), the term usually refers to a 

conscious attempts to stimulate the 

economy by lowering tax and increasing 

government expenditure. For the economy 

to grow as planned in a budget, shortage of 

revenue resolution from excess expenditure 

has to be financed by raising fund from 

other sources available to the government. 

Umo (2007) Opined that most modern 

economies are virtually floating credit, this 

situation arises, not so much because 

Keynesian Economists have endorsed 

deficit budgets for stabilization, but 

because wide and heavy government 

expenditure in development programs has 

made borrowing a necessity. Gbosi (2005) 

reasoned that borrowing is a supplementary 

instrument of fiscal policy, if fiscal 

expenditures are directed to the growth 

sector of the economy; they would be 

capable of increasing output to the desired 

direction. 

              In the thirty-four year period that 

this study covers, the fiscal operations of 
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the Nigeria government resulted in deficits 

in so many years. This is as a result of the 

volatile revenue base which combines with 

increasing expenditure profile of 

government, thus making the incidence of 

fiscal deficits inevitable. Fiscal deficits in 

Nigeria are generally financed from the 

banking system and external sources (CBN, 

2006). The most popular mode of deficit 

expenditure is borrowing which is usually 

done by issuing of government bond 

(Steven, 2010). Budget deficit as a way of 

financing was established after world war, 

oil crisis and financial and economic crisis.  

Anyanwu (1998) Observed that the 

persistence of fiscal deficits in developing 

countries which are mostly financed by 

government borrowing from the banking 

system has been blamed for much of the 

economic crises that beset them since 

1980s, including debt overhang and the 

accompanying debt crises, high inflation, 

poor investment performance and growth. 

Bello (2003) asserted that in a country like 

Nigeria where fiscal operations of the 

government are characterized by persistent 

fiscal deficits, fiscal actions have bearing 

impact on macroeconomic indicators such 

as inflation, real interest rate, exchange rate 

and output. The various reasons for fiscal 

deficit are categorized as political 

considerations, economic issues and social 

factors (Gbosi, 2012). The aim of policy 

makers and political leaders to meet the 

needs of the citizens as well as delivering 

dividends of democracy have often driven 

up government expenditures and in the long 

run, this will result in deficits as in the case 

of Nigeria in the recent time. Deficit 

expenditure however, may also result from 

government inefficiency.  

 

Economic Growth  

              Economic growth represents the 

expansion of a country’s potential output or 

GDP. It is an important macro-economic 

objective because it enables increased 

living standards and helps create new jobs. 

Economic growth is caused by two main 

factors which are increase in Aggregate 

Demand (AD=C+I+G+x-m) and increase 

in Aggregate supply (increase in capital, 

investment, higher labour productivity) it 

can be measured in nominal or real terms, 

the latter of which is adjusted for inflation. 

The real economic growth rate measures 

economic growth in relation to Gross 

domestic Product (GDP) from one period to 

another, adjusted for inflation, it is more 

useful than the nominal GDP growth rate 

due to the fact that it takes into account the 

effect inflation has on economic data. 

Economic growth has long been considered 

as an important goal of economic policy 

with a substantial body of research 

dedicated to explaining how this goal can 

be achieved (Fadare, 2010). According to 

Khorravi and Karimi (2010), classical 
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studies estimated that economic growth is 

largely linked to labour and capital as 

factors of production. The drivers of 

economic growth in an economy as posited 

by Dwivedi(2008) are the quality of the 

labour force, natural resources, capital 

formation, technological development and 

political and social factors. 

 

Fiscal Policy and Economic Growth 

             The potency of fiscal policy to 

achieve economic growth depends on the 

transparency and accountability of the 

fiscal institutions, appropriate combination 

of fiscal strategy, political stability, socio-

political situation of the society, state of 

nature of the economy at a particular period 

of time and response of the market forces as 

the management and suitability of the 

instruments during each of the state of 

nature will vary from one period to another. 

The fiscal policy thrust will be different at 

each of the economic cycles, the economy 

will be at different level of equilibrium 

position (Osuala and Ebieri, 2014). 

                     A variation in the fiscal 

instruments by way of increase in 

government expenditure through deficit 

budgeting and reduction in taxes will 

positively affect aggregate demand, 

employment, output and income within the 

economy; this is referred to as expansionary 

fiscal policy. However, if government 

desire to reduce aggregate demand, the 

above measure would be reversed and this 

is referred to as contractionary fiscal policy. 

Increase in government spending or a 

reduction in taxes tend to pull the economy 

out of recession, while reduced spending or 

increased taxes slows down a boom 

(Dornbusch and Fischer, 1990). Jhingan 

(1997) argued that government can also use 

discretionary Fiscal policy by changing 

taxes and keeping its expenditure constant, 

changing its expenditure with constant 

taxes and varying both expenditure and 

taxes simultaneously. An increase in 

investment leads to increased production 

which crates income and generates 

consumption expenditure.  

           The interrelationship between public 

spending and private sector performance is 

of paramount importance. On one hand, 

government expenditure provides an 

impulse for private sector growth while on 

the other hand, it can be harmful if it results 

in persistent budget deficit and leads to 

competition for scarce financial resources 

from the banking sectors as the government 

seeks to finance the deficits. In such 

circumstances, the crowding out of the 

private sector by the government sector can 

outweigh any short-term benefits of the 

expansionary fiscal policy. The key to all 

these therefore, lies in striking a balance in 

fiscal management, having enough 

expenditure outlays to meet the needs of 

government and support growth but not so 
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much as to deny the private sector the 

resources it needs to invest and develop. 

              Annual budget deficit over a 

number of years will also cause the total 

amount of unpaid government debt to 

climb. If the government is running a 

budget deficit, it has to borrow through the 

issuance of debt instruments such as bonds 

or treasury bills (Okoro, 2014). The bone of 

contention on the use of expansionary fiscal 

policy has been on how the proposed 

increase in public expenditure over its 

revenue should be financed. The 

contending options have been printing more 

money (increasing the amount of money in 

circulation), increasing the interest rate for 

money deposited from abroad or by long-

term borrowing. Okoro (2014), a persistent 

large deficit can be a problem and depends 

on the financing of the deficit, if the budget 

deficit raises to a high level, the 

government may have to offer higher 

interest rates to attract sufficient buyers of 

the debt. This raises the possibility of 

government falling into a debt trap, where 

it must borrow more to repay the interest 

accumulated borrowing. Money printing 

involves raising money supply to match 

demand in the economy, However, where 

the rate of increase in money supply rises 

above the rate of growth of economic 

activities and given stable demand function 

for base money, inflation will result 

(Ndungu, 1995) more money in circulation 

makes prices to rise and prices increase 

because each note (money unit) is now 

backed by less worth, its purchasing power 

becomes less. Increasing the rate of interest 

of foreign currency deposits leads to 

increase in prices. Prices increase because 

interest rate in the whole country will 

increase correspondingly as cost of 

investment and working capital increases. 

Easterly and Fisher (1995) argued that 

where government prints money to cover 

budget deficits, It is unlikely that rapid 

money supply growth takes place without 

fiscal imbalances. On borrowing as an 

option of deficit financing, borrowing from 

both domestic and foreign countries has 

been an unavoidable source of finance. 

However borrowing which may result in 

debt crises can lead to high real interest 

rates in the domestic economy and crowd 

out private sector investments (Easterly and 

Schmidt 1991) 

 

The Modern Economic Growth Theory 

                  The leading modern theorist 

was John Maynard Keynes who published 

his famous book known as General Theory 

of Employment, interest and money in 1936 

According to Nwaru (2002) the term 

“Keynesian” is a generic term that 

embraces those economists who subscribed 

to those ideas of John Maynard Keynes 

about the characteristics and workings of 

the macro-economy as set in his book. 
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Keynes agreed with the neoclassical that 

growth is affected by the level of income. If 

investments temporarily fell off and 

reduced income by causing unemployment, 

savings would decline, making funds for 

investment scarce. He accepted that 

investment was quite necessary to maintain 

full employment. The role of the 

government according to him should be 

stepped up to stimulate investment through 

deficit financing. As the government offers 

the solution of deficit financing, investment 

will pick up again and employment would 

increase. As a result, aggregate demand 

would also increase and invariably, growth 

resumes. The Keynesian school of thought 

postulates a positive relationship between 

deficit financing and investment, and 

consequently on economic growth. This 

school of thought sees fiscal policy as a tool 

of overcoming fluctuations in the economy 

(Omitogun and Ayinla, 2007) Keynes 

advocates for increased government 

expenditures and lower taxes to increase 

demand and investments which will lead to 

economic growth and also help pull the 

economy out of recession.  This theory 

supports expansionary fiscal policy and all 

fiscal policy objectives focuses on 

promotion of economic growth through 

government expenditures and taxes. 

 

Empirical Review  

               Various researchers have carried 

out empirical investigation on different 

aspects of fiscal policy especially as it 

relates and affects macroeconomic 

variables of the economy covering different 

periods, both in developed and developing 

countries. Fiscal policy is generally 

believed to be associated with economic 

growth or more precisely, it is held that 

appropriate fiscal measures in particular 

circumstances can be used to stimulate 

economic growth and development 

(Khosravi and Karimi, 2010) 

                     Nwafor, P.K. (2020), 

investigated the effect of fiscal policy on 

real sector in Nigeria, 1987-2019. The data 

were analysed with econometric 

techniques, ADF tests for unit-roots and 

OLS were used. Findings revealed that 

capital expenditure, recurrent expenditure 

and taxation have positive and significant 

effect on real gross domestic product while 

government borrowing has negative and 

insignificant effect on real gross domestic 

product. The study concludes that fiscal 

policy have positive effect on the real sector 

in Nigeria and has helped to improve 

economic growth and development in 

Nigeria within the period covered by the 

study 

                     Titiloye and Ishola (2020), 

studied the effect of fiscal policy and 

monetary policy on economic growth in 

Nigeria 1989-2018, the findings revealed 
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that money supply and government 

expenditure have a significant impact on 

economic growth in Nigeria. They 

suggested that to maintain a stable 

economic growth in Nigeria, the Central 

Bank of Nigeria need to inject more money 

into the economy and the government 

should use her revenue and expenditures at 

full optimization. 

                   Symoom (2018), studied the 

impact of fiscal policy on economic 

growth; empirical evidence from South 

Asian countries, the empirical result shows 

that both government expenditure and tax 

revenue have no significant impact on real 

GDP growth in the four countries – 

Bangladesh, India, Pakistan and Sri-Lanka. 

                    Shuaib, Ekeria and Ogedengbe 

(2015) studied fiscal policy and Nigeria 

experience using annual data from 1960-

2012. The result of the empirical findings 

showed that fiscal policy has a direct 

relationship with growth. 

                  Onyemaechi (2014), studied the 

impact of fiscal policy components on 

economic growth in Nigeria using ADF test 

model and co-integration test, he found out 

that government expenditure on economic 

services and transfer payments have not 

yielded positive results as regards economic 

growth in Nigeria, though statistically 

insignificant, expenditures on 

administration as well as social and 

community services yielded positive result 

in improving economic growth in Nigeria. 

                   Alex and Ebieri (2014) carried 

out an empirical analysis on the impact of 

fiscal policy on Economic growth in 

Nigeria (1986-2010). The findings were 

that, there is evidence of long-run 

equilibrium relationship between fiscal 

policy and economic growth in Nigeria 

during the period under study. 

                     Adeolu, Sunday and 

Bolarinwa (2012) Assessed how fiscal and 

monetary policies influence economic 

growth in Nigeria. The paper notes that 

there exist a mild long-run equilibrium 

relationship between economic growth and 

fiscal policy variables in Nigeria. The paper 

suggest that for any meaningful progress 

towards fiscal prudence on the part of 

government to occur, some powerful pro-

stability stakeholders strong enough to 

challenge government fiscal recklessness 

will need to emerge. 

                 Medee and Nenbee (2011) 

carried out empirical investigation on the 

impact of fiscal policy variables on 

economic growth, 1970-2009, using vector 

Auto Regression (VAR) and Error 

correction mechanism, they concluded that 

a long-run equilibrium relationship exists 

between economic growth and fiscal policy 

variables in Nigeria. 

                     Ogbole, Amadi, and Essi 

(2011) studied fiscal policy and its impact 
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on economic growth in Nigeria (1990-

2006). The study involves a comparative 

analysis of the impact of fiscal policy on 

economic growth in Nigeria during the 

period of regulation and deregulation. 

Econometric analysis of time series data 

from CBN was conducted and the result 

showed that there is difference in the 

effectiveness of fiscal policy stimulating 

economic growth during and after 

regulation period. Appropriate policy mix, 

prudent public spending, setting of 

achievable fiscal policy target and 

diversification of the nation’s economic 

base, among others were recommended. 

               Olawunmi and Ayinla (2007) 

examined the contribution of fiscal policy 

in the achievement of sustainable economic 

growth in Nigeria using slows growth 

model estimated with the use of ordinary 

least square method, it was found that fiscal 

policy has not been effective in the area of 

promoting sustainable economic growth in 

Nigeria. They however, stated that factors 

such as wasted spending, poor policy 

implementation and lack of feedback 

mechanism for implemented policy evident 

in Nigeria, which are indeed capable of 

hampering the effectiveness of fiscal policy 

have made it impossible to come up  with 

such a conclusion.  

 

Methodology 

Research Design is the specification of 

procedures for analyzing the data necessary 

to help solve the problem .Ex-post facto 

research design is used for this study. 

Econometric model is explored. The 

models are with emphasis on the fiscal 

policy variables using the ordinary least 

squares regression technique. The data used 

for this study are secondary data collected 

for the period of 1986 to 2019 and the 

source is Central Bank of Nigeria (CBN) 

statistical bulletin for various issues. All the 

data were on annual basis as provided in the 

various official reports and publications of 

the above mentioned data sources. 

 

Specification of the model 

The model was analyzed using regression 

analysis to test the relationship between the 

dependent variable proxied by Real Gross 

Domestic Product (RGDP) and the 

independent variables (Government 

Expenditure, Tax receipt and overall fiscal 

balance). 

 The model is specified as: 

 RGDP =F (GEX, TX, 

FBAL)…………………EQ(1) 

  The Econometric form:  

RGDP= bo+b1GEX + b2TX 

+ b3FBAL + U…..EQ(2) 

 Where 

           Constant b0 is the intercept of the 

relationship in the model. b1 – b3 are 

the coefficients of each of the 

independent variables, U is the 

stochastic error terms. 

The log-linear function of the model 

is specified as;  

Log(RGDP) = 𝛽ₒ + 𝛽₁log(GEX) 

+ 𝛽₂log(TX) + 𝛽₃log(FBAL) + 

U………EQ(3) 

Specification in time-series form;  
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Log|(RGDP)ᵼ = 𝛽ₒ + 𝛽₁log(GEX)ᵼ + 

𝛽₂log(TX)ᵼ + 𝛽₃log(FBAL)ᵼ + 

Uᵼ……….EQ(4) 

Where; 

RGDPᵼ = Real Gross Domestic 

Product at time t 

GEXᵼ = Government expenditure at 

time t 

TXᵼ = Tax Receipts at time t 

FBALᵼ = Overall National Fiscal 

balance at time t 

Uᵼ       = Error term at time t 

The Assumptions of the 

coefficient of the model/A Priori 

Expectation are: b1>0, b2<0 and 

b3< or >0. 

 

Data Presentation  

Unit- Root Test 
The unit root test adopted here is the 

Augmented Dickey Fuller Test (ADF) and 

the results are shown in the table below. 

Rule:  When testing with ADF method, we 

compare the critical value with the ADF-

value at any percentage of the critical value 

which can be 1%, 5% or 10%. There is no 

integration or stationarity, if the critical 

value is greater than the ADF – value. 

When this happens we subject the time 

series to differencing.  

Table 4.1 Second Differencing  

Variables ADF – Value 5% Critical Value Remarks 

RGDP -5.921825 -2.963972 Stationary  

GEX -3.882530 -2.981038 Stationary  

GTX -5.108586 -2.971853 Stationary  

FBAL -8.072750 -2.967767 Stationary  

Source: Author’s Computation Using E-

view 10 

Table 4.2, the result shows that all the 

variables are stationary at 2nd differencing 

this implies that the variables are integrated 

order (2). The lag orders used were 

automatically suggested by the Schwarz 

Information Criterion. So the stationarity 

test is now established. 

 

Co-integration Test 

Using the Johansen’s Maximum Eigen 

value test statistics. The summary of the 

result of the co-integration is given in table 

4.5 below. 

Table 4.2 Johansen Maximum likelihood 

co-integration test result of RGDP, GEX, 

GTX and FBAL. 

Hypothesized 

No of CE(s)  

Eigen Value Max-Eigen 

Statistics  

0.05 

Critical value 

Probability  

None 0.755092 40.79928 24.15921 0.0001 

At Most 1 0.611299 27.40343 17.79730 0.0013 

At Most 2 0.214863 7.015029 11.22480 0.2482 

At Most 3 0.137236 4.280801 4.129906 0.0458 

Source: Author’s Computation Using E-

view 10 

Max-Eigen value test indicates 2 co-

integration equations at the 5% level. This 

results shows that the null hypothesis 

should be rejected at 5% level of 

significance. The test shows that there are 

two co-integration relationships, thus 

indicating that there is a long-run 

relationship between the variables. 

 

Ordinary Least Square Estimation 

Table 4.3 Dependent Variable: 

LNRGDP 

Variabl

es 

Co-

efficien

t 

t-

statisti

c 

Probabili

ty 

C 

LNGEX 

LNGTX 

LNFBA

L 

2.2104

44 

0.1638

33 

0.0516

17 

-

0.0646

06 

12.081

79 

1.5923

55 

0.5594

24 

-

5.2224

10 

0.0000 

0.1219 

0.5802 

0.0000 

R-

square 

Adjuste

d R-

squared 

F-

statistic 

Pro (F-

statistic) 

Durbin-

Watson 

0.936696 

0.930147 

143.0345 

0.000000 

0.845592 

Source: Author’s Computation using E-

view 10 
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Discussion of Findings            

The result of the estimate shows that 

government expenditure (GEX) and 

government tax receipt (GTX) are 

positively related to real gross domestic 

product which was used to represent 

economic growth while there is a negative 

relationship between Fiscal balance 

(FBAL) and the real gross domestic 

Product (RGDP) in Nigeria, for the period 

under review. The relationship between 

RGDP and GEX on one hand and RGDP 

and FBAL on the other hand are in line with 

the a priori expectations and economic 

theory while the relationship between 

RGDP and GTX is contrary to our 

expectation. The signs suggest that in the 

absence of all the explanatory variables, 

one naira increase in government 

expenditure and government tax receipt 

will lead to 0.164 and 0.052 billion naira 

increase in economic growth. It also shows 

that a rise in Fiscal deficit by one naira will 

make the real gross domestic product to fall 

by 0.065 billion naira. This is contrary to 

the theoretical expectation. 

The co-efficient of determination (R2) is 

0.93669, it reveals that about  94% variation 

in economic growth in Nigeria is explained 

by the model during the period 1986-2019. 

This is further supported by the adjusted 

R2 of 0.930147 or 93% which is also high. 

It means that the variations in the growth of 

Nigeria economy are greatly explained by 

the variations in each of the regressors. 

The F-Statistic of 143.0345 and P-value of 

0.0000 reveals that the model is significant 

at 5% level of significance and confirms 

further the strong fitness of the model. 

The T-statistics, testing the significance of 

the co-efficient at 5% significant level. 

Government expenditures, government tax 

receipt and fiscal deficit are all statistically 

significant since their t-values are greater 

than the probability values of 0.1219, 

0.5802 and 0.0000. 

Autocorrelation test – The Durbin- 

Watson statistics with the value 0.845592 

which is approximately equal to 1 shows 

absence of autocorrelation in the model and 

this will not affect the result. This was 

further confirmed with the Breusch-

Godfrey serial correlation LM Test. 

 

Conclusion 

From the findings of this study, given the 

period under review, we can conclude that 

increase in government expenditure most 

especially on capital goods which are 

productive, leads to increase in economic 

growth. The main purpose of taxation is to 

raise revenue that government can use to 

provide adequate social amenities and 

infrastructures for the citizens and also to 

enhance economic growth but these seems 
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to be different in Nigeria as the physical 

evidence does not show that the funds 

generated from taxes are used for these 

purposes. Also tax administration in 

Nigeria is generally poor and inefficient, 

the system is faced with many challenges, it 

impact on economic growth in Nigeria is 

insignificant. The findings also indicated 

that fiscal deficit has a negative and 

significant effect on economic growth of 

Nigeria. Prolonged fiscal deficits in Nigeria 

have resulted into mounting public debts 

and debt overhang. It has a negative effect 

on output, investment flows, exports etc all 

these have a very important role to play in 

promoting economic growth. Therefore 

considering the period under this study 

fiscal deficit has not stimulated enough 

economic growth and it may not be 

unconnected with the nature of Nigeria’s 

fiscal operations which is characterized by 

fiscal indiscipline, high debt burden, 

wastages, corruption, poor budget 

implementation and monitoring, 

misappropriation of funds 

 

Recommendations 

The study recommends that; 

Government should ensure that the tax 

revenue generated are channeled towards 

building capital stocks that  can create more 

jobs which will generate more revenue to 

government through the forms of tax, create 

an effective and reliable data base for every 

taxable individual to eliminate or minimize 

the incidences of tax evasion. Lastly, tax 

administrators should adhere to tax reforms 

(low tax regime, tax relief and tax waiver), 

they should minimize the adverse effect of 

multiple taxation on the private sectors, and 

these actions will help to achieve output 

growth, address the problem of high cost of 

goods, unemployment and poverty in the 

country. 

 

The negative effect of budget deficit in 

Nigeria far outweighs the gain. 

Government should moderate the level of 

fiscal deficits and financing of deficits 

through borrowings. Borrowings leads to 

debt crises which leads to high interest rates 

in the domestic economy and crowd-out 

private sector investment, crowding out of 

the private sectors outweighs the short-term 

benefit of the expansionary fiscal policy. 

Increased borrowing especially domestic 

borrowing to finance fiscal deficits has 

contributed to worsening unemployment 

rate in Nigeria this is because debt servicing 

obligation is an obstacle to the 

implementation of new developmental 

projects because the proportion of funds set 

aside for new projects that will create 

employment is used for servicing previous 

debts.  

 

Government should also give major 

attention to curbing of corruption in the 
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country; the goals should aim at eradication 

of corruption, embezzlement and diversion 

of public funds to private pockets. 

 

 

References 

Adebayo, F.O and Siyan, P. (2005). An 

Empirical Investigation of Stability 

and Money Demand in Nigeria. 

(1970-1999) Nigerian Journal of 

Economic Development Matters, 

4(1): 87-102. 

Adeolu. A. M, Sunday .J.K and Bolarinwa 

.S.A (2012) Fiscal/ Monetary Policy 

and Economic Growth in Nigeria: A 

theoretical Exploration (1960-

2002). International Journal of 

Academic Research in Economic 

and Management Science September 

2012,1(5) ISSN: 2226-3624. 

Adigwe P.K 2005, Public Finance, a 

Contemporary Approach. Kinsmann 

Publishers ltd Enugu.     

Appah, E (2004). Principles and Practice of 

Nigeria taxation. Port-Harcourt: 

Ezevin mint printers and publishers. 

Anyanwu. J. C. (1998).  Do Large Fiscal 

Deficits Produce High interest 

Rates? The case of Nigeria; Ghana 

and Gambia. (BN Economic and 

Financial review. 36(i): 51-84 

Bello, Y.A. (2003). Fiscal Adjustment and 

issues of capital Expenditure. CBN 

Bullion. 27(3). 

Central Bank of Nigeria (2006) CBN 

Annual Report and Statement of 

Account. Abuja, Central Bank of 

Nigeria. 

Central Bank of Nigeria (2010) CBN 

Annual Report and Statement of 

Account. Lagos Central Bank of 

Nigeria. 

Central Bank of Nigeria (2017), 

proceedings of the seminar on 

“Recession and Exchange Rate 

Crisis, For CBN Executive Staff at 

Golden Tulip Hotel, Lagos 

September 11-13, 2017. 

Central Bank of Nigeria (2019), Conduct of 

fiscal policy, various years. 

https://www.Cbn.gov.ng>Home>M

onetary policy>conduct of fiscal 

policy 

Central Bank of Nigeria (2019), Economic 

Report of the Fourth Quarter of 2019 

on Fiscal Operations and Real 

Sectors of the Economy. 

Cbn.gov.org/out/2020/RSD/pdf 

Dornbusch, R. and Fischer, S. (1990) 

Macroeconomics (5th Ed) New York 

Mcgraw. Hill publishing Company. 

Dwivedi, D.N (2008). Managerial 

Economic (7th Ed) Jangpura New 

Delhi: Vikas publishing House PVT 

Ltd. 

Easterly, W. and Rebelo S. (1993) Fiscal 

Policy and Economic Growth: An 

Empirical Investigation, Journal of 

Monetary Economics,  32. 417-458. 

Easterly W. and Schmidt-Hebbel K (1991). 

The Macroeconomics of public 

sector Deficits: A Synthesis: The 

world Bank working papers series, 

No. 775, October, 1991. 

           Economics Perspective. Investment 

Management and Financial 

Innovations,12(2) 2015. 

Fadare, S.O (2010).Recent Banking sector 

Reforms and Economic Growth in 

Nigeria. Middle Eastern Finance and 

Economies, 8, 1450-2889. 

Gbosi, A.N. (2005).Macroeconomic 

Management in Nigeria. Port 

Harcourt. Sharebrooke Associate 

Publishes. 

Jhingan, M.L (1997). Macro-Economic 

Theory (11th Ed). Delhi: Vrinda 

Publication Ltd. 

Khosravi, A and Karimi, M.S. (2010). To 

investigate the Relationship between 

Monetary, Fiscal Policy and 

Economic Growth in Iran: 

Autoregressive Distributive Lag 

Approach to co-integration. 

American journal of applied science, 

7(3), PP.420-424 

Medee, P.N. and Nenbee, S.G. (2011). 

Econometric Analysis of the impact 



 
 

30 
 

of fiscal policy variables on 

Nigeria’s Economic Growth (1970-

2009). International journal of 

Economic Development Research 

and investment, 2(1).  April. 

Musgrave, R. and Musgrave, P.B (2004). 

Public Finance in Theory and 

practice (5th Ed.) New Delhi: Tata 

Mcgraw Hill Education Publisher 

ltd. 

Musgrave, R.A and Musgrave. PB (2006) 

Public Finance in Theory and 

Practice, New-Delhi-india, Tata 

Mcgraw-Hill. 5th Edition 

Ndung’u .N. (1995). Government Budget 

Deficit and inflation in Kenya.  

African Journal of Economic policy 

2(2):19-34, 

Nwafor, P.K.(2020), Effects of Fiscal 

Policy Instruments on R EAL Sector 

in Nigeria, 1987-2019. International 

Journal of Innovative Finance and 

Economics Research Vol.8(3).July-

Sept, 2020. www.seahipaj.org  

Okoro (2014) Fundamentals of Financial 

Literacy. Printed and published in 

Nigeria by Great Stone 

Technologies. 

Ogbole, O.F; Amadi, S.N and Essi, I.D 

(2011). Fiscal Policy: its impact on 

Economic Growth in Nigeria 1970 to 

2006. Journal of Economic and 

International Finance 3(6): 407-417 

June. 

Olawummi, O. and Tajudeen, A. (2007). 

Fiscal Policy and Nigeria Economic 

Growth. Journal of  

           Research and National 

Development; 5(2).  

Onyemaechi, J. O.(2014)  Impacts of fiscal 

policy components on economic 

growth in Nigeria; an empirical 

trend analysis. Kuwait Chapter of 

Arabian Journal of Business and 

Management Review, Vol. 4, No 1 

Onuoha. M.E. and Elegbede ,I.O.(2018), 

The political Ecology of Oil and Gas 

Activities in the Nigeria Aquatic 

Ecosystem 2018, pg 83-99. 

https://www.sciencedirect.com>topi

cs                                                                                                                                                                                                                                                                                                                             

Osuala E.A and Ebieri .J. (2014). Empirical 

Analysis of the impact of Fiscal 

Policy on Economic Growth of 

Nigeria. International Journal of 

Economics and finance; vol. 6, No 6; 

2014. ISSN 1916-971X E-ISSN 

1916-9728 published by Canadian 

center of science and Education. 

Nigeria High Commission (2009), 

Overview of President Yar’Adua’s 

Seven Point Agenda: Issues and 

Policy Challenge 2009. Information 

section, Nigeria High Commission, 9 

Northumberland Avenue. London 

WC2N 5BX 24 February, 2009. 

https://www.nigeriahc.org.uk/pdf/se

venpoint-agenda pdf 

Shuaib. I. M, Ekeria. O. A and Ogedengbe 

A.F. (2015). Fiscal Policy: Nigeria 

Experiences From 1960-2012. Asian 

Journal of Agricultural Extension., 

Economic & sociology 7(1): 1-13; 

2015; Article no. AJAEES. 14699 

ISSN: 2320-7027 www. 

Sciencedomain. Org. 

Steven G.  (2010) Economic Implication 

from Deficit Finance Bambery 

Economic Research group working 

paper series 2010; 69. 

Symoom. T. (2018) The Impact of Fiscal 

and Monetary Policy on Economic 

Growth; Empirical Evidence from 

four South Asian Countries. 

https//thekeepeiu.edu/theses/3556. 

Titiloye. T. and Ishola.V. (2020) Effect of 

Fiscal Policy and Monetary policy 

on Economic Growth in Nigeria: A 

time series analysis. June 6, 2020. 

SSRN:https://ssrn.com/3706157 or 

http://dx.doi.org/10.2139/ssrn.37061

57 

Umo, J.U. (2007). Economics: An African 

Perspective (2nd Ed). Lagos, 

Millennium Text Publishers. 

Uzoaga W.O (1981) Money and Banking in 

Nigeria. Fourth Dimension 

Publishers Ltd Enugu. 

 

http://www.seahipaj.org/
https://www.nigeriahc.org.uk/pdf/sevenpoint-agenda
https://www.nigeriahc.org.uk/pdf/sevenpoint-agenda

