ECOMNZTOR

Make Your Publications Visible.

A Service of

ﬂ I I I Leibniz-Informationszentrum
° Wirtschaft
o B Leibniz Information Centre
h for Economics

Onwioduokit, Emmanuel A.; Esu, Godwin Essang

Article

Fiscal federalism in Nigeria: Implication for growth

West African Journal of Monetary and Economic Integration

Provided in Cooperation with:
West African Monetary Institute (WAMI), Accra

Suggested Citation: Onwioduokit, Emmanuel A.; Esu, Godwin Essang (2018) : Fiscal federalism in
Nigeria: Implication for growth, West African Journal of Monetary and Economic Integration, ISSN
0855-594X, West African Monetary Institute (WAMI), Accra, Vol. 18, Iss. 2, pp. 70-95

This Version is available at:
https://hdl.handle.net/10419/264253

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dirfen die Dokumente nicht fiir 6ffentliche oder kommerzielle
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewahrten Nutzungsrechte.

WWW.ECONSTOR.EU

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

Mitglied der

Leibniz-Gemeinschaft ;


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://hdl.handle.net/10419/264253
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

FISCAL FEDERALISM IN NIGERIA: IMPLICATION FOR GROWTH!

Emmanuel A. Onwiodnokit’ and Godwin Essang Esi’

Abstract

Nigeria bas been a federation before 1963. This was expected to foster speedy growth and development, but military
interferences seem to have bedevil this dream. However, an uninterrupted democracy for about 20 years should have
produced a significant result, but not much bas changed. Many have argued that the need is “true federalism” which
includes the re-engineering of the fiscal decentralization structure of the nation, as well as regional control of resonrces. The
debate seems 1o a call for a paradigm shift from the first-generation theory (FGT) of fiscal federalism to the second generation
theory (SGT) of fiscal federalism. This study therefore attempts to empirically assess the state of Nigeria’s fiscal federalism
in terms of ils impact on economic growth, so as to uphold or refute the claims of the defects in the present status guo. Time
series data were employed from different secondary sources. The designed models were estimated using Antoregressive
Distributed 1.ag (ARDL) fechnique, and the elasticities of the estimated equations showed that fiscal decentralization
could actnally foster economic growth, but this growth may have been inbibited by corruption, ineffective leadership,
unconducive macroeconomic environment as well as other upheavals. The recommendation that Nigeria should conscionsly
make and implement laws that will foster effective, balanced and inclusive fiscal federalism; make, strengthen and
implement laws that will be very hostile to corruption and every other forms of unwholesome practices, if it must enjoy the
progress that characterize a federal state.
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1. INTRODUCTION:

Fiscal federalism has to do with public finance arrangement and the division of governmental functions
and financial relations among the tiers of government in a federation. As an approach to governance,
fiscal federalism is seen to have guaranteed development and civilization across nations, especially in
countries where federalism is adopted as a form of government. In these countries, devolution of both
tax assignment and responsibilities between the centre and the sub-national units enhance the improved
performance of the public sector. Since fiscal federalism may be seen, mainly, as a distribution concept,
it is about the allocation of resources and by extension taxing power to the various tiers of government.
Thus, the clamour for ‘true federalism’ is generally underpinned by the quest for equitable distribution
and control over resources arising from the gross imbalances in resource management. It is further
fueled by the outcry over the issue of marginalization, which seems to be reflected in the central
government’s inability to deliver quality services equitably. Fiscal federalism can therefore, be
summarized as a system of government that is fiscally decentralized to achieve development exigencies.
It pivots around the scope and structure of the tiers of governmental responsibilities and functions,
which necessitates the allocation of resources among the tiers of government to aid the performance of
the respective responsibilities and functions (Ewetan, 2012; Aigbokhan, 1999; Oates, 1972; Tanzi, 1995;
Chete, 1998).

In Nigeria, the poor performance of the public sector over the years has necessitated the call for
effective operation of fiscal federalism in the country’s political space and policy fine-tuning. According
to Ewetan (2012), for decades now, Nigerians have contended with not only deteriorating real incomes
but also intolerable levels of unemployment and inflation, decay in social amenities and failure to
maintain, not to talk of improving, the nation’s infrastructures. This dismal performance of the public
sector has prevented the creation of opportunities for a resilient and sustainable growth and
development of the Nigerian economy. Scholars believe that this should be the objective of rational
and functional fiscal federalism (Ewetan, 2012; Aigbokhan, 1999). It is therefore argued, that the long
years of military dictatorship and the centralized nature of the military hierarchical structure created the
financial domination enjoyed by the federal government over the thirty-six states and the seven hundred
and seventy-four local governments Areas. Ijaiya (1999) is, therefore of the opinion that government
resources would be allocated more efficiently if responsibility for each type of public expenditure were
given to the level of government that is closest to the beneficiaries of these expenditures.

In recent times, the objective of fiscal federalism in many countries is to promote economic growth. It
has become the current policy interest in fiscal reforms among federations, especially developed
countries like Australia and the United States of America. Bodman (2008), corroborated this argument
when he opined that, except in recent times, debates about the normative design of fiscal systems and
analyses of their performance were not particularly concerned with the objective of whether they
enhanced economic growth or otherwise. There is therefore, an open question as to whether fiscal
federalism actually plays a significant role in enhancing or inhibiting living standards and the rate of
economic growth. A study of the relationship between fiscal federalism and economic performance
such as this, seems timely as an attempt at answering such question.

In Nigeria, like many other countries in the world, federalism has been accepted as a desirable approach
to governance that guarantees development and civilization. Fiscal federalism has been identified as one
of the major drivers of such development and progress in the nations that have recorded success in
their practice of federalism. Our motivation for this study, therefore, stems from our desire to find out
why very little has been achieved in Nigeria’s federalism, despite efforts at re-engineering its fiscal
redistribution system. This paper, therefore, investigates empirically the implication of fiscal federalism
for economic growth in Nigeria.
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The rest of the sections of this paper are arranged thus: section two presents an abridged review of
relevant literature, and conceptual issues regarding fiscal federalism. The model of this work is
developed in section three, and data used for analyses are also stated in that section. The results and
analysis of findings from the data estimates, are presented in section four, while section five concludes
the study, rolling out suggested policy directions based on the findings, thereby concluding the study.

1.1. Fiscal Assignment

Monetary and Fiscal policies are major policies that are used in directing and stabilizing the economy.
While the former is handled by the Central Bank of a country, the latter is coordinated by the central
government through the Ministry of Finance (as in the case of Nigeria). In most countries, the national
government regulates the fiscal policy due to its macroeconomic implications — especially in the area of
taxation, which is a major source of government revenue. It is therefore not surprising to observe that
majority of federal or national governments employ measures to retain a great deal of control over the
use of fiscal policy. Correspondingly, the division of the fiscal powers and responsibilities converges
powers in the hands of the federal government. In Nigeria, the federal government exercises total
control over items in the Exclusive Legislative lists such as Aviation, Defence, custom and excise duties,
export duties, Passports and Visas, patents and trademarks etc. while the Concurrent Legislative list,
which presents matters over which the national and the state have room for cooperation, are limited to
matters such as motor licensing, housing, secondary healthcare, social welfare etc. Table 1 shows fiscal
relations among the different tiers of government of selected countries and Nigeria.

Table 1: Tax assignment among 3-tiers of government

E
xci
Imp e
/Ex  dut Royal ~ Sales  Social Company  Personal Property
plax y Payroll ty tax Security  tax income tax  fax
Austria F F S/F S/F S/F F F/S S/F S/F
Belgium F F S/F S/F S/F F F/S S/F F
Canada F F S/F S/F  S/F F F/S S/F S/F
Germany F F S/F S/F  S/F F F F/S/L F
Hungary F F S/F S/F S/F  N/A F S/F F
Israel F F S/F F S/F N/A F S/F F
Mexico F F S/F S/F S/F  N/A F/S S/F F
Spain F F S/F S/F S/F  N/A F S/F F/S/L
Switzerland F F S/F S/FS/F F F/S S/F F/S
S/F/ S/F
Nigeria F F S/F L /L N/A F/S S/F F/S/L
S/F/
S/ Africa F F S/F L S/F N/A F/S S/F F/S
L:
S: Lo

F: Federal State  cal  NA: Not Applicable
Source: Computed by author from different sources
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Table 1, indicates that though fiscal distribution, in terms of tax powers, is among Federal, States and
the local authorities; the federal government tends to control many of the important taxes. It can also
be seen that intergovernmental fiscal relations in each country have their peculiar features which
distinguish them from other federations. A consideration of tax base will shed more light on the process
of control and jurisdiction.

1.2. Tax Bases

The distribution of fiscal responsibilities among the various tiers of government in the federal system
and its arrangements differ among the selected countries, especially as their federal structures vary.
Besides the structural variation, differences in responsibilities may also be due to changing economic
realities, constitutional provisions or interpretations by the judiciary. In the case of Nigeria, such changes

in the vertical fiscal gaps are set by revenue commission like the National Revenue Mobilization,
Allocation and Fiscal Commission (RMAFC).

A comparative assessment of the practice of fiscal federalism in Nigeria and other selected countries is
present in figure 1. The figure depicts diverse federal structure and assignment of tax powers to the tiers
of government. Hungary and Israel use dual federalism (central and local governments) with strong
central government. Others — Austria, Belgium, Canada, Germany, Mexico, Nigeria, Spain, Switzerland
and South Africa — maintain a tripartite structure (central, state, and local governments) of federal
system. Responsibilities are distributed among these tiers of government with the central government
being the highest in the hierarchy. In theory, Germany operates a cooperative federalism model due to
the interdependency relationship among the tiers of government, that is, the federal government
controls policy making mechanism but allows the states and the local governments as implementation
vehicles. Nigeria, on the other hand, operates a coordinating model of a 3-tier structure. The implication
of Nigeria type of federalism is that while the central and state governments enjoy a substantial
autonomy, the local government is simply an administrative progeny of the state. In practice, state power
has denied the local government its autonomy and direct relationship with the central government.

Another notable issue is the fiscal gap among the selected federal countries. Table 2a&b (in the
appendix) depicts a high vertical fiscal gap across Austria, Belgium, Hungary, Israel, Spain, Mexico and
Nigeria. This suggests a possible influence of the central government in the fiscal arrangement among
these countries. Interestingly, Canada records minimal vertical gap between the central and state
government following a fair distribution of tax assignments (see figure 1). According to Shah (2000),
fiscal gap is a non-issue to Canada and Switzerland because the state government have sufficient fiscal
powers to overcome such gaps. Specifically, Canadian federal government uses tax abatement and tax
incentives for tax-base sharing to shore off the fiscal gap.

Apart from the imbalances between federal and states, vertical gaps can be observed between states and
local governments. Figure 1 shows a wider gap between states and local governments among Belgium,
Nigeria, Canada, Germany, Switzerland, and Mexico. With this observation, it is possible to suggest that
the local authorities in these countries do not have fiscal autonomy, but regarded as extension of the
state government. In Nigeria, states influence on local government fiscal autonomy has led to serious
abuse, exploitation and threat to the benefits of a federal system — due to possible lack of fiscal discipline
and accountability from states.

Before we close on the comparative review in this section, it is important to highlight that the central
government may be unwilling, for political reason, to amend revenue sharing arrangement despite
rapidly changing economic reality. In the Nigeria federal system, the allocation of functions and tax
assignment is more of political than economic exercise, as there appears to be no stated principles
underlying the allocation. Instead, Nigeria has adopted the use of fiscal transfers (which reverse the
government fiscal position from surplus to deficit), and a general revenue sharing formula with several
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equalization components (Ekpo, 2007a&b). In table 2a&b, we can see a consistency of flat rate fiscal
distribution among the tiers of government in Nigeria from 2000 — 2016.

1.3. Fiscal Federalism in Nigeria: Structure of Government and the Fiscal Powers

As at 2018, Nigeria was made up of about one hundred and ninety-five million people. This estimate
was extrapolated from the record of the last population census carried out in 2006. The country runs
on a three-tier federal structure of national, states and local government. Presently, the federation
comprises a Federal Capital Territory, thirty-six states and seven hundred and seventy-four local
governments; and its fiscal federalism is anchored on constitutional, political, economic and cultural
development. Interestingly, rather than economic viability, the numerous subnational government —
states and local governments, were created more as a result of political agitation to calm the tensions
among the different ethnic groups.

Nigeria operates a federal structure of government under the 1999 constitution (as amended) which
provide for the existence of the federating units. The constitution also spelt out the functions and
responsibilities of the national and subnational governments as contained in both the Exclusive and
Concurrent lists. The Exclusive List (1999 Constitution, section 4 - second schedule) provides for
responsibilities for which only the federal government can act, and the Concurrent List on which both
the state and federal government can act. Additionally, the constitution (Section 4, 7a) assigns some
residual functions to the state governments. These are functions not listed either in the Exclusive or
Concurrent Lists.

Itis important to note that the federal arrangement is conceived on the premise of assignment of powers
and responsibilities for the purpose of stabilization, efficiency and equity in the allocation of resources.
It is therefore clear that the distribution and stabilization functions are assumed to be better performed
by the national government while the allocation function depends on the spread between the private
and public sectors. Such function may include allocation of tax powers to the tiers of government.
Undoubtedly, in Nigeria, the lucrative taxes are under the powers of the federal government. However,
for the subnational governments, it could be said that the struggle continues. Ekpo (2007) stated that
imbalances in the sharing process are created by political rather than economic reasons; thus Nigeria’s
fiscal federalism is faced with the challenge of devising a federal structure that would be favourable for
equitable allocation of the country’s resources among the different tiers of government to reduce
intergovernmental imbalances.

Total tax revenue distributed among tiers of government (% total tax

collected)

50.0

40.0
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200

P | |
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2. REVIEW OF SELECTED RELEVANT LITERATURE

2.1. Theoretical Issues

As Ewetan (2012) concludes, the initial theory of fiscal federalism seems to have be founded by the
thinking of three outstanding economists: Samuelson (1954, 1955), Musgrave (1959) and Arrow (1970).
Their arguments — which was later known as “Decentralisation Theorem” (Ozon-Eson, 2005) —
underlined three roles for the government sector. These roles were (1) to adjust for the correction of
diverse market failures, (2) create and maintain macroeconomic stability and (3) dampen income
inequality as much as possible. It was argued, that of these three roles, central government holds a duty
to correct market failures as well as maintain macroeconomic stability, while subnational government
jointly fights the plaque of income inequality with the national government (Ozon-Eson, 2005; Ewetan,
2012). This conclusion undetrlines the foremost role of fiscal decentralization, that provided a levelled
ground for the argument for fiscal federalism.

The picture therefore, is that each tier of government seems to utilize efforts at maximizing social
welfare of the citizens within its jurisdiction. This welfare-motivated quest becomes a veritable tool in
the push for the provision of public good, where consumption is believed to be local than it is national
in character. Thus, the argument is that “local outputs targeted at local demands by respective local
jurisdictions cleatly provide higher social welfare than central provision” Ewetan (2012). This is the
principle Oates (1972) called “Decentralisation Theorem™ and it is the basis for what may be referred
to as the first generation theory (FGT) of fiscal federalism (Oates, 2006a; Bird, 2009).

The first generation theory (FGT) of federalism hinges on functional and tax assignments between the
tiers or structures of government. It is the normative fiscal federalism theory that spanned between the
1950s and the 1970s. It assumed that decision makers are benevolent actors and that they would always
intervene to provide public goods efficiently in the of case market failure (Inman and Rubinfeld 1997;
Oates 2005; Weingast 2014; Ejobowah, 2018). As established by the theory, national government should
provide national public goods that are deemed necessary, take a principal role in macroeconomic
stabilisation policy and draw up measures for income redistribution. The theory concludes that the
intergovernmental transfer payments and grants that would make for correcting vertical and horizontal
imbalances are inherent in the interventionist roles of the national government (Ejobowah, 2018). This
position firms up the argument of responsibility decentralization, though it is not clear what formula
fiscal transfers and revenue to be retained by tiers of government should be.

The claims of benevolent government administrators by the FGT has been brought under scrutiny by
the emerging theory of fiscal federalism known as Second Generation Theory (SGT) of fiscal
federalism. Instead of emphasizing benevolence in the interest of the public like the FGT counterpart,
SGT argued that it actors have divergent goals. Thus, SGT augment rather than magnify the issue of
institutional incentives that induce or constrain the behaviour of officials as they interact within and
across the tiers of government (Weingast 2014; Ejobowah, 2018). One of its fundamental claims is that
intergovernmental transfers and bailouts encourage sub-national governments to spend freely and to
divest the cost of their recklessness on the national government. These actions are deemed to possibly
undermine macroeconomic stability. Consequently, SGT prescribes minimal intergovernmental
transfers and a no-bailout policy. While the argument of reckless spending by the proponents of the
SGT is factual, the theory seems not to evaluate the avenues through which the recklessness is fueled
as well as proffer ways to close those loopholes.

Ejobowah (2018) corroborates the foregoing position when he came to unique conclusions regarding
the arguments of SGT. He opined that:
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a) There is merit in the claim that intergovernmental transfers and bailouts foster a culture of
over spending;

b) the prescriptions of SGT, while reasonable in some respects, are fundamentally at odds with
the peculiarities of a multinational federation founded on a fiscal regime of intergovernmental
transfers; and,

¢) SGT theory is an attempt at reviving nineteenth century American fiscal federalism, and
modelling it as a universal standard, while for America, that had since collapsed.

Ejobowah (2018) develop the above arguments by reviewing Nigerian fiscal federalism. He argued that
there are three good reasons for having Nigeria at the centre of the picture. First, that Nigeria as Africa’s
oldest federation has a fiscal arrangement that is defined by intergovernmental transfer payments, which
SGT considers to be soft budget constraints that breed sub-national fiscal indiscipline and buttress
otherwise insolvent governments (Wildasin 1997; Rosas 20006). Secondly, Nigeria experienced sharp
declines in export revenues when oil prices collapsed in 2015. The decline significantly reduced monthly
intergovernmental transfer payments, and threatened the functioning of state governments, plunging
the country into a painful economic recession, and compelling the centre to provide three consecutive
bailouts in 2015, 2016, and 2017.

Thirdly, Nigeria’s public discourse is fragmented by clamours for what a wide spectrum of local actors
refers to as “true federalism”. Central to this call is the devolution of fiscal autonomy to the component
states of the federation. The clamour for “true federalism” reflect the arguments of SGT for an ideal
fiscal arrangement in which sub-national governments have autonomous taxing powers and each takes
care of its own fiscal situation, without relying on intergovernmental transfers or bailouts. The
conclusion is therefore that, FGT argued that, for reason of efficiency, higher tier governments should
provide goods that are non-congestible, meaning those goods that a non-paying individual cannot be
prevented from enjoying -- e.g. national defence.

Also for reason of efficiency, lower tier governments should have responsibilities over those goods that
benefit local consumers, and which residents of their respective jurisdictions prefer, given that the tastes
for goods are local-specific, and local authorities may have more accurate information about what the
locals want (Tiebout 1961; Oates, 1972; McLure, 2001). Also, the theory suggested that income
redistribution be assigned to the first order of government. Thus, corporate income taxes and
progressive personal income taxes, the main instruments for income redistribution, are assigned to the
federal level while taxes that have little or no consequence for macroeconomic stability (e.g. sales tax
and property tax) are assigned to sub-national governments (Musgrave 1959).

In summary, the theories stress two outstanding themes: firstly, the central government would always
be benevolent enough to handle market inconsistencies whenever they occur — the situation SGT
believes will only lead to resource imprudence by subnational authorities. Secondly, performance, SGT
argues, should always be induced by possible benefits and/or necessities (meaning that there ate no
benevolent administrators anywhere). Thus, every strata of the federal system should run their affairs
and manage their failures, with central government handling its statutory obligation of providing
national public goods, example, defence. This study comes in handy, therefore, to investigate if the
current operation in Nigeria, which seems to conform in some ways to FGT, is growth — inducing or
otherwise. This may give direction as to whether the call for “true federalism” is an issue to make with.

2.2. Empirical Literature

Fiscal federalism is simply considered as relating to the degree of independent decision-making powers
devolved to the federating units of a federation, with regards to expenditure and revenue operations.
Fiscal federalism, from the perspective of statics, describe systems in which fiscal responsibilities ate
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shared among tiers, rather than in the dynamic sense of becoming decentralised. Thus, the extent of
fiscal decentralisation is directly a function of the ability of lower levels of government to make
independent revenue and expenditure decisions regarding the provision of public goods and services
within their domain, without interference by the central government. Musgrave (1959) identified three
main objectives of government in a federated system to include efficiency, income redistribution and
macroeconomic stability. Thus, the literature on fiscal federalism and economic growth implicitly
assumes that fiscal federalism affects growth through these three mechanisms. According to Bodman
(2008), therefore, the case is whether or not changes in efficiency, macroeconomic stability and income
redistribution resulting from increased (or decreased) fiscal decentralization have a significant impact
on economic growth.

However, though theoretical models exist, not much have established direct relationship between fiscal
federalism and economic growth. Together with Onwioduokit and Obiora (2007), efforts have been
made by scholars to formally defining the relationship between fiscal decentralisation and growth, but
there seems to be little through the channels of efficiency, equity and macroeconomic stability. (Bodman
(2008) corroborates this argument. Using endogenous growth model with overlapping generations to
explore the relationship between fiscal federalism and economic growth, Brueckner (2005) established
that there is no direct relationship between the duo, but that transmitted from the demand for public
good by young and old, to savings incentives, to investment in human capital and then to growth of the
economy. However, Sylvester and Ade (2017) using the technique of error correction mechanism, found
a direct and positive relationship, has opposed to Brueckner (2005)’s and Bodman (2008)’s conclusion.
Usman (2011) also found a positive relationship between fiscal federalism and economic growth, but
Feld, Kirchgassner and Schaltegger (2004) had concluded that, though tax differentials have not shown
any harmful effect on the economy along growth path, that it had not impact significantly on the growth
process of the economy of the Swiss cantons. However, for Gabriel and Charles (2015), the results were
mixed, indicating ambiguity in their conclusion.

Another side to the argument is generated from centre-periphery model of regional economics. The
sub-national government manages to attract centre of productive activity benefit from a relatively faster
accumulation of physical capital due to agglomeration forces (Baskaran, Feld and Schnellenbach, 2016;
Baldwin and Martin 2004). These agglomeration forces themselves may be at least partially influenced
by regional polices; for instance, the importance of specific human capital whose presence can be
influenced by education and other policies (Camagni, 1995). Scholars have also related the standard
notion of fiscal competition with agglomeration effects. Justman et al. (2002) established that regional
politicians have an incentive to differentiate the provision of public infrastructure in different regions
in order to alleviate the pressure of fiscal competition (Baskaran, Feld and Schnellenbach, 2016).

In other related studies, Woller and Phillips (1998), in a sample of a few African countries, could not
find a robust direct interaction between decentralization and economic growth, but Akinlo (1999), in a
cross-sectional analysis of expenditure responsiveness of states to federal allocation, especially in the
civilian era, found that state government expenditure was stimulated by inflows from the federal
government. This unfavourable skewness underlines the imbalances in the fiscal independence of
subnational government vis-a-vis economic growth. Yilmaz (2000), in his study of the impact of fiscal
decentralization on macroeconomic performance for the period 1971-1990, found that decentralization
of expenditures to the subnational units fostered economic growth in unitary states than their federal
counterparts. Martinez-Vazquez and McNab (2002) corroborated Yilmaz’s conclusion, in a cross-
country study of the relationship between fiscal decentralization, inflation and growth. These findings
are nonconforming with the assertion of fiscal federalism fostering economic prosperity of regions and
by extension the federation.
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However, studies have found a positive outcome in fiscal federalism - growth nexus. Jimoh (2003)
found that more fiscal decentralization especially in terms of increased local governments and increased
transfer of revenues to lower tiers of government would stimulate economic activities and by extension,
economic growth in Nigeria. Other studies (e.g. Akinjuobi and Kalu 2009; Usman 2011 and Dang 2013)
corroborated this outcome, except that Usman (2011) did not find any significant contribution of the
revenues generated by the federating units in fostering economic growth. This of course, negated the
findings of Akinlo (1999) and Akujuobi and Kalu (2009). They concluded that the revenues from the
states and local governments contributed significantly to increased national output.

Following through the tour of the empirical literature, there is near unanimity by scholars of fiscal
federalism, that decentralisation of both revenue and expenditure responsibilities in federations brings
about economic growth and development (Boadway and Watts, 2004; Kincaid, 2001; Oates, 1999; Ter-
Minassan, 1997; Watts, 2003). Other divergent outcomes found in the literature notwithstanding, the
big question is how sustainable this conclusion is, forms the nucleus of our investigation in this paper,
we draw from the fact that Nigeria, like other developing economies practicing federalism, has not been
faring very well, unlike their counterpart-federal states in the developed world. It has been argued that
this is because some of the critical elements in federalism are lacking. These factors which have affected
the economic performance of many of the poor federations include the absence of a functioning federal
system. That is, it infers that federalism seems to be practiced in a way that inhibit growth in Nigeria
and indeed other African states.

3. METHODOLOGY AND DATA

3.1. The Model

There is no one single or simple measure of fiscal federalism. It is multidimensional thus, specification
of a formal hypothesis for empirical testing requires looking at the picture from the perspective which
provides only a narrow share of the panorama (Bodman, 2008; Guess, Lochr, & Martinez-Vazquez,
1997). The first dimension of fiscal federalism considered in this study concerns the formal division of
expenditures and revenues between levels of government. The second, is the extent to which fiscal
decision-making is decentralised. This decentralisation is measured by the fiscal responsibility cum
management that rest on the shoulders of each tiers of government. However, following the theoretical
framework of Keynesian growth model, which holds that expansion of government expenditure would
result in accelerated economic growth, the data, proxied by the variables in this work, shall be assessed.

Various growth theories have recognised the robustness of capital in fostering economic growth, in
which case revenue expansion for the tiers of government can be so considered, within the ambit of
this paper. This work, therefore follows Onwioduokit and Obiora (2007), Konte (2011); and Esu (2016).
But to analyse how fiscal decentralisation contributes to explaining long term growth in the Nigerian
economy, which is the central focus of this paper, we glean from the efforts of Brueckner (2005);
Bodman (2008); Usman (2011); Feld et al. (2004); Gabriel et al. (2015) and Baskaran et al. (2016), given
that often times, the core growth theory associates growth performance with changes in investment in
human and physical capital. These core variables as well as the revenue allocation, internally generated
revenue, public expenditures and all other variables discussed in 3.2. are included in the model. Thus,
the baseline growth equation is specified as:

RGDP, = f(Lt,Kig) Fry GRy, EXPy, Vi, VDE) wenvneeneneneenie i M
Where RGDP, represents the real GDP for Nigeria at time t, F; represents allocations to the three tiers

of government from the federation account, retained revenue by the federal government and internally
generated revenue by tiers of government, which capture the issues of fiscal federalism and the
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robustness of the sub-national capacity to cater for the assigned/existing expenditure gaps within states.
Grants (GR;) to both central and regional governments ate included to check for the impacts of external
and internal flows into government covers. EXP; captures the expenditure profile vis-a-vis the
expenditure assignment of the tiers of government. L; is the labour force in the economy, captuting
labour input for the output process. It is proxied by the total number of the employed (labour force)
within the economy. Kj; is the capital, and is divided into investment capital, which is otherwise known
as physical capital, and human capital. Thus, Kj; is a vector of capital in the model. Also, Vj; is the
vector of control variables included in the model for stability and robustness. These ate inflation (INF;)
and population (POP;) , while yp, represent government regimes, with the aim of assessing the impact
of military rule and democracy on fiscal federalism and their implication for economic progress of
Nigeria.

The estimated outcome of the model expressed in equation (1) is expected to address the fiscal-
federalism-economic-growth question for Nigeria. In line with the argument in the literature, the impact
of fiscal federalism (fiscal allocation or decentralisation) is expected to be positive and significant, a
priori, though most of the outcomes as presented in the literature has been mixed, with a few being
positive and others being negative. Following basic growth theories, the abundance of ‘natural’ capital
should expand the manufacturing subsector of the economy, diversify exports and quicken the entire
real sector of the economy (e.g., Konte, 2011, and Esu, 2016&2017). While internally generated revenue
is expected to explain the robustness of the fiscal capacities of the states and local government, it is
expected underline the extent of their fiscal independence as well as their responsibilities thrusts, which
SGT advocates (e.g., Baskaran, Feld and Schnellenbach, 2016; Baldwin and Martin, 2004; Gabriel et al.,
2015; etc.). Other variables in the model are expected to be well-behaved, responding to theoretical
expectations. However, equation (1) can be stated more explicitly thus:

RGDP, = f(Ly, KRy, Kphe, Fy, GRyy EXPyy INFry POPr,Yie) oo e, @)

Where all variables are as were described above, with time series properties being taken into full
consideration and will be discussed subsequently.

3.2. Method of Estimation

For equation (2) above to be amenable for regression analysis, the econometric form of the equation
has to be specified. But we began by log-linearising the specification for stable elasticities of the
coefficients as well as consistent and efficient estimates. Empirically therefore, equations (2) is rewritten
as:

InRGDP, = &, + 6,InF; + 83InGR; + 6,INEXP, + §sinl, + S¢InKh, + 6,InKph; + 6gINF; +
OoIMPOP;, F G10¥Dt Tt weneneneee e e e 3)

Equation (3) is the econometric form of equation (2), written more compactly with the variables being
identified in the form above for simplicity. All variables are as was earlier described, except for the
logarithm form they now appeat. § is the parameter to be estimated, while g, captures the idiosyncratic
error term with its well-behaved properties and # measures the time lags for the time series.

Ordinarily, equations (3) could be estimated using OLS — a basic econometric technique, but it may not
vield efficient estimates of the parameters. This is not unrelated to fundamental problems associated
with the estimation of time series data. To this end, the Autoregressive Distributed Lag (ARDL) bounds
test procedure introduced by Pesaran, Shin and Smith (2001) is used to test the long run equilibrium
relationship between fiscal federalism characteristics and economic growth, as well as other explanatory
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variables for Nigeria over the period 1981 - 2016. As is clear in the existing literature, a variety of
cointegration techniques for testing cointegration between series exist, but the ARDL bounds test
technique is mostly preferred for its copious advantages over other techniques of cointegration. Some
of these advantages are presented below.

First, ARDL can be applied, the order of stationarity of the underlying variables notwithstanding, as
long as they are within the order I(0), I(1) or a combination of both (Pesaran and Pesaran, 1997, Jalil
and Feridun, 2010). Second, the model takes a sufficient number of lags to capture the data generating
process in general to specific modelling frameworks (Jalil and Feridun, 2010; Esu, 2016). Third,
empirical studies with fewer observations find this econometric technique more appropriate as
compared to traditional cointegration techniques (Haug, 2002, Satti, Farooq, Loganathan and Shahbaz,
2014). This implies that, the small sample properties of the ARDL approach are far superior to those
of the Johansen and Juselius cointegration technique (Pesaran and Shin, 1999). Fourth, the error
correction model (ECM) can be derived from ARDL through a simple linear transformation, which
integrates short run adjustments with long run equilibrium without losing long run information (Jalil
and Feridun, 2010; Esu, 2016). Fifth, the problem of endogeneity does not constitute a menace when
employing the ARDL technique because the technique is free of residual correlation. As Pesaran and
Shin (1999) show, the appropriate lags in the ARDL model are corrected for both serial correlation and
issues of endogeneity (Jalil and Feridun, 2010). Finally, the technique can identify between dependent
and independent variables in a series (Esu, 2016). The ARDL procedure therefore requires the
estimation of equation (3) in the form of equation (4) as thus:

AIMRGDP, = B; + 8,InRGDP,_; + 8,InF,_, + 83InGR,_; + 8,InEXP,_; + 8slnL,_, +
SglnKh_y + 8;InKph,_; + 8gINF,_; + 8oInPOP,_; + X_; 8; AInRGDP,_; + Y1_, §; AlnF,_; +
Z;;:l 5k AlnGRt_k + Z§=1 6[ AlnEXPt_l + Zyn=1 6m AlnLt_m + Zgl=1 67). Aanht—n +

Y0180 AlnKphy_o + X5_1 8y AINFy_py + 301 8 AINPOP,_g + &¢ oo )
vV i=1.23,...T

Wherte f; ate the drift components, &;; captures the white noise in petiod t and A is the differenced
operator. The terms with summation signs represent the error correction dynamics, while the first parts
of the equation correspond to the long run relationship. The first step in the ARDL bounds test
approach is to engage F-tests in tracing the existing long-run relationship among variables. The null
hypothesis that there is no long-run relationship between the variables in Eq. (4) is HO: = 0, against the
alternate hypothesis that there is, i.e. H1: # 0. The calculated F-statistic will be compared with two
asymptotic critical values structured by Pesaran, Shin and Smith (2001). The decision whether the
variables are cointegrated for long run relationship or not depends on the upper critical bound (UCB)
and lower critical bound (ILCB) of these critical values. It is more appropriate to use LCB to test the
cointegration between the series if all the variables are stationary at 1(0). Similarly, UCB is applied to
investigate the long run relationship between the series if the variables are integrated at I(1) or 1(0) or
1(1)/1(0) (Satti, Farooq, Loganathan and Shahbaz, 2014). If the calculated F-statistic exceeds the upper
critical value, the null hypothesis of no cointegration will be rejected irrespective of whether the
variables are I(0) or I(1). If it is below the lower value, the null hypothesis of no cointegration cannot
be rejected. If it falls within the critical value band, the test is inconclusive (Pesaran and Pesaran, 1997).

In choosing the optimal lag length for each variable, the ARDL technique estimates (P +1)k number of
regressions, where P is the maximum number of lags and k is the number of variables in the equation.
The model can be selected on the basis of the Schwartz—Bayesian Criteria (SBC) and the Akaike
Information Criteria (AIC). The SBC is known as a parsimonious model, selecting the smallest possible
lag length, while the AIC is known for selecting the maximum relevant lag length. However, considering
the fact that our sample size is small, consisting of 35 observations for the period 1980 — 2014, the
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critical values generated by Pesaran, Shin and Smith (2001) are unsuitable, hence the use of upper and
lower critical bounds generated by Narayan (2005). Satti, Farooq, Loganathan and Shahbaz (2014) point
out that the critical bounds generated by Pesaran, Shin and Smith (2001) are appropriate for large
samples (e.g., N = 500 to N = 4,000). Narayan and Narayan (2004) hold that the critical values
computed by Pesaran, Shin and Smith (2001) might provide a biased decision about cointegration
between the series. The critical bounds by Pesaran, Shin and Smith (2001) are extensively downwards.
The upper and lower critical bounds calculated by Narayan, (2005) are more suitable for small samples
ranging from N = 30 to N = 80 (Satti, Farooq, Loganathan and Shahbaz, 2014).

As soon as the existence of cointegration among the variables is identified, then the need for the
assessment of causal relation arises for the period 1981 to 2016, hence the equation:

AIMRGDP, = @; + XI_; 911 AINRGDP,_; + %1_; @25 AInF,_j + Yy ¢33 AINGR,_;c +

Yi=1Paa AIMEXP._ + Y1 @ss AlnLi_m + X5 -1 @g6 AlnKhe_, + ¥3_1 @77 AlnKph,_, +
Y=1Pgg AINF,_jy + X7 _1 Pog AINPOP,_ g 4+ V;ECT,_1 + Ojp .oooeoooiiiiiiii )
V i=123,...T

Where are impulses (or residual terms or innovations or shocks) and are assumed to be identically,
independently and normally distributed, for all the nine variables in the model. The statistical
significance of the lagged error term, that is, ECT,_; further validates the established long run
relationship between the variables. The estimate of ECT;_4 also shows the speed of convergence from
short run toward long run equilibrium path in all models. Also, the statistical significance of the estimate
of lagged error term, that is, ECT,_, with negative sign confirms the existence of a long run causal
relationship using the t-statistic. Also, Wald-test or F-test statistic is employed to test the joint test
significance of estimates of lagged terms of independent variables. This further confirms the existence
of short-and-long run causality relations and is known as a measure of strong causality (Esu, 2016 and
2017). All other checks are as enshrined in the literature (see e.g., Esu, 2016 and 2017; Akpan, 2012;
Kirchgassner and Wolters, 2007; Dickey & Fuller, 1979; Greene, 2003; Jalil and Feridun, 2011; Brown,
Durbin and Evans 1975; etc.).

3.3. Data

The data used for this article are mainly of secondary components. They are real GDP, revenue
allocation (share of federal, state and local government revenue, including internally generated revenue
and retained revenue by the federal government), public expenditures, grants, labour and capital (human
and physical). Others are inflation and population size. These data are sourced basically from officially
published sources like, Central Bank of Nigeria (CBN)’s Statistical Bulletin and World Bank (WB)’s
World Development Indicators (WDI) and the time series collected span of about 35. Real GDP is the
dependent variable used for this study to proxy economic growth over the period under investigation.
It is measured as the natural logarithm of GDP per capita (current local currency unit).

Next is the variable is the vector of revenue sharing among tiers of government. These variables are
expected to explain the effect of fiscal federalism on Nigeria’s growth dynamics, along other variables.
Also, the internally generated revenue by the subnational governments will be expected to explain the
level of robustness of subnational government to handle expenditure responsibilities assigned to the
regions, as the progress in internally generated revenue by states and local governments has implication
for economic growth. The vector of control variables, which include human and physical capital,
population size and inflation, will be expected to serve for the stability as well as strengthening of the
outcome of the model estimates. In response to the indictment on military era that floods the literature,
we include dummies to cater for the effects of the both sides of governance — military rule and
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democracy — on the progress of the Nigerian economy. The dummies are necessitated by the fact that,
the ranked institutional variables from World Governance Indicator (WGI), which would have been
suitable for this analysis, has no extensive time-series, and as such will still require dummies to fill the
time series gap.

4. RESULTS AND ANALYSIS OF FINDINGS
4.1. Preliminaries

In examining the concept of fiscal federalism and its implication for growth in the case of Nigeria, fiscal
decentralization and economic growth was examined, using a combination of some basic econometric
techniques — which most of them have enjoyed detailed discussion in section three of this paper, and
the results are presented and analyzed herein. In Table 4.1, the descriptive statistic and the correlation
matrix are being reported. The Jarque-Bera statistic shows that all the series are normally distributed
with zero mean and constant variance. The correlation coefficients indicate that fiscal federalism and
other macroeconomic variables (used in this work), correlate positively and significantly with economic
growth and with each other, except inflation that is with negative signs. Next, we report unit roots test
results in Table 4.2.

Table 4.1: Summary Statistics
mRGDP  WREV" IhEXP  InGR  InKh  InKph  InL InINF  [nPOP
Descriptive Statistic

Mean 25.09 25.80 15.25 81.50 1470 46.30 38.63 19.60 1220

Median 21.32 85.22 59.40 11.10 3949 28.00 37.52 12.55 11.80

Maximum 38.52 90.91 51.85 1140 5829 10.60 59.00 72.84 18.60

Minimum 17.30 13.97 96.40 42.00 0240 18.00 21.81 53.82 7548

Std. Dev. 71.90 31.86 18.51 21.00 20.28 30.00 10.57 17.69 32.88

Skewness 07.28 09.11 09.95 41.61 1282 0871 02.62 16.65 0343

Kurtosis 19.29 21.90 23.22 2050 31.26 2138 20.02 4527 19.48

Jarque-Bera  49.02 59.61 61.56 56.33 9891 56.60 19.04 20.11 23.69

Probability 0.08 0.05 0.04 0.00 0.00 0.05 0.38 0.00 0.30
Correlation Matrix

InRGDP 1.000

REV” 0.953 1.000

mEXP 0.947 0.995 1.000

InGR 0.337 0.271 0.257 1.000

InKh 0.921 0.965 0.973 0.228  1.000

InKph 0.904 0.839 0.844 0.114  0.837 1.000

InL. 0.826 0.924 0.934 0.323  0.893 0.656  1.000

InINF -0.402 -0.368 -0.363  -0.179 - - 1.000

0.343 0.349 0.311

InPOP 0.847 0.936 0.944 0327 0904 0.686 0998 -0.327 1.000
'
Computed by the anthor, nsing E-views 9

Primarily, ARDL Bounds Testing approach to Cointegration is often applied to investigate long-run
relationship among variables (Esu, 2017). One of the preconditions for employing this technique is that
the integrating order of the series must be I(0) or I(1) or both, hence the need to test the integrating
order of the series, since the ARDL bounds test becomes inappropriate if any variable is stationary at
1(2) or beyond that order of integration in the series.
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Augmented Dickey-Fuller Test (ADF) and Phillip-Perron Test (PP) for integration have been applied
and the results are presented in Table 4.2. The results show that some of the variables were stationary
at levels [I(0)], but all the variables were stationary at first difference [I(1)] for the both test statistic. The
bounds test results are presented in Table 4.3.

4.2. Analysis of ARDL Bounds Test Results

The bounds test to cointegration investigates the existence of cointegration among variables in the
series. Since it is necessary to get information on the lag order of variables, we used the unrestricted
VAR model which helps us in computing the F-statistic to assess the existence or otherwise of
cointegration within the series. We employ Akaike Information Criterion (AIC) for its strong precision
power while providing better and consistent results for small samples. We compare the computed F-
statistic with the critical bounds’ values generated by Narayan (2005). The critical bounds values
provided by Narayan (2005) is more appropriate for small samples than Pesaran and Smith (2001). The
ARDL Bounds Test result is presented in Table 4.3.

Table 4.2: ADF and PP Unit Root Analysis
Variable ADF Test with Intercept and Trend PP Test with Intercept and Trend

T-Statistic Prob. Order of T-Statistic Prob. Order of
Values Integration Values Integration

InRGDP -2.1944(0) 0.4778 -2.1944(0) 0.4778
-4.5400(0) 0.0049+* [I(1)] -4.5400(0) 0.0049** [IM)]

ImREV -4.2751(3)  0.0100%** [1(0)] -1.7160(4) 0.7227
-3.3051(7)  0.0868*** [I(1)] -5.0763(4) 0.0012%** [IM)]

InEXP 3.2341(9) 1.0000 -1.3266(3) 0.8644
-3.8085(4)  0.0301#** [I(1)] -7.2030(3) 0.0000%* (D]
nGR -3.7560(0)  0.0314%F* [1(O)] -3.5418(5) 0.0503%** [10)]
-6.0544(1) 0.0001* [I(1)] -14.9938(33) 0.0000* (D]

InKb -1.6024(0) 0.7716 -1.4665(5) 0.8221
-3.2495(9)  0.0989*** [I(1)] -7.8494(13) 0.0000* [IM)]
Kph -3.6813(0)  0.0371%F* [1(0)] -3.6451(3) 0.0402* [1(0)]
-5.1058(1) 0.0012%+* [I(1)] -4.6398(0) 0.0038** [IM)]

InL. 3.8142(0) 1.0000 2.1607(4) 1.0000
-5.9312(1) 0.0002* [I(D)] -17.6641 0.000* [1(D)]

InINF -3.8361(1)  0.0266%** [1(0)] -2.7347(0) 0.2298
-5.3444(0) 0.0006* [I(1)] -9.6224(33) 0.0000%* [1(D)]

nPOP 1.5692(9) 1.0000 8.85177(4) 1.0000
-3.4903(8) 0.0615* [I(1)] --2.5297(3) 0.0312%%* [I(D)]

The asterisks (%, **, and ***) represents a 1%, 5% and 10% level of significance

To check the robustness of the bounds testing procedure, the varying dependent variable technique was
employed, following Ang (2008 a,b) and Ang (2010). The empirical results show that the computed F-
statistics are greater than critical bounds provided by Narayan (2005) for economic growth (RGDP),
fiscal federalism (fiscal decentralisation) (Rev), public expenditure (Exp) and all other variables in the
model, respectively, both as the dependent variables and independent variables. The null hypothesis of
no cointegration was rejected at 1% level of significance. This confirms the presence of cointegration
in the variables. Following these results, it can be concluded that there is a long-run relationship between
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The implication of these outcomes is that there is a sustained equilibrium between fiscal decentralisation
(fiscal federalism), economic growth and other adjoining variables, given that all variables behave well
with their well-defined and well-behaved properties. This means that over time, fiscal federalism is
supposed to engender economic progress of the practicing state, developing its regions, foster self-
realisation and -actualization and expand productivity. Feld et al (2004); Sylvester and Ade (2017),
amongst others, held this view. For instance, Sylvester and Ade (2017) found that revenue allocations
and the other variables — as were included in their model - have significant relationship with economic
growth in Nigeria. Also, Brueckner (2005) has stressed, using an endogenous-growth model with
overlapping generations to explore the connection between fiscal federalism and economic growth, that
federalism, which allows public-good levels to be tailored to suit the differing demands of young and
old consumers, who live in different jurisdictions, increases the incentive to save. This stronger incentive
in turn leads to an increase in investment in human capital, and a byproduct of this higher investment
is faster economic growth. Thus, the case of positive interaction between fiscal decentralisation and
economic growth seems identified.

4.3. Fiscal Federalism Economic Growth Interaction: ARDL Long-run and Short-run
Analysis

The long-run and short-run ARDL results are presented in Table 4.4. The long-run results for the nine
variables seems to follow theoretical signs, the few mixed outcomes, notwithstanding. Two basic
variables that proxied fiscal federalism reflected a mixed outcome. These variables are revenue (REV)
and public expenditure (EXP).

Table 4.4: ARDL Long-run and Short-run Results

Independent Variable: /#ZRGDP

Variable Coefficient Std Error T-Statistic Prob. Value
Longrun  Analysis
Constant 1.4161 7.3468 0.1928 0.8496
mREV 0.5480(0)** 0.1736 3.1569 0.00061
mEXP -0.2880(2)** 0..0969 -2.9720 0.0090
mGR 0.0243(0) 0.0167 1.4374 0.1699
nKh 0.0487(2)*** 0.0246 1.9744 0.0660
Kph 0.2513(1)*** 0.1053 2.3863 0.0297
InL 0.6668(1)** 0.1684 -3960 0.0016
mPOP 76.3592(1)*** 37.5421 2.0340 0.0589
Shortrun Analysis

Constant 0.1515 0.2357 0.0427 0.5384
mREV 0.3767(0)** 0.0819 4.5948 0.0018
ImEXP -0.2249(2)* 0.0297 -7.5644 0.0001
mGR 0.0318(0)* 0.0055 5.7869 0.0004
nKh 0.0408(2)* 0.0067 6.0779 0.0003
RKoh 0.2846(1)* 0.0256 11.1260 0.0000
InL. 0.6765(1)** 0.1684 -3.9606 0.0027
mPOP 20.0458(0) 36.6956 0.5462 0.5998
ECT. -0.7568%* 0.1785 4.2382 0.0028

R?=0.98 Adj R?=0.95 F-Star = 28.8398(0.0000) D-W = 20152

Note: *, ** and *** represent 1%, 5% and 10% level of significance, respectively, computed
using E-Views version 9. Lags are presented in parenthesis.
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While revenue distributed among tiers of government related positively and significantly with economic
growth, expenditure moved in the opposite direction; it showed a negative, but significant relationship
with economic growth. The result showed that a 1 percent rise in revenue distributed to the tiers of
government, will lead to the growth of the economy to the tune of about 1.5 percent ceteris paribus. In
the same vain, expenditure by the tiers of government is, a priori, supposed to stimulate the economy,
which will lead to growth, but the outcome of the estimated parameter indicates a negative but
significant relationship. That is, the result showed that, 1 percent increase in expenditure will mean
about a decline in the economy to the tune of about 2.9 percent.

However, the significant relationship shows that, ceteris paribus, expenditure would have stimulated
economic activities that will lead to growth, but for sharp practices in the processes. These practices
could range from project abandonment, inflation of project costs, etc., to outright embezzlement of
resources meant for developmental programmes, amongst other issues. Lopsidedness in project
distribution as well as that of other expenditure spread could be another matter for consideration. This
means that distributing projects based on political, ethnic or tribal sentiments, rather than economic
potentials, opportunities and possibilities, could lead to undesirable outcomes, hence the need for re-
engineering.

The result in the case of grants — that is positive but insignificant — may not be far from the case of
corruption and other forms of misappropriations, as pointed out eatlier. Though the short-run
interaction indicated that a 1 percent increase in the flow of grants may result in about 0.32 percent
improvement in the growth of the economy, this addition becomes smaller in the long-run. This fact is
indicative in the long-run for grant in Table 4.4. on the other hand, capital investment — human and
physical — have shown positive and significant contribution to the improvement of the Nigerian
economy though a very minute contribution, especially in the case of human capital. The lean
contribution of human capital - as the parameter estimates reflect in Table 4.4 — underlines the level of
attention given to the development of human capital in all the tiers of government of the Nigerian
federation. While it could be argued that human capital has not contributed much in the interaction -
though it has potential of fostering greater economic progress, but for the obvious constraints - it is of
essence to mention that the position of the physical capital and its possible influence on economic
growth, can be traced to the seeming hostile business environment in Nigeria that has the potential of
inhibiting investment flows. As it is reported Table 4.4., 1 percent rise in investment flows has the
capacity of improving the economy at the rate of about 2.5 percent in the long run, while that of human
capital will be about 4.9 percent.

Labour and inflation are the next variables with positive and negative elasticities respectively. Labour
showed that 1 percent increase in employment may improve the economy growth by about 67 and 66
percent respectively, in the short-run and in the long-run. This outcome is explainable within the ambit
of macroeconomic analysis. A rise in employment would mean arise in aggregate demand, which result
in the stimulation of economic activities leading to productivity, which will result in economic growth.
This therefore means that stimulating employment in all the tiers of government, would have both
short-term and long-term effects on economic progress of Nigeria. This is expected to be possible if
effective fiscal federalism is enjoyed by the subnational government, in such a way as to help them
develop their internal capacities as well as express their different levels of autonomy in taking viable
economic decisions.

However, the signs of estimates for inflation, both in the short-run and in the long-run, follows a priori
sign. It shows that given a persistent rise in inflation rate, - as is the case in Nigeria — the economy will
experience retrogression in economic activities, as purchasing power continues to drop. Adjustment of
the relevant microeconomic variables, that will ensute at least a stable inflation rate, becomes a necessity.
Population size of the Nigeria was also included as control in our model in this work. The elasticity,
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both in the short-run and in the long-run, indicated a positive relationship with economic growth. The
implication of this is the fact that, if properly harnessed, Nigeria’s population growth could be
advantageous in different ways that will improve the Nigerian economy. one quick access to such
possibilities could be conscious efforts at human capital development, at different levels and capacities
among the different tiers of government. The negative and statistically significant estimate of the error
correction term further affirms the existence of a long-run relationship among variables in the case of
Nigeria. The coefficient, which is statistically significant at 5 percent level, implies that short-run
deviations are adjusted (corrected) toward a long-run equilibrium path, after the short-run shocks, at
the rate of about 75 percent.

The various test statistics that were employed in assessing the viability as well as justification for the use
of the different data and technique, are reported, though a selected few, in Table 4.4. The coefficient of
determination (R?) and its adjusted output (Adjusted R?) of 0.98 and 0.95 respectively, showed that
about 95 percent to 98 percent of the variation in the dependent variable, economic growth, is jointly
explained by the regressors in the models; it measures the goodness of fit of those sets of iterations.
While D-W statistic estimate of 2.0152 establishes the fact that the set of equations (or iterations) in the
model were serially uncorrelated, F-statistic estimate points to the overall significance of the results of
the estimated equations in the set. Thus, given the available data for this study, the model can be
adjudged to have proximate what could be termed a true situation of Nigeria’s fiscal federalism vis-a-
vis the growth of it economy.

5. CONCLUSION

Theoretically, fiscal federalism should be an engine for steering growth and development in a practicing
economy. Nigeria has been a federal state before 1963, but the basic agitations for an inclusive growth
and development have persisted, taking different dimensions from different regions. The prescribed
solution by scholars has been effective fiscal federalism, both in laws and in practice, thus this study
attempted an empirical assessment of Nigeria’s fiscal federalism and its implication for the growth of
its economy over time. The result of the estimated equations showed that fiscal decentralisation could
actually foster economic growth, but threw up some revealing outcomes, that showed that this growth,
over the years may have been inhibited by corruption, ineffective leadership, unconducive
macroeconomic environment as well as other upheavals. It is therefore our recommendation that
Nigeria should consciously make and implement laws that will foster effective, balanced and inclusive
fiscal federalism; make, strengthen and implement laws that will be very hostile to corruption and every
other forms of unwholesome practices, if it must enjoy the progress that characterise a federal state.
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APPENDIX

Data that was used for estimation (excluding dummies of 0 and 1)

YE | RGD | REV | FEDE | GRANT | Kh Kph LAB INF POP URB
AR P XP S AN
198 | 24868 | 16.29 | 11.41 | 6140000 | 0.25 | 8.82213 | 21815 | 20.81 | 754825 | 71544
1 8.1 E+12 335 282 52 97
198 | 23974 | 16.48 | 11.92 | 4450000 | 0.28 | 6.84175 | 22881 | 7.697 | 774729 | 76267
2 7.2 E+12 370 747 07 39
198 | 22193 | 13.97 9.64 420000 | 0.24 | 4.48673 | 23947 | 23.21 | 794622 | 81329
3 9.8 E+12 405 233 77 62
198 | 21202 | 14.33 9.93 6950000 | 0.30 | 2.87165 | 25013 | 17.82 | 814977 | 85282
4 2.2 E+12 440 053 39 37
198 | 22385 | 17.89 | 13.04 | 3770000 | 0.39 | 2.71083 | 26079 | 7.435 | 836133 | 89448
5 7.4 E+12 475 345 00 49
198 | 19901 | 20.93 | 16.22 | 8730000 | 0.40 | 2.35333 | 27145 | 5.717 | 858185 | 93858
6 1.9 E+12 510 151 02 96
198 | 17301 | 30.17 | 22.02 | 1379000 | 0.27 | 1.79858 | 28211 | 11.29 | 881016 | 98523
7 1.9 0 E+12 545 032 28 32
198 | 18123 | 38.11 | 27.75 | 3552000 | 1.88 | 1.87875 | 29277 | 54.51 | 904502 | 10346
8 0 0 E+12 580 122 81 474
198 | 18797 | 52.53 | 41.03 | 1278000 | 3.59 | 1.91632 | 29591 | 50.46 | 928443 | 10867
9 5.1 00 E+12 187 669 53 956
199 | 20657 | 80.24 | 60.27 | 1247000 | 2.90 | 2.65697 | 30343 | 7.364 | 952699 | 11420
0 5.1 00 E+12 257 4 88 718
199 | 20013 | 91.36 | 66.58 | 1307700 | 1.87 | 2.64685 | 31110 | 13.00 | 977263 | 11961
1 8.6 00 E+12 398 697 23 842
199 | 19600 | 125.4 | 92.80 | 1162700 | 0.44 | 2.56759 | 31890 | 44.58 | 100221 | 12437
2 2.2 7 00 E+12 084 884 563 916
199 | 19515 | 228.9 5365000 | 12.7 | 2.97827 | 32702 | 57.16 | 102761 | 12866
3 3.1 7 191.23 0 5 E+12 474 525 737 988
199 | 19207 | 210.4 4321000 | 9.48 | 2.67571 | 33550 | 57.03 | 105355 | 13314
4 9.8 0 160.89 0 E+12 648 171 783 524
199 | 18678 | 3184 3262000 | 13.0 | 1.9748E | 34358 | 72.83 | 108011 | 13780
5 1 1 248.77 0 7 +12 961 55 465 851
199 | 19128 | 426.7 2414000 | 14.5 | 233214 | 35213 | 29.26 | 110732 | 14267
6 8.7 5 337.22 0 2 E+12 877 829 904 623
199 | 19181 | 525.1 2710000 | 18.7 | 2.53829 | 36103 | 8.529 | 113522 | 14773
7 6.4 8 428.22 0 4 E+12 052 874 705 817
199 | 19217 | 630.3 3331000 | 18.3 | 2.40992 | 37044 | 9.996 | 116385 | 15302
8 8.7 2 487.11 0 3 E+12 267 378 750 574
199 | 18833 | 1,116 4778000 | 60.2 | 2.33941 | 37986 | 6.618 | 119327 | 15854
9 0.6 .68 | 947.69 0 5 E+12 000 373 073 375
200 | 19344 | 1,060 4959000 | 73.1 | 2.73785 | 38932 | 6.933 | 122352 | 106431
0 2.4 12 701.05 0 7 E+12 683 292 009 274
200 | 19696 | 1,591 8988000 | 64.4 | 2.14353 | 39925 | 18.87 | 125463 | 17032
1 6.4 .54 1,018. 0 0 E+12 510 365 434 094
00
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200 | 19933 | 1,688 1073100 | 121. | 257953 | 40906 | 12.87 | 128666 | 17660
2 1.7 00 | 1,018. 00 15 | E+12 807 | 658 710 742
18
200 | 21446 | 2,080 1148600 | 98.0 | 3.87289 | 41748 | 14.03 | 131972 | 18317
3 0.7 99 | 1,225. 00 5 E+12 447 178 533 913
99
200 | 27956 | 2,540 | 1,426. | 1651300 | 110. | 2.94322 | 42853 | 14.99 | 135393 | 19006
4 3.7 14 20 00 73 | E+12 734 | 803 616 184
200 | 28181 | 3,241 | 1,822. | 5840000 | 138. | 2.63538 | 43907 | 17.86 | 138939 | 19724
5 3.2 74 10 000 46 | E+12 799 | 349 478 368
200 | 29709 | 3,481 | 1,938. | 1138818 | 181. | 4.20047 | 45036 | 8.239 | 142614 | 20464
6 53 77 00 0000 27 | E+12 274 | 527 094 291
200 | 30913 | 4,516 | 2,450. | 1323270 | 232. | 5.95328 | 46230 | 5.382 | 146417 | 21201
7 8.7 30 90 000 69 | E+12 555 | 224 024 912
200 | 31993 | 6,175 | 3,240. | 8464400 | 262. | 5.91008 | 47480 | 11.57 | 150347 | 21970
8 43 .66 82 00 20 | E+12 439 | 798 390 458
200 | 33313 | 6,043 | 3,452. | 9496300 | 227. | 7.96494 | 48780 | 11.53 | 154402 | 22768
9 5.4 .66 99 00 32 | E+12 752 | 767 181 005
201 | 34979 | 7,357 | 4,194. | 8104200 | 269. | 9.18306 | 50068 | 13.72 | 158578 | 23599
0 1.6 12 58 00 90 | E+12 829 02 261 164
201 | 35720 | 8,122 8585900 | 567. | 8.42576 | 51415 | 10.84 | 162877 | 24464
1 4.1 16 | 4,712, 00 60 | E+12 818 | 079 076 294
06
201 | 36264 | 8,177 1092710 | 546. | 8.64077 | 52823 | 12.21 | 167297 | 25366
2 8.1 91 | 4,605. 000 30 | E+12 715 | 701 284 174
39
201 | 37213 | 9,090 1352030 | 570. | 9.32035 | 54261 | 8.475 | 171829 | 26302
3 0 70 | 5,185. 000 41 E+12 143 827 303 579
32
201 | 38522 | 8,259 1164350 | 539. | 1.05717 | 55789 | 8.057 | 176460 | 27277
4 7.6 42 | 4,587 000 73 | E+13 427 | 383 502 591
39
201 | 38514 | 7,847 1176130 | 582. | 1.04322 | 57352 | 9.017 | 181181 | 28306
5 2 89 | 4,988 000 91 E+13 349 | 684 744 484
86
201 | 36911 | 7,632 544. 58959 | 15.69 | 185989 | 29402
6 9.6 54 | 5,160. 24 450 | 685 640 873
74
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