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Abstract 

The study examined fiscal policy and its’ impact on private sector growth in Nigeria; for the 

period 1990-2017. Secondary data were used and collected from the Central Bank of Nigeria 

Statistical Bulletin. Four variables were employed for this study. These are private sector output 

as proxy for private sector growth and used as the dependent variable; whereas, Government 

Tax, Government Recurrent Expenditure and Government Capital expenditure are employed as 

explanatory variables to measure Government fiscal policy. Hypotheses were formulated and 

tested using Ordinary Least Square (OLS) econometrics technique. The study showed that 

government capital expenditure had a significant impact on private sector output in Nigeria. 

Government tax had an inverse significant impact on private sector output in Nigeria. 

Government recurrent expenditure had a significant impact on private sector output in Nigeria. 

The coefficient of determination indicated that about 62% of the variations in private sector 

growth can be explained by changes in fiscal policy variables in Nigeria. The study concluded 

that government fiscal policy had a significant impact on the growth and development of private 

sector-led economy in Nigeria. The study recommended that more resources should be made 

available to the productive sectors to stimulate the economy. The study also recommends that 

government should minimize foreign borrowing, wasteful spending and uncontrolled increase in 

money supply. 
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INTRODUCTION 

The importance of macroeconomic policies and its impact on growth has occupied a central 

position in the economics literature in recent years both developed and developing economies 

(Andabai, 2016).Fiscal policy and its impact on private sector growth in Nigeria has been 

identified as one of the areas in the economics literature that can quicken the pace of growth 

and development in an economy such as Nigeria. The empirical studies carried out by 

(Omitogun and Ayinla, 2007)reveals that increase in government expenditure would lead to 

growth and development of the private sector. The implication is that more percentage of the 

total expenditure should be spent on capital projects which contributed to the growth and 

development of the private sector. Efficient and effective government fiscal policy serves as a 

catalyst for private sector growth and development in any modern economy (Nzotta, 2014). 

Some empirical studies conducted by (Okemini & Uranta, 2008)and (Andabai, 2014) on 

the impact of government fiscal policy on private sector growth in Nigeria. Their studies 

identified gross mismanagement/misappropriation of public funds, corruption, inconsistent 

economic policies, political and economic instability, absence of harmonization and coordination 

of fiscal policies as some of the challenges affecting the sector. Others includes: imprudent 

public spending, weak sectoral linkages and other socio-economic problems constitute the bane 

of rapid private sector growth and development in Nigeria. Thus, these conflicting problems 

create a knowledge gap in this study; and, it is against this background that this study attempts 

to examine the impact of government fiscal policy on private sector growth in Nigeria. The main 

objective of the study is to examine the impact of government fiscal policy on private sector 

growth in Nigeria. The objectives include; To ascertain the impact of capital expenditure on 

private sector output in Nigeria. To assess the impact of recurrent expenditure on private sector 

output in Nigeria. To investigate the impact of tax revenue on private sector output in Nigeria. 

 

THEORETICAL FRAMEWORK 

The theoretical framework underlining this study is Wagner’s law of (1917). The law postulates 

that the extension of the function of the states leads to an increase in public expenditure on 

administration and regulation of the economy. The development of modern industrial society 

would give rise to increasing political pressure to call for increased allowance for social 

consideration in the conduct of industry. The rise in public expenditure will more than 

proportionally increase the national income and will result in a relative expansion of the public 

sector. Musgrave and Musgrave (1988) in support of Wagner’s law, opined that as progressive 

nations industrialize, the share of the public sector in the national economy grows continually. In 
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the existence of incessant unemployment, the Keynesian believe that the market economy is 

self-adjusting hence there is no need for government involvement in the economy.  

They are sometimes referred to as Demand-side economists. Keynes accepts that the 

forces of demand and supply could not attain full employment conditions. He insists that only 

government interference (public sector) through the use of unrestricted policy measures would 

take the free enterprise economy out of depression and ensure a steady growth. Variations in 

savings and investment are responsible for modifications in business activities and employment 

in an economy. Keynes regards public expenditures as an exogenous factor which can be 

utilized as a policy instrument promote economic growth. The Keynesian found that public 

expenditures can contribute positively to economic growth. Through, an increase in 

employment, profit ability and investment through multiplier effects on aggregate demand. 

Government expenditure increases aggregate demand, which provokes an increased output 

depending on expenditure multipliers. 

 

EMPIRICAL REVIEW 

Babalola and Aminu (2011) studied fiscal policy and economic growth relationship in Nigeria 

(1977-2009) using the Engle-Granger approach. Productive expenditure was found to be 

statistically significant. They utilized logarithms of real gross domestic product as proxy for 

economic growth representing the dependent variable while the independent variables were the 

logarithms of productive government consumption expenditure (defined as total recurrent 

expenditure less recurrent expenditure on health, education and economic services), direct 

income tax, and capital expenditure. 

Ogbole, Amadi and Essi (2011) studied fiscal policy and its impact on economic growth 

in Nigeria (1970-2006). The study involves comparative analysis of the impact of fiscal policy on 

economic growth in Nigeria during regulation and deregulation periods. Results showed that 

there is difference in the effectiveness of fiscal policy.Diversification of the nation’s economic 

base, among other, was recommended. 

Omitogun and Ayinla (2007) examined empirically the contribution of fiscal policy in the 

achievement of sustainable economic growth in Nigeria. They used Solow growth model 

estimated with the use of ordinary least square method and found out that fiscal policy has not 

been effective in the area of promoting sustainable economic growth in Nigeria. They suggested 

that government should put a stop to the incessant unproductive foreign borrowing, wasteful 

spending and uncontrolled money supply and embark on specific policies aimed at achieving 

increased and sustainable productivity in all sectors of the economy. 
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Amin (1998) examined the relationship between public and private investment stressing the 

crowding in or crowding out of private investment by public expenditures in Cameroon. Based 

on secondary data from the public sector, the results of a growth model show that the relevant 

factors have positive effects on growth while those of the investment model show the crowding 

in of infrastructures and social sector. The study concluded by recommending the relocation of 

more resources to productive sectors and increasing and sustaining a spending on those 

productive sectors or those components of public expenditures that crowd in the  

 

METHODOLOGY 

Data for this study were sourced from the Central Bank of Nigeria Statistical Bulletin, 1990-

2017.The rationale for selecting this period is based on the availability of data. Four variables 

were employed for this study. These are private sector output as proxy for private sector growth 

and used as the dependent variable; whereas, Government Tax, Government Recurrent 

Expenditure and Government Capital expenditure are employed as explanatory variables to 

measure Government fiscal policy. 

 

Model Specification 

The model is adapted from the work of (Imoisi, 2012): GDP = f(GCE, GRE, GTX) 

Where:  GDP = Gross Domestic Product used as proxy for Economic Growth 

GCE = Government Capital Expenditure  

GRE = Government Recurrent Expenditure 

GTX = Government Taxation  

The above model is modified in this study by introducing private sector outputas proxy for Gross 

Domestic Productand employed as dependent variable.  Hence, the modified model is stated 

as: 

PSO = f(GCE, GRE, GTX)...........................................................................................(1). 

The econometric model can be written as: 

Ln(PSO) = a0 + Lna1GCE + a2LnGRE + Lna3GTX + µ………………............................(2). 

Where:  PSO = PrivateSector Outputasproxy for Private SectorGrowth 

GCE = Government Capital Expenditure  

GRE = Government Recurrent Expenditure 

GTX = Government Taxation  

a0 = Constant parameter, a1–a3 = Elasticity Co-efficient of each variable. µ = Stochastic error 

term, Ln = The natural log of the variables. Log transformation is necessary to reduce the 

problem of heteroscedasticity; because, it compresses the scale in which the variables are 
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measured, thereby reducing a tenfold difference between two values to a twofold difference 

(Gujarati, 2004). 

 

ANALYSIS AND DISCUSSION OF FINDINGS  

Data for this study consist of 28-years annual observation period of (1990-2017). Multivariate 

linear regression model is used to test the null hypotheses. Four variables were employed for 

this study. These are Private Sector Output as proxy for Private SectorGrowth and used as the 

dependent variable; whereas, the explanatory variables include Government Tax, Government 

Recurrent Expenditure and Government Capital Expenditure to measure Government fiscal 

policy as indicated in appendix 1. 

 

Table 1: Dependent Variable: PSO 

Method: Least Squares, Time: 03:34 

Sample: 1990-2017 

Included observations: 28 

Date: 28/03/2018 Coefficient  Std. Error  t-Statistic  Prob.  

C  23.89685  32.37845  3.543276  0.000100 

Ln(GCE) 8.376906 2.102709 4.785685 0.003300 

Ln(GRE) 6.967485  8.397606  0.342302  0.000007 

Ln(GTX) 7.253677 0.003752 -0.231769 0.000043 

R-squared  0.620464  Mean dependent var  68.46480  

Adjusted R-squared  0.590143  S.D. dependent var  67.83676  

S.E. of regression  12.85095  Akaike info criterion  10.03759  

Sum squared resid  32263.10  Schwarz criterion  10.46039  

Log likelihood  -12.1673  F-statistic  8.967846  

Durbin-Watson stat  1.939854  Prob. (F-statistic)  0.00 0000  

Source: Author’s computation with the use ofE-view 8.0 

 

From table 1, the coefficient of determination (R2=0.620464) indicates that about 62% of the 

variations in private sector growth can be explained by changes in fiscal policy variables (GRE, 

GCE and GTX) in Nigeria. This implies that a significant portion of private sector-led economy is 

explained by fiscal policy variables. The F-Statistics of (8.967846) which is significant at 5% 

confirms the impact of fiscal policy on the growth and development of Nigerian private sector-led 

economy; for the period 1990-2017. The influence of the explanatory variables on the 

dependent variable is statistically significant and this is also confirmed by the F-probability which 

is statistically zero.  
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CONCLUSION AND RECOMMENDATIONS 

The study concludes that government fiscal policy has contributed positively to the growth and 

development of the private sector-led economy in Nigeria. This study is limited by the difficulty in 

sourcing for the most suitable variables that are used to measure fiscal policy and its’ impact on 

private sector growth in Nigeria. Private Sector Output as proxy for Private SectorGrowth and 

used as the dependent variable; whereas, the explanatory variables include Government Tax, 

Government Recurrent Expenditure and Government Capital Expenditure to measure 

Government fiscal policy etc. The study is limited to these variables; because, they are intended 

to capture all the activities within the scope of the study from 1990 to 2017. Thus, another 

limitation is the accuracy of the data that were used for this study. This limitation was overcome 

by using Central Bank of Nigeria Statistical Bulletin. The study recommended that more 

resources should be released to the productive sector. The study suggests that government 

should reduce foreign borrowing, stop wasteful spending and uncontrolled money supply which 

impacts negatively on economic growth. The government should embark on specific policies 

aimed at boasting sustainable growth and development in the private sector. 

 

CONTRIBUTION TO KNOWLEDGE 

The study was able to adopt a model, expand the existing literature and updated data that will 

enable researchers and scholars to use it for further studies. The study concludes that 

government fiscal policy has a significant impact on the growth and development of the private 

sector in Nigeria. 

 

SCOPE FOR FUTURE STUDY   

The study made the following suggestions for further research: 

 i. Further investigation could be conducted to know the relationship between fiscal policy 

and economic growth in Nigeria.  

ii. Future research could use time series econometrics such as unit roots, co-integration 

and Granger Causality tests to know the direction of fiscal policy and its’ impact on private 

sector growth in Nigeria; and, thus suggest for further investigation. 

iii. Finally, the study suggests that the period should be 1980-2017 to enable the findings to 

be more robust.   
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APPENDIX 1: Fiscal Policy and its Impact on Private Sector Growth in Nigeria (1990-2017) 

Years Private Sector 

Output (N’billion) 

Capital Expenditure 

(N’ Billion) 

Tax Rate (%) Recurrent Expenditure 

(N’ Billion) 

1990 253.9 33.55 25.50 52.86 

1991 453.9 41.35 20.01 75.40 

1992 745.6 58.12 29.80 111.11 

1993 896.4 127.12 18.32 165.34 

1994 1,099.0 143.42 21.00 230.29 

1995 2,417.3 180.00 20.18 289.09 

1996 3,401.7 238.60 19.74 345.85 

1997 3,474.6 316.21 13.54 413.28 

1998 3,154.3 351.96 18.29 488.15 

1999 3,727.0 431.17 21.32 628.95 

2000 5,618.7 530.37 17.98 878.46 

2001 5,353.4 764.96 18.29 1,269.32 

2002 6,158.1 930.49 24.85 1,505.96 

2003 7,946.8 1,096.54 20.71 1,952.92 

2004 8,688.5 1,421.66 19.18 2,131.82 

2005 11,069.5 1,838.39 17.95 2,637.91 

2006 13,817.4 2,290.62 17.26 3,797.91 

2007 15,321.9 3,668.66 16.94 5,127.40 

2008 18,221.3 6,920.50 15.14 8,008.20 

2009 17,820.4 9,110.86 18.99 9,419.92 

2000 26,116.8 10,157.02 17.59 11,034.94 

2011 28,324.0 10,660.07 16.02 12,172.49 

2012 30,053.3 14,649.28 16.79 13,895.39 

2013 30,278.2 15,778.31 16.72 15,158.62 

2014 49,097.94 17,128.98 16.55 17,680.52 

2015 35,946.23 17,895.2 18.2 19,772.87 

2016 35,364.64 17,357.1 18.9 19,988.30 

2017 34,873.34 17,987.6 18.87 18,624.76 

Source: Central Bank Nigeria Statistical Bulletin, 2017. 


