
Nexus between Public Finance and Economic Growth in Nigeria 
 

PEACE ONYEDIKACHI CHIMEZIE
1a

, EHIMARE ALEXANDER
 
OMANKHANLEN

1b
, 

SYLVESTER ERIABIE
2c 

 
1Department of Banking and Finance, Covenant University, Ota, NIGERIA 

2Department of Accounting, Covenant University, Ota, NIGERIA 

 
 Abstract:- Public finance deals with various roles and activities of the government aimed at ensuring economic 

growth. This study assessed the nexus between public finance and economic growth in Nigeria. It adopts the 
theory of Peacock; it states that a country could evolve after encountering social disturbances. Such financial 
difficulties are expected to increase government spending leading to national growth. Secondary data sources 
gotten from CBN and World Development Indicators are used. Data analysis is done using Unit Root test, 
Auto-Regressive Distributed Lag (ARDL) and granger causality technique for period 1981 to 2017. Results of 
the study indicate that Government revenue (GREV) has a major effect on development of Nigeria’s economy, 
Government expenditure (GEXP) has not substantially but significantly impacted economic growth via the 
outcomes of Recurrent expenditure(REXP) and capital expenditure (CEXP), and in conclusion Gross domestic 
savings (GDS) has not impacted Nigeria's economic growth. The recommendation made based on the findings 
are; In order to ensure aggregate productive public expenditures, the government of Nigeria should ensure that 
the composition of public sector outputs is optimal. This can be done by ensuring it does not produce either too 
much of one good or too little of another,the government of Nigeria through various investment schemes and 
programs that are tax exempt can promote the practice of saving in the country. Investing in such saving 
schemes can considerable promote individuals tax savings which in turn increases gross domestic savings. 
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 1 Introduction
Public finance is a general economy division 

dealing with the government economic operations at 
national, state, and local level. It is the study of 
central, state and local public revenue and 
expenditure and the principles underlying it. 
According to (Dalton, 1922), "Public finance centres 
on public authorities ' income and expenditure and 
the transfer of one to another.""This whole concept 
has to do with the process of raising and disbursing 
funds, collection of revenue and it’s spending for 
government functioning. 

The provision of public products, stability, 
growth and government curtailment, and the actual 
impacts of inflation, has now been so significantly 
extended by public finance. Public finance will 
always provide sufficient food for thought on the 
key scarcity problem and the related growth and 
allocation problems. The size and structure of 
government spending will affect pattern, shape of 
governance and growth of an economy.(Smriti, 
2017) 

 

1.1 Statement of Problem 
Public finance can be seen as encompassing all 

fiscal policy provisions and activities that promote 
fiscal policy's macroeconomic objectives, especially 
long-term economic growth. To accomplish these 
results, it is necessary that government funds are 
efficiently and effectively utilized. At the same 
moment, a government is expected to perform 
spending and income strategies in such a manner 
that incentives are created for the effective 
functioning of labour, products and services markets. 

However, a look into the last decade public 
expenditure shows that the government of Nigeria 
has not displayed effective or efficient use of its 
expenditure. Analysis from CBN statistical bulletin 
shows a spontaneous increase without a 
corresponding impact on overall sector of the 
economy. A look at the last 10 years figures from 
2007-2017 shows a clear data of the rising 
expenditure of government. In 2007 the total amount 
of government expenditure was ₦2,348.55 Billion, 
in 2008 it was ₦3, 078.25 Billion, and in 2009 it 
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rose to ₦3,280. 76 Billion, in 2010 it was ₦3,993.31 
Billion, in 2011 it was ₦4,233.06 Billion, 2012 it 
declined a little to ₦4,199.86 Billion, in 2013 it was 
₦4.323.34 Billion, 2014 it was ₦4.210.06 Billion, 
2015 it was ₦4,650.30 Billion, in 2016 it was 
₦4,813.71 Billion, in 2017 it was ₦6,022.28 
Billion.(CBN Statistical Bulletin, 2018).  
Nigeria’s economy suffers from public finance 
mismanagement. Nigeria has had a high degree of 
resource mismanagement, especially in the aspect of 
public fund disbursement. Contracts are awarded 
without due process and no proper checks and 
balance, abuses and negligence of rules and 
standards has been the order of the day. This is 
evident in over-invoicing, contract cost inflation, and 
proliferation of white-elephant projects, and public 
funds diversion amongst others. According 
to(Oyedele, 2016), the Joint Tax Board (JTB), 
records More than 10 million Nigerians (10,006,306 
in particular) enrolled for personal income tax 
purposes in all federal states, including the FCT. 
These funds generated by government this tax is one 
amongst the source government revenue and other 
direct and indirect means yet no meaningful 
evidence is seen in the infrastructure development of 
the country and high unemployment rate has been 
the order of the day. This poses the real question as 
to why public finance has not significantly impacted 
Nigeria's economic growth. 
 
1.2 Research Question 
Based on the of statement the following questions 
emanates; 
1. To what extent has government revenue impacted 

on economic growth in Nigeria? 
2.  What is the impact of government expenditure on 

economic growth in Nigeria? 
3.  How has gross domestic savings impacted on the 

economic growth of Nigeria? 
 
1.3 Objective of the Study 
The particular goals are as follows: 
1.  To determine whether revenue from 

government has impacted on Nigerian growth. 
2.  Examine whether government expenditure has 

resulted in the growth of Nigeria’s economy. 
3 To determining the impact of gross domestic 

savings on the economy of Nigeria. 
 

1.4 Hypothesis of Study 
This research's hypotheses are stated in (H0) null 
form: 

1. H0: Revenue from government has no 
significant influence on Nigeria's economic 
growth. 

2. H0: Government expenditure has no 
significant effect on Nigeria's economic 
growth. 

3. H0: Gross domestic saving by government 
has no significant impact on Nigeria's 
economic growth. 

 
1.5 Scope of the Study 

This study investigates the relationship between 
the public finances and Nigeria economic growth. 
This includes taking advantage of macroeconomic 
determinants including GDP as an economic growth 
indicator, re-current expenditure (REXP), capital 
expenditure (CEXP), government revenue (GREV), 
and gross national savings (GDS_LCU).Information 
on the above factors will cover the periods from 
1981 to 2017. 
 
 
2 Literature Review 

The review of literature will provide an insight 
into the study's associated literature and theoretical 
framework. This will serve as a basis for analytical 
debate of the topic and will boost the level of overall 
nexus awareness between Nigeria's public finance 
and economic growth. 

 
2.1 Conceptual Review 

Public finance can be seen as encompassing all 
fiscal policy provisions and activities that promote 
fiscal policy's macroeconomic objectives, especially 
long-term economic growth. To accomplish these 
results, it is necessary to use government funds 
efficiently and effectively.(Barrios & Andrea, 2008) 

 
2.1.1 Government Expenditure  

Government expenditure consists of re-current 
expenditure and capital expenditure. Re-current has 
to do with the running cost of government such as 
salaries of government employees, wages, interest or 
charges, public debt and other transfer of 
government. Capital expenditure involves certain 
expenditure on capital projects such as building new 
highways, schools, hospitals, new machinery, 
military hardware, factory equipments and so on. 
(Ola & Offiong, 1999) 

 
2.1.2 Government Revenue 

Revenue obtained by various departments, 
agencies of federal, state and local governments is 
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referred to as administrative revenue. They include 
fees, licenses, fines, rates, royalties etc. (Ola & 
Offiong, 1999). 

 
2.1.3 Economic Growth 

Economic growth can be described as a long-term 
rise in the physical production of a country. 
Economic growth of one country can be defined as 
the skill of the economy to boost the productivity of 
services and products compared to the previous 
period. 
 
2.2 Theoretical Underpinnings 
2.2.1 Adolf Wagner’s Hypothesis 

Adolf Wagner launched the public spending 
hypothesis in 1890. According to Wagner, as the 
economy grows, there are inherent tendencies for 
growth both intensively and extensively in 
government activities. Invariable greater public 
spending rises automatically, resulting in a gradual 
rise in financial development. Other reasons that 
increase the trend of public spending include 
planning, upgrading, greater social demand and 
industrial growth, etc(Ajibola, 2008) 
 
2.2.2 The Argument of Peacock and Wiseman 

Peacock and Wiseman's theory of public 
spending was founded on their empirical 
investigations in the UK from 1890, 1955 and 1962. 
Both narrate the connection between an economy's 
development and government spending. According 
to this hypothesis, in an economy there are three 
fundamental impacts that can be seen from a 
country's increasing trajectory. They include; 

a) Displacement impact 
b) Inspection effect, and 
c) Concentration effect. 

 
2.3 Empirical Review 

Empirical evidence supporting the impact of 
public finance by (Sobiech, Remittances, finance 
and growth, 2019)found no written agreement on the 
long-term effect of government finance on economic 
development. 

However, past examinations have revealed that it 
may be identified with financial development in the 
exchange getting nation, yet the course of the 
connection stayed vague. Finding from the inquiry 
shows that the more financially a country is 
constructed up, the less the impact on financial 
development of government resources. 

Empirical studies on the golden rule of 
government finance (Kamiguchi&Toshiki, 

2019).Using the overlapping generation system 
(OLS) of debt-financed public investment, their 
model recognizes that policy is based on the 
principle that is the golden rule of public finance. 
This revealed that maximization speed of growth is 
not proportional to maximizing levels of welfare; 
however, together the tax rates are lesser than the 
yield versatility of public capital. 

The study by (Zeyneloglu, 2018)Reviews the 
efficiency of fiscal policy and Public Finance 
Golden Rule. The primary policy Is identified as the 
Golden Rule of Finance that allows part of 
government revenue to move upward in complete 
government expenditure, but restricts the use of 
government debt solely for investment reasons. 
Numerical results reveal that, under this golden 
principle, a fiscal expansion prompts a greater yield 
increase while maintaining a small degree of public 
debt in contrast to the subsequent norm. 

In a research conducted by (Coskun, Unal, Murat, 
& Talat, 2017).They explore the link between capital 
market sub-segments ' level of development, 
including reserves for common / benefits, corporate 
safety, stock and public safety markets, and national 
development. The outcomes demonstrated a long-
term link between Capital market creation, and 
economic growth. 

A study by (Kumar, Dogga, Mahandra, & Avipsa, 
2017) on the long-term link between savings and 
economic growth investigates causality problems in 
Indian settings from 1950–51 to 2011–12. The 
experimental proof of the investigation suggests that 
savings contribute to true movement in the long run, 
both in the pre- and post-break age, while economic 
growth leads to pre-break savings. 
In a study carried out by (Szarowska, 2016)on the 
Quality of Czech Republic's public finances and 
economic growth. The study’s purpose was to 
ascertain whether the main mediums and instruments 
employed by government finance (revenue 
framework structure, size of administration and 
usage, level and financial position support capacity) 
influences national growth of Czech Republic during 
the era 1995-2013.Observational framework relies 
on the Barro and Sala-I-Martin (2003) method and 
Mankiw et al. (1992) model that is adjusted to this 
examination's design. Effects of vibrant relapses 
imply that monetary growth is influenced mainly by 
open account variables and usual economic 
development wellsprings (human resources or 
transparency) are assumed. If resultant proof 
indicates that all out tax rate and revenue framework 
structure (especially certain expenditure rates on job 
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and usage) should basically be used as machinery for 
maintaining macroeconomic destinations.  

Omankhanlen, Ogaga, Oghene, Obarisiagbon & 
Okorie (2014) examined the Nigerian government 
expenditure on Human Capital Development. As 
indicated by the investigation the degree of human 
capital improvement, is an impression of the degree 
of wellbeing and instruction of a country and it 
influences the degree of financial exercises in that 
country. The study looked at how effective 
government spending on human capital development 
in Nigeria was from 1990 to 2011 with particular 
focus on the human capital advancement education 
section. The result uncovered evidence from the 
Nigerian system's low quality schooling. 
 
  
3 Methodology 

Time series data analysis using Unit Root test, 
Auto-Regressive Distributed Lag (ARDL) and 
granger causality technique via E-Views statistical 
software (version 9.0) for period between 1981 and 
2017 was done for this study. 
 

3.1 Model Specification 
Implicit form: GDP = f (GREV, REXP, CEXP, 
GDS_LCU, RINT, INFL, OEXR) -------- (1) 
 
Re-stating equation (1) in its explicit and 
econometric form, we have: 
 
GDP =  β₀ + β1 GREV +  β2 REXP +  β3CEXP +
β4GDS_LCU +  β5 RINT + β6INFL + β7OEXR +
μt(2) 

ARDL Model: ∆𝐺𝐺𝐺𝐺𝐺𝐺𝑡𝑡 = β0 + ∑ ∆β1𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝑡𝑡−1
𝑛𝑛
𝑖𝑖=0 +

∑ ∆β2𝐺𝐺𝐺𝐺𝑅𝑅𝐺𝐺𝑡𝑡−1
𝑛𝑛
𝑖𝑖=0 + ∑ ∆β3𝐶𝐶𝐺𝐺𝑅𝑅𝐺𝐺𝑡𝑡−1

𝑛𝑛
𝑖𝑖=0 +

∑ ∆β4𝐺𝐺𝐺𝐺𝐺𝐺_𝐿𝐿𝐶𝐶𝐿𝐿𝑡𝑡−1
𝑛𝑛
𝑖𝑖=0 + ∑ ∆β5𝐺𝐺𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡−1

𝑛𝑛
𝑖𝑖=0 +

∑ ∆β6𝑅𝑅𝑅𝑅𝐼𝐼𝐿𝐿𝑡𝑡−1
𝑛𝑛
𝑖𝑖=0 +∑ ∆β7𝑂𝑂𝐺𝐺𝑅𝑅𝐺𝐺𝑡𝑡−1

𝑛𝑛
𝑖𝑖=0  

+∑ β8𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝑡𝑡−1
𝑛𝑛
𝑖𝑖=0 + ∑ β9𝐺𝐺𝐺𝐺𝑅𝑅𝐺𝐺𝑡𝑡−1

𝑛𝑛
𝑖𝑖=0 +

∑ β10𝐶𝐶𝐺𝐺𝑅𝑅𝐺𝐺𝑡𝑡_−1
𝑛𝑛
𝑖𝑖=0 + ∑ β11𝐺𝐺𝐺𝐺𝐺𝐺_𝐿𝐿𝐶𝐶𝐿𝐿𝑡𝑡−1

𝑛𝑛
𝑖𝑖=0 +

∑ β12𝐺𝐺𝑅𝑅𝑅𝑅𝑅𝑅𝑡𝑡−1
𝑛𝑛
𝑖𝑖=0  + ∑ β13𝑅𝑅𝑅𝑅𝐼𝐼𝐿𝐿𝑡𝑡_−1 +𝑛𝑛

𝑖𝑖=0
∑ β14𝑂𝑂𝐺𝐺𝑅𝑅𝐺𝐺𝑡𝑡_−1
𝑛𝑛
𝑖𝑖=0 + 𝜀𝜀𝑡𝑡     (3) 

Where; 
Y = Gross Domestic Product (GDP) 
X = Public Finance (PF) 
𝛽𝛽1= Government Revenue (GREV), 𝛽𝛽2 = 

Recurrent Expenditure (REXP) 
𝛽𝛽3 = Capital Expenditure (CEXP),𝛽𝛽4 = 

Gross Domestic Savings_LCU (GDS) 
Other control variables: 

𝛽𝛽5 = Interest Rate (RINT), 𝛽𝛽6= Inflation 
(INFL),   𝛽𝛽7 = Exchange rate (OEXR), 

β₀= constant of the equation 
β= coefficient of the independent variable 
µt = residual values or error term 

 
3.2 Empirical Results  

This includes analyzing, interpreting information 
and presenting research methodology results. Data 
analysis is done using Unit Root test, ARDL and 
granger causality technique via E-Views 9.0 
statistical software for period between 1981 and 
2017. 
 
3.2.1 Unit Root Stationary Tests 
Augmented Dickey-Fuller (ADF) unit root 
stationarity test findings are shown below: 
 

Table 1. Unit Root Test 

VARIABLES T-STAT 
P-
VALUE 

INTEGRATION 
ORDER 

GDP -4.893179 0.0003 I(0) 
GREV -3.523306 0.0148 I(1) 
REXP -4.291640 0.0018 I(1) 
CEXP -7.354957 0.0000 I(1) 
GDS_LCU -3.396981 0.0186 I(1) 
RINT -5.961293 0.0000 I(0) 
INFL -5.514745 0.0001 I(1) 
OEXR -3.297372 0.0227 I(1) 
Source: Authors Computations, (2019). E-views, 9.0 
 
Table 1 Unit Root Test demonstrates that variables 
(GREV, REXP, CEXP. GDS LCU, INFL, OEXR) 
are integrated in the order of 1 while GDP and RINT 
are stationary at level. Hence, the ARDL technique 
is utilized to ascertain short and long-term 
relationship between variables due to mixed order 0 
and 1 stationarity. 
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Table 2. Short-Run ARDL Result 

 
Source: Authors Computations, (2019). E-views, 9.0 
 
Table 2 Illustrates that the first period lag of GDP at 
5 percent is statistically insignificant. In addition, a 
one-year rise in GDP will result in a decline of about 
1 percent in present GDP. 
 
GREV: At 5 percent, GREV is statistically 
significant ast-stat is above 2 and p-stat is below 
0.05.A percent rise in government revenue will 
cause about 3 percent increase in current GDP. This 
conforms to theory, because higher GREV is 
expected to boost economic growth since it implies 
more available income to spend on essential 
products and utilities needed in the economy. GREV 
for one period ago is statistically insignificant and 
causes about 2.2% decline in present economic 
growth. Meanwhile, GREV for two periods ago is 
statistically significant and positively impacts the 
Nigerian economy by about 6.8%. This indicates that 
government revenue for two years ago was possibly 
put to good use for it to still impact Nigeria’s 
economic growth. 
 
REXP:REXP has statistical insignificance at 5% 
level as t-stat surpasses 2 and p-value is not up to 
0.05. A percentage rise in recurrent expenditure will 
bring about 5 percent reductions in current GDP. 
This negative relationship conforms to apriori 
expectation as higher recurrent expenses will 

adversely impact economic growth, given that most 
funds will be channeled to salaries and other costs 
which do not necessarily foster increased growth in 
the economy. However, recurrent expenditure for 
one year back is insignificant and positively impacts 
the Nigerian economy by about 2.6%. Contrarily, 
REXP for two years ago is significant and negatively 
affects the economy by about 7.16%. 
 
CEXP: CEXP is statistically insignificant as t-stat 
falls below 2 and p-value exceeds 0.05. One percent 
rise in capital expenditure results in increased 
economic growth by approximately 1%. This is 
consistent with theory as greater capital spending is 
supposed to boost economic growth, since capital 
equipment benefit production and living standards in 
numerous ways. Nonetheless, CEXP for one year 
ago despite having statistical significance adversely 
hampers current economic growth by about 4%, 
thereby implying that the capital goods purchased 
during that time frame were not beneficial to 
national production and growth. 
 
GDS_LCU: This has statistical significance as t-stat 
is over 2 and p-value is beneath 0.05. One 
percentage increase in gross domestic savings will 
lead to about 1.90 percent rise in total national 
savings. This positive relationship conforms to 
apriori expectation as higher savings will translate 
into higher growth as long as the savings are 
channeled into productive uses. Notwithstanding, 
GDS_LCU for one and two years back are both 
statistically insignificant. Nonetheless, aggregate 
domestic savings for one period ago is negatively 
related to current GDP while that of two periods ago 
positively affects current GDP. 
 
RINT: At 5 percent, RINT is statistically significant 
as t-stat is above 2 and p-stat is below 0.05.A 
percentage rise in real interest rate will yield about 
27 percent increase in current GDP. This positive 
relationship does not conform to theory, because a 
greater interest rate raises borrowing costs and 
discourages productive investment, which in turn 
hampers economic growth. However, real interest 
rate in itself might not really matter for growth 
performance, if lending interest rate results in higher 
productive investments. 

INFL: INFL has statistical insignificance at 5% 
level as t-stat is less than 2 and p-value surpasses 
.05. An increase in inflation rate of one percent 
would raise the existing GDP by about 6 percent. 
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This positive relationship does not align with apriori 
expectation. Higher inflation, especially at the 
extreme levels is a detriment to economic growth 
through higher cost of commodities and lower 
purchasing power. Nonetheless, in reality, low levels 
of inflation are beneficial for economic growth as it 
boosts employment and affords consumers the 
purchasing power to buy goods and services, which 
boost an economy’s growth.  
 
OEXR: EXR Is statistically significant at 5% as t-
stat is greater than 2and p-value is beneath 0.05. A 
percentage rise in exchange rate will cause about 34 
percent increase in current GDP. This positive 
relationship is in sync with theory as higher 
exchange rate results in currency depreciation, which 
boosts exports, production and consequently 
economic growth in Nigeria.  
 
DW-stat is about 2.18 which show that there is no 
presence of autocorrelation. 
 
R2: All independent variables combined explain 
about 70% of the changes in GDP. And after being 
adjusted for degree of freedom, Adjusted R2 depicts 
that all the independent variables explain about 42% 
of alterations in GDP. This is fairly representative of 
the importance of public finance in Nigeria. 
 
F-stat and Prob (F-stat): All independent variables 
are jointly significant at about 2.51 and about 1% 
level respectively in explaining changes in GDP. 
 

Table 3. Result of Bounds Test 

 
Source: Authors Computations, (2019). E-views, 9.0 
 
F-stat value (4.84) exceeds all upper boundaries at 
1%, 5% and 10% significance levels, which 

conforms with decision criteria, so long run 
relationship exists. 
 

Table 4. Long-Run Co-Integration Result 

 
 
Source: Authors Computations, (2019). E-views, 9.0 
 
Long run Result: GDP = 2.3766 – 0.0739GREV + 
0.0956REXP + 0.0376CEXP – 0.0000GDS_LCU – 
0.2657RINT – 0.1932INFL – 0.3420OEXR 
 
Table 4 presents the ARDL long-run relationship for 
the above model. The constant term implies that in 
the absence of all explanatory variables (GREV, 
REXP, CEXP, GDS_LCU, RINT, INFL, and EXR), 
economic growth rate will be positive at about 2.38 
percent. 
 
GREV: GREV is statistically significant at a rate of 
5 percent with more than 2 tstat and less than 0.05 p-
values. A percent rise in government revenue will 
cause about 7 percent decline in current GDP in the 
long run. This negative relationship does not 
conform to apriori expectation as it indicates that 
government revenue was not properly utilized to 
yield higher economic growth for Nigeria. 
 
REXP: REXP has statistical significance at 5% The 
t-stat level is above 2 and the p-value is below 0.05. 
A percentage rise in recurrent expenditure will bring 
about 9.6 percent increases in current GDP on a 
long-term basis. This implies that recurrent 
expenditure is essential in sustaining the future of 
Nigerian economy as workers are well remunerated. 
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CEXP: At a rate of 5 percent, CEXP is statistically 
significant as t-stat is greater than 2 and p-value less 
than 0.05. A rise in capital expenditure of one 
percent will have a significant long-term effect on 
the Nigerian economy by around 3.8%thereby 
conforming to theoretical expectations as capital 
machineries go a long way to aid productive 
activities. 
 
GDS_LCU: has statistical insignificance as t-stat is 
lower than 2 and p-value surpasses 0.05. One 
percentage rise in gross domestic savings will have 
no effect on the economy of Nigeria the future. This 
indicates that aggregate savings do not actually 
impact the economy, as what really matters is 
translating those savings into productive investments 
for sustained long-term benefits. 
 
RINT: RINT is statistically important at 5% as t-stat 
is above 2 and p-value is below 0.05. A percent rise 
in real interest rate will yield about 26.6 percent 
decrease in current GDP. This negative relationship 
conforms to theory because higher interest rates it 
will raise the cost of borrowing, which will then 
discourage lending for productive investment 
ventures. This negatively affects long-tern national 
growth. 
 
INFL:INFL has a statistical importance of 5% as t-
stat is above 2 and p-value is below 0.05. One 
percent rise in inflation rate will bring about 
19.3%decreases in current GDP. This negative 
relationship conforms to apriori expectation as high 
inflation reduces individuals’ purchasing power, 
which makes it more expensive to buy products and 
vital utilities, thus adversely affecting growth levels 
of the Nigerian economy in the future. 
  
EXR: EXR is statistically significant at 5% level as 
t-stat exceeds 2 and p-value is lower than 0.05. A 
percentage rise in exchange rate will cause about 
34.2 percent decrease in current GDP. This negative 
relationship does not align with theory as higher 
exchange rate causes depreciation of the naira, 
which is theoretically meant to boosts export levels. 
However, for a country like Nigeria that is more of a 
consuming than a producing nation, this currency 
depreciation will not necessarily boost exports (due 
to greater imports), which then negatively affects 
production and growth levels of the economy in the 
long run.  
 
 

ERRORCORRECTION MODEL (ECM) 
ECM is negative, indicating error convergence. 
Therefore, in the next period, about 100% of the 
errors produced during this period will be corrected. 
 
Fig.1. Model Selection Criteria  
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Fig.1 depicts model selection criteria graph. This 
shows various combinations of lags that minimize 
Akaike information, where E-views have helped to 
select the lowest and best criteria (1, 2, 2, 1, 2, 0, 1, 
and 0). 
 
Fig.2. Stability CUSUM Test  
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Fig.2 presents graph using Cumulative sum 
(CUSUM) test. The line must lie between upper and 
lower boundaries. The graph satisfies this condition; 
therefore, it is significantly stable at 5% level. 
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Table 5. Granger Causality Test 
Lags: 2   

    
    

 Null Hypothesis: Obs 
F-

Statistic Prob.  
    
     GREV does not Granger Cause 

GDP  35  0.70773 0.5008 
 GDP does not Granger Cause GREV  0.38377 0.6846 

    
     REXP does not Granger Cause 

GDP  35  0.33526 0.7178 
 GDP does not Granger Cause REXP  0.21682 0.8063 

    
     CEXP does not Granger Cause 

GDP  35  0.23077 0.7953 
 GDP does not Granger Cause CEXP  0.47019 0.6294 

    
     GDS_LCU does not Granger 

Cause GDP  34  0.00753 0.9925 
 GDP does not Granger Cause 
GDS_LCU  0.92021 0.4098 

    
     RINT does not Granger Cause 

GDP  35  0.57088 0.5710 
 GDP does not Granger Cause RINT  0.85596 0.4350 

    
     INFL does not Granger Cause 

GDP  35  0.38378 0.6846 
 GDP does not Granger Cause INFL  1.60654 0.2174 

    
     OEXR does not Granger Cause 

GDP  35  0.87355 0.4278 
 GDP does not Granger Cause OEXR  0.49992 0.6115 

    
     REXP does not Granger Cause 

GREV  35  2.03023 0.1490 
 GREV does not Granger Cause 
REXP  2.05178 0.1462 

    
     CEXP does not Granger Cause 

GREV  35  2.76858 0.0788 
 GREV does not Granger Cause 
CEXP  1.14063 0.3331 

    
     GDS_LCU does not Granger 

Cause GREV  34  1.76035 0.1899 
 GREV does not Granger Cause 
GDS_LCU  6.81891 0.0037 

    
     RINT does not Granger Cause 

GREV  35  0.13795 0.8717 
 GREV does not Granger Cause 
RINT  2.44556 0.1038 

    
     INFL does not Granger Cause 

GREV  35  0.23093 0.7952 
 GREV does not Granger Cause INFL  1.54324 0.2302 

    
     OEXR does not Granger Cause 

GREV  35  5.36490 0.0102 
 GREV does not Granger Cause 
OEXR  1.90548 0.1663 

    
     CEXP does not Granger Cause 

REXP  35  2.31486 0.1162 
 REXP does not Granger Cause 
CEXP  1.22078 0.3092 

    
     GDS_LCU does not Granger 

Cause REXP  34  19.3560 5.E-06 

 REXP does not Granger Cause 
GDS_LCU  7.04849 0.0032 

    
     RINT does not Granger Cause 

REXP  35  2.25674 0.1222 
 REXP does not Granger Cause RINT  2.03713 0.1481 

    
     INFL does not Granger Cause 

REXP  35  0.35860 0.7016 
 REXP does not Granger Cause INFL  1.31316 0.2840 

    
     OEXR does not Granger Cause 

REXP  35  3.68365 0.0371 
 REXP does not Granger Cause 
OEXR  1.64152 0.2106 

    
     GDS_LCU does not Granger 

Cause CEXP  34  4.45008 0.0206 
 CEXP does not Granger Cause 
GDS_LCU  6.83686 0.0037 

    
     RINT does not Granger Cause 

CEXP  35  0.12729 0.8810 
 CEXP does not Granger Cause RINT  2.47094 0.1015 

    
     INFL does not Granger Cause 

CEXP  35  0.02057 0.9797 
 CEXP does not Granger Cause INFL  2.05217 0.1461 

    
     OEXR does not Granger Cause 

CEXP  35  3.61396 0.0392 
 CEXP does not Granger Cause 
OEXR  0.90033 0.4171 

    
     RINT does not Granger Cause 

GDS_LCU  34  0.13526 0.8740 
 GDS_LCU does not Granger Cause 
RINT  1.81193 0.1813 

    
     INFL does not Granger Cause 

GDS_LCU  34  0.12521 0.8828 
 GDS_LCU does not Granger Cause 
INFL  0.77795 0.4687 

    
     OEXR does not Granger Cause 

GDS_LCU  34  1.87627 0.1713 
 GDS_LCU does not Granger Cause 
OEXR  0.74665 0.4828 

    
     INFL does not Granger Cause 

RINT  35  2.87598 0.0720 
 RINT does not Granger Cause INFL  0.19975 0.8200 

    
     OEXR does not Granger Cause 

RINT  35  3.13307 0.0581 
 RINT does not Granger Cause 
OEXR  1.94112 0.1612 

    
     OEXR does not Granger Cause 

INFL  35  1.68941 0.2017 
 INFL does not Granger Cause OEXR  0.46025 0.6355 

    
    Source: Authors Computations, (2019). E-views, 9.0 

 
Null Hypothesis for Granger Causality: The 
dependent variable is not caused by an independent 
variable. 
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Alternativehypothesis: The independent variable is 
responsible for the dependent variable. 
 
Decision Criteria:When p-value is below 0.05, the 
variable is important, then granger makes the 
variable dependent, so we reject the null and 
consider the alternative hypotheses, and vice versa. 
Independent variable allows the dependent variable 
not to granger. 
 
The causality test of Granger demonstrates that 
GEXP granger causes GREV from Table 3.5. 
However, since p-value < 0.05, GREV granger 
causes GDS LCU, so the null that GREV does not 
granger causes GDS LCU is to be dismissed and the 
alternative is adopted. GDS LCU, however, does not 
cause GREV to granger as its p-value exceeds 0.05. 
OEXR granger also causes GREV with p-value < 
0.05, thus rejecting the null that OEXR does not 
granger causing GREV while accepting the option. 
In the meantime, GREV is not causing OEXR to 
granger. 
 
In addition, GDS LCU is caused by REXP granger, 
whereas GDS LCU does not cause REXP. OEXR 
granger also causes REXP while REXP does not 
cause OEXR to granger. Again, GDS_LCU granger 
causes CEXP and CEXP likewise granger causes 
GDS_LCU. Lastly, OEXR granger causes CEXP 
whereas CEXP does not granger cause OEXR.  
The remaining variables do not granger cause each 
other from both sides: GREV and GDP; REXP and 
GDP; CEXP and GDP;GDS_LCU and GDP; RINT 
and GDP; INFL and GDP; EXR and GDP; REXP 
and GREV; CEXP and GREV; RINT and GREV; 
INFL and GREV; CEXP and REXP; RINT and 
REXP; INFL and REXP; RINT and CEXP; INFL 
and CEXP; RINT and GDS_LCU; INFL and 
GDS_LCU; EXR and GDS_LCU; INFL and RINT; 
EXR and RINT; and  OEXR and INFL. 
 
 
4 Discussion of Results 
4.1 Statistical Analysis of the Three Hypotheses 

The hypotheses developed in this study 
weretested using studentt-statistics. The significance 
rate of the analysis for a two tailed test is 5 
percent.The decisionprinciple is to accept the null 
hypothesis if thecritical / t-value is lower than the 
estimated value, otherwise it will reject the null 
hypothesis. In other words, using the student t-test 
(t-statistical), it is said that a parameter is statistically 

insignificant if t* is below 95 percent (or 5 percent) 
confidence levels below the table value. Thus; 

 
H0: The null hypothesis 0β = 0, H1:  The alternative 
hypothesis 1β ≠  0 
 
Hypothesis one:  
H0: Revenue from government has no significant 
impact on economicgrowth inNigeria. 
In the 3.4 long-run tables, GREV is statistically 
significant at a rate of 5 percent with more than2 t-
stat and less than 0.05 p-values.A percent rise in 
government revenue will cause about 7 percent 
decline in the long term, GDP. 
The null hypothesis is therefore rejected. 
 
Hypothesis two: 
H0: Government expenditure hasno significant 
impact on Nigeria's economic growth. 
In the long-run table 3.4, a percentageincrease in 
recurring spending would result in a long-term rise 
of 9.6 percent in real GDP.It means that recurrent 
investment plays avital role in maintaining the future 
Nigerian economy as well remunerated workers. 
In the long run table 3.4, the one percent increase in 
CEXP will have a positive long-term effect on the 
Nigerian economy by about 3.8%, thereby 
conforming to theoretical expectations as capital 
machineries go a long way to aid productive 
activities. 
Therefore the null hypothesis is rejected, expenditure 
ofgovernment has significantly impacted on 
economic growth of Nigeria although not 
substantially. 
 
Hypothesis three: 
H0:   Gross domestic savings by government has 
significant impact on economic growth in Nigeria. 
Finally, long-run table 3.4 shows that a percentage 
increases in the gross domestic savings  will have no 
influence on Nigeria’s economy.This indicates that 
aggregate savings do not actually impact the 
economy, as what really matters is translating those 
savings into productive investments for sustained 
long-term benefits. 
Hence, We accept the nullhypothesis. It is therefore 
concluded that the GDS did not have a significant 
impact on the development of Nigeria. 
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5 Conclusion 
Based on the results we conclude  that if GREV is 

increased, it will lead to economic growth since it 
implies more available income to spend on essential 
products and utilities needed in the economy, REXP 
plays a vital role in sustaining the Nigerian economy 
because when workers are well remunerated they 
will put in more effort in the services they provide 
which will aid in economic growth, CEXP will 
positively impact on Nigeria’s economy only if it is 
channeled to capital machineries since capital 
machineries go a long way to aid productive 
activities.Not the least GDS will only matter in 
Nigeria's economic growth if savings are converted 
for continuous long-term advantages into productive 
assets. 

 
5.1 Recommendation 
The following recommendations are given, based on 
the findings above: 

1. Government should ensure that in allocating 
funds at various levels of government that 
there are no diversions which could 
negatively impact on GDP. (Proper check & 
balance) 

2. It is imperative that government should 
ensure it makes sound monetary and fiscal 
policies regarding public funds that do not 
distort the economic incentives. 

3. Nigeria's government can encourage tax 
saving in the nation through multiple tax-
exempt investment schemes and programs. 
In exchange, governments can invest their 
earned assets in the country's different 
development initiatives that assist create a 
better economy. 

4. To guarantee aggregate efficient public 
expenditure, Nigeria's government should 
guarantee optimum composition of inputs 
(capital and labour) from the public sector. 
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