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ABSTRACT

This study examines the connection between fiscal discipline and economic growth in Nigeria, focusing on
identifying the ideal fiscal deficit threshold between 1981 and 2025. A set of macroeconomic variables
including GDP growth, CPI inflation, primary balance, gross fixed capital formation as a ratio of GDP, labour
force participation rate, exchange rate and financial deepening were used in the study with various
econometric technique deployed for empirical analysis. Augmented Dickey fuller and Phillips-Perron Unit
root tests revealed that all variables were stationary at first difference while the Auto-Regressive Distributed
Lag (ARDL) bounds test was used to investigate the short-run and long-run relationship between the variables
of interest, Threshold Auto-Regressive model was utilized to locate the optimal fiscal deficit threshold that
stimulates economic growth in Nigeria. The study found a positive long-term relationship between fiscal
deficit and economic growth, and determined that a 2% fiscal deficit threshold optimally promotes growth.
Although the short-term impact is negligible, the overall conclusion emphasizes the potential of fiscal deficit
to drive economic growth. The study recommended that policymakers should aim to keep deficits within the
2% threshold to support economic expansion.

Keywords: Auto-Regressive Distributed Lag (ARDL), Economic Growth, Fiscal Discipline, Fiscal Deficit,
Threshold Auto-Regressive (TAR) model and Keynesian Theory

1.Background to the Study

Nigeria, as a developing nation, faces the persistent challenge of balancing fiscal discipline and economic
growth. Excessive public expenditure and insufficient revenue generation can lead to fiscal deficits, which
can impair economic performance. However, fiscal deficits, if managed appropriately, can stimulate growth
through government spending. This creates a conundrum for policymakers who must determine the optimal
threshold for fiscal deficits to foster sustainable economic growth in Nigeria (Ekpo et al.2025).

Fiscal deficits emerge when government expenditures exceed revenue, often deliberately embraced as an
expansionary fiscal policy. Fiscal deficits can promote economic growth, according to Keynesian theory,
particularly in developing economies where private sector participation is limited. However, neoclassical
economists argue that fiscal deficits may crowd out private investment by driving up interest rates, thereby
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impeding economic growth. The Ricardian equivalence theory suggests that fiscal deficits are neutral in their

impact on economic growth, as future taxes offset the initial effect (Ekpo et al,2025). Nigerians held high
hopes for improved macroeconomic management following the transition to civilian rule in 1999, with
expectations of better living standards and increased opportunities in the private sector. While some efforts to
improve macroeconomic management were made, such as the passage of fiscal responsibility and
procurement acts, the macroeconomic fundamentals deteriorated over the first 21 years of the post-1999
administration. This disappointing trend highlights the challenges and complexities involved in achieving
effective economic management in Nigeria (Ekpo, 2017).

Over the course of four decades (1976-2024), Nigeria's public expenditure dynamics have predominantly
resulted in fiscal deficits, with only two years (1995 and 1996) showing surpluses. Despite implementing
structural adjustment programs (SAP), the Nigerian economy has been plagued by issues such as dependence
on oil, inflation, unemployment, debt burdens, and suboptimal productivity in agriculture and manufacturing.
In theoretical terms, since fiscal deficit is inherently expansionary, development economists argue that the
stimulation of economic growth, particularly in transition economies like those in sub-Saharan Africa, can be
achieved through the deliberate use of fiscal deficit. However, the validity of this assertion has sparked intense
debates within the field of development economics. Additionally, economists contend that incurring more debt
for infrastructure development is beneficial for a country's growth and development. Paradoxically, in the
Nigerian context, a higher debt burden seems to exacerbate the challenges faced by the impoverished
population in accessing basic necessities.

The Nigeria's gross fixed capital formation in current prices surged from 61,099,002,751 USD in 2010 to
142,667,229,673 USD in 2021, 3.499 trillion NGN (or 44.278 billion USD) in Q4 2023 and 13.883 billion
USD in Q2 2024. Despite the heightened investment resulting from an increased fiscal deficit, one might
anticipate substantial economic growth and a decline in unemployment and poverty. However, the actual
observations reveal that Nigeria's real growth rate in 2019 was 2.147%, -1.79% in 2020, 3.65% in 2021, 3.25%
in 2022, 2.86% in 2023, and the annual growth for 2024 was 3.40%. (NBS, 2025). This apparent discrepancy
underscores the complexity of the relationship between fiscal deficit, economic growth, and the overall socio-
economic well-being of the country.

Moreover, empirical studies have presented mixed results regarding the impact of fiscal deficits on economic
growth in emerging economies. (Aiyedogbon et al. 2022) and (Ifeanyi 2022) indicated a positive impact of
fiscal deficits on the economic performance. Conversely, other empirical studies have asserted that fiscal
deficits may not be advantageous for many emerging economies, particularly those with undiversified
economies that cannot fully capitalize on fiscal deficits, as evidenced by research conducted by (Mohammed
and Ogbo 2021) and (Onyelle and Nwadike 2021). However, the crucial aspect of the threshold effect of fiscal
deficit on economic growth in Nigeria has not been thoroughly explored except a few studies by (Bassey and
Onwioduokit 2011, Bawa and Abdullahi 2012) as well as (Sani and Ismaila 2013). This study attempts to
contribute to this discussion by utilizing the Threshold Autoregressive (TAR) model to identify the optimal
threshold level at which fiscal deficits become growth-enhancing in the Nigerian context, offering nuanced
insights into the relationship between fiscal deficit and economic growth. Further, the study aims to answer
the key questions.

How does fiscal discipline affect economic growth in Nigeria, and what factors contribute to these effects?
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2.Literature Review

2.1 Conceptual Review

2.1.1 Fiscal Discipline and Fiscal deficit

Fiscal discipline represents the degree to which a government adheres to sustainable budgetary practices,
balancing expenditure and revenue to ensure macroeconomic stability. Nigeria has had mixed results in
practicing fiscal discipline, with successes like the Fiscal Responsibility Act 2007 and challenges such as
overspending during the oil boom and dependence on oil revenue. The government continues to work towards
diversifying the economy and improving fiscal management. Fiscal deficit, conversely, arises when
government expenditure exceeds its revenue in a fiscal year (Onwioduokit, 2005; Ekpo et al,2025). While
fiscal deficit is often adopted as a short-term policy instrument to stimulate economic growth, its long-term
sustainability depends on the extent of fiscal discipline exercised by policymakers. In Nigeria, persistent fiscal
imbalances have contributed to rising debt burdens, inflationary pressures, and slow structural transformation,
raising questions about the optimal level of deficit that supports growth without destabilizing the
macroeconomy

2.1.2 Economic Growth

Economic growth, measured by GDP increase, reflects a nation's production capacity. It can enhance living
standards but depends on factors like workforce skills, technology, investment, and government policies.
However, growth must be balanced with social and environmental considerations for sustainable
development, as noted by Ekpo et al. (2022).

2.2 Theoretical framework:

The relationship between fiscal deficit and economic growth has long been debated across economic
schools of thought. The Keynesian perspective posits that deficit spending during periods of low aggregate
demand can stimulate output and employment by increasing government investment. This view underpins
much of the positive evidence on deficit-led growth in developing economies (Adeboye, 2008; Monogbe
and Okah, 2017). Further, New classical theory proposes that fiscal policy has little impact on economic
growth, as rational consumers anticipate the impact of fiscal policy changes and adjust their behavior
accordingly. In this view, fiscal discipline primarily impacts inflation rather than economic growth. In
contrast, the neoclassical and Ricardian frameworks argue that persistent deficits distort intertemporal
resource allocation, crowd out private investment, and generate inflationary tendencies that dampen long-
run growth. The debt-overhang theory further warns that excessive borrowing can reduce investor
confidence and future output growth (Tung, 2018; Imoisi, 2020).
More recent literature integrates these theories by emphasizing the importance of fiscal discipline and
efficiency of spending, which suggests that fiscal deficits are not inherently harmful if they are channeled into
productive investments and managed within sustainable thresholds (Didia & Ayokunle, 2020; Ekpo et al.,
2025). More so, Endogenous growth theory suggests that economic growth is driven by factors such as human
capital, innovation, and institutions. Fiscal discipline, by supporting investment in these areas, can contribute
to long-term economic growth (Ekpo et al,2023).

2.3 Empirical Literature

2.3.1 Empirical Evidence on Fiscal Deficit and Growth

Empirical findings on the fiscal deficit—growth nexus remain mixed across time and context. Early cross-
country analyses, such as Adeboye (2008), found that deficit financing positively impacts growth in countries
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with high gross capital formation but negatively in those with weak investment levels. Within Nigeria, studies

such as Monogbe and Okah (2017) and Yussuf and Abolaji (2020) supported the Keynesian stance, finding a
significant positive long-run relationship between budget deficit, savings, and economic growth. Similarly,

Akamobi and Unachukwu (2021) revealed that fiscal deficits enhance public investment and output growth
without crowding out private investment, while Ekpo et al. (2025) found that fiscal deficits promote inclusive
economic growth in the long run.

However, other studies report contractionary or insignificant effects. For instance, Wosowei (2013) and
Mohammed and Ogba (2021) found that fiscal deficits exert a negative or insignificant influence on Nigeria’s
GDP. They attribute this to inefficient public spending and rising inflation. Nwanna and Nkiruka (2019)
distinguished between financing sources, noting that external debt—financed deficits negatively affect growth,
while domestic debt—financed deficits are growth-enhancing. Similarly, Austine et al. (2022) found that fiscal
deficit financing had a negative long-run impact on GDP, concluding that Nigeria’s fiscal imbalances are
primarily consumption-driven rather than investment-oriented.

Comparative evidence from other developing economies reinforces this dichotomy. Tung (2018) reported that
fiscal deficits harm both short and long-run growth in Vietnam by depressing private investment and net
exports, while Ngangnchi and Innocent (2022) found that external debt undermines growth in Cameroon
unless offset by productive public investment. These variations suggest that the fiscal deficit—growth
relationship is non-linear and context-dependent, influenced by spending composition, governance, and
institutional quality.

2.3.2 Methodological Evolution in Fiscal Deficit—-Growth Studies

Methodological differences partly explain the inconsistency in empirical findings. Early Nigerian studies
relied on Ordinary Least Squares (OLS) and Engle—Granger cointegration techniques (Wosowei, 2013; Edame
and Okoi, 2015), which often failed to capture dynamic relationships or short-run adjustments. Later research
adopted Error Correction Models (ECM) and Vector Error Correction Models (VECM) (Audu, 2012; Didia
and Ayokunle, 2020; Imoisi, 2020), enabling better distinction between long-run equilibrium and short-run
fluctuations.

More recent works utilize the Autoregressive Distributed Lag (ARDL) framework and Vector Autoregression
(VAR) to address endogeneity and structural breaks (Sanya and Abiola, 2015; Mohammed and Ogba, 2021;
Akamobi and Unachukwu, 2021; Ekpo et al,2025). These approaches reveal cointegrating relationships
between fiscal deficit and growth but still differ on the direction and magnitude of effects. A major
methodological advancement in this area is the use of Threshold and Non-linear models, such as Threshold
Autoregressive (TAR) and Smooth Transition Regression (STR) models, which allow for the estimation of
the point beyond which fiscal deficits become detrimental.

Adam and Bevan (2002) identified an optimal deficit threshold of 1.5% of GDP for developing economies,
while Aero and Ogundipe (2018) established a 5% threshold for Nigeria, suggesting that moderate deficits
may enhance growth if effectively managed. Similarly, Umaru et al. (2021) found evidence of a non-linear
relationship, where deficits stimulate growth up to a certain point but become harmful beyond that level.
These studies show the importance of determining a country-specific optimal fiscal deficit threshold that
balances short-term stimulus with long-term fiscal sustainability.

2.3.3 Fiscal Discipline and Institutional Context

Fiscal discipline has emerged as a critical mediating factor in explaining divergent outcomes. Studies such as
Edame and Okoi (2015) and Imoisi (2020) emphasize that weak budgetary institutions, corruption, and policy
inconsistency erode the potential benefits of deficit spending in Nigeria. Under military regimes, fiscal deficits
were found to have stronger growth impacts compared to democratic eras, reflecting differences in
JNRID2510019 | JOURNAL OF NOVEL RESEARCH AND INNOVATIVE DEVELOPMENT | JNRID.ORG | a150




JNRID || ISSN 2984-8687 || © October 2025, Volume 3, Issue 10
expenditure control and political accountability. Aiyedogbon et al. (2022) and Didia and Ayokunle (2020) also

demonstrated that domestic borrowing tends to be more growth-supportive than external debt because interest
payments remain within the local economy. These findings suggest that fiscal discipline (through efficient
resource allocation, debt management, and expenditure prioritization) is a crucial determinant of whether

deficits yield positive or negative macroeconomic outcomes.

2.4 Synthesis and Identified Research Gaps

The reviewed literature highlights three critical insights. First, fiscal deficits can be both growth-enhancing
and growth-retarding, depending on their size, composition, and governance context. Second, while studies
have identified fiscal deficit thresholds for Nigeria, there is no consensus on the precise optimal level, largely
due to methodological differences and the omission of fiscal discipline indicators. Third, most existing
research focuses on deficit magnitude but neglects the institutional quality and budgetary behavior that
underpin fiscal sustainability.

From the above therefore, a clear gap exists for an empirical investigation that integrates fiscal discipline
variables (primary balance) into a threshold econometric framework to determine the optimal fiscal deficit
that supports Nigeria’s economic growth without jeopardizing macroeconomic stability. Addressing this gap
will contribute to evidence-based fiscal management and enhance the policy relevance of deficit thresholds
in developing economies.

3.1 METHODOLOGY

In analyzing the relationship between fiscal deficit and economic growth, this study utilizes a dual approach
- descriptive and quasi-experimental. The descriptive approach provides a broad overview of the trends and
patterns in these variables, while the quasi-experimental approach adds a theoretical lens to the analysis. The
selected timeframe of 44 years offers a comprehensive view of the long-run dynamics between fiscal deficit
and economic growth, allowing for the identification of trends and patterns that may not be evident over
shorter time periods (Ekpo et al,2023; Ekpo et al,2025).

3.2 Model Specification

The analytical framework adopted for this work follows essentially the Keynesian framework and borrows
extensively from Bazza, Binta and Alhaji, (2018) and Ekpo et al, (2025). Again, the production function is
used to represent the relationship between economic growth and the variables

Y = £ (K, Ly T) e el 3.1)

Where Y = Gross domestic product, K = Stock of capital, L = Labour force T =
Technological progress

The model can be expressed as Equation 3.1, with gross fixed capital formation representing physical capital.
Y = AK Equation 3.1
where, Y is output growth; A is technological growth and; K is capital stock. Earlier version of the model
assumes that K consist of human capital (h) and physical capital (p). Many studies have proxied gross fixed
capital formation as an important substitute for physical capital and will be applied in this study. Thus,
Equation 3.1 becomes Equation 3.2:
Y = AKyK, Equation 3.2
Because K is expandable, it is possible that modern version of Equation 3.1 can be written as shown by
Equation 3.3 as:
Y = AKpK,Kf Equation 3.3
where f'is financial capital. Equation 3.3 extends this model, incorporating financial capital as a contributing
factor to economic growth alongside technology and the accumulation of human, physical, and financial
capital.
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Fiscal deficits in Nigeria have the potential to spur economic growth by enabling government spending on

key sectors, leading to increased output and productivity. Strategic use of fiscal deficits may provide the
government with the means to invest in infrastructure, social welfare, and other initiatives that can enhance

the economy (Ekpo et al,2025). However, the sustainability and effectiveness of such spending must be
carefully assessed to ensure long-term economic stability and growth. Restating Equation 3.1 gives Equation
3.4 as follows:

Ys = AKp Ky Kosep Equation 3.4
where, § is a measure of economic growth and (osep) is fiscal deficit as ratio of GDP. Given the interconnected
nature of fiscal deficit and the general economy, it is plausible that changes in it can significantly impact
economic growth and development. In this context, understanding how fluctuations in fiscal deficit,
represented by (Kopsep), affect the economy, denoted by Y, is crucial for policymakers seeking to promote
growth. Generally, all subsets of economic activities have implications for the general economy Y. Thus, the
effect of fiscal deficit on economic growth is expected to alter the general economy stance at time t.
Other variables to include are trade openness, inflation, and exchange rate. Rewriting Equation 3.1 in the
light of the above, our specification now becomes Equation 3.5 as:

Ys = AKp Ky Kosep Kopn Kin Ke Equation 3.5
For opn (trade openness, inflation (in) Thus, formal equation to be estimated is of the form as shown by
Equation 3.6 as:

Ys = f (INVt,LFPRt, FDt,OPNt,) Equation 3.6
Expanding Equation 3.6 and disintegrating Y5 gives Equation 3.7

RGDP; = oy + a19fce + a,LFPRt + a3FDy + a,OPN; + & Equation 3.7

where, GDP, is Economic growth; gfc; is gross fixed capital formation; LFPR; is labour force participation
rate; FD, is fiscal deficit as ratio of GDP; OPN; is trade openness; & is error term.

Equation 3.7 will answer the core objective of the study which is to examine the impact of fiscal deficit on
economic growth in Nigeria.

The following ARDL representation of equation (3.7) will be estimated in order to test the

existence of long run relationship between economic growth and fiscal deficit

GDPGt =L+ YK | B8 AINVe + XK BL ALFPR.1 + X5, BL AFDe1 + Y5, B AOPNe1

+ Bt AGDPGy1 + BEINVe + BE LFPRyy + BEFDet + BSOPNe1 + 8 e (3.8)

Once the co-integrating relationship is established, the short run dynamics is also analyzed and the error
correction model representation of the ARDL model is specified in equation (3.9) below:

AGDPGt =B} + ¥¥  BIAGDPG.i + YK, B, AINVy + YK, B ALFPRy +
K BLAFDwi + 3K BLAOPNwT « pMit + 8¢ coooieeiiiiiieeeeee e, (3.9)

The model specification to capture fiscal deficit-growth threshold is adopted from the work of Aero, and
Ogundope, (2018) and Ekpo, (2024).

GDPG; = f(INV, LFPR, Fd, INF, EXR, BM)t ...cceeteiiiiiiiieeeeee oo, (3.10)

where
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GDPGt = Growth rate of real GDP, INV = Gross fixed capital formation as a ratio of GDP

LFPR = Labour force participation rate, Fd = Fiscal deficit as a ratio of GDP, INF = Inflation rate
EXR = Exchange rate, BM = Financial deepening M»/GDP

Expressing the model in econometric form as:

GDP=¢ + Bi1INV: + B.LFPR + B3Fd; + B4INF; + BsEXR; + BsBM; + e .. (3.11)

Bo is the fixed effect of the constant term

1— Ps are the coefficients of the explanatory variables

et is the stochastic term

on the a priori expectations

B1>0, B2>0, B3>0, B4>0, Bs <0, B6>0

Specification of the TAR Model (Fiscal deficit)

The TAR model proposed for this study will specify that individual observations can fall into discrete classes
based on the value of an observed threshold variable (Lee and Wong, 2005; Ekpo,2024). It is used to answer
the question of optimal fiscal deficit that promotes economic growth. They are estimated separately in two or
more intervals of values as defined by the dependent variable.

Based on the framework of (Li and Li, 2008; Ekpo,2024) and following the general framework provided, the
fiscal deficit threshold growth equation is explicitly specified as follows;

GDPGt =wo T 0)1GDPGt_1 + (1)2th [Dt(th <K)] + 0.)3th [Dt (th>K)] + (1)4INVt + U)SLFPRt + (1)6INFt +
w7 EXR¢ + wsBM¢ + Q¢ L . WY ¥(3.12)

where

D is a dummy variable with a value of 1, if Fd: >K or 0 otherwise, K 1is the threshold level of fiscal deficit
as a ratio of GDP which is to be calculated at 1% to 6%, w> is the effect of fiscal deficit below the threshold
level, w3 is the effect of fiscal deficit above the threshold level. Other variables are as defined previously.

On the a priori expectations:
w1, W2, W4, Ws, We, ws >0 and w3, w7 <0

Table 3.1: Explanation of variables and a priori expectation

S/ Variables  Description Sources  Apriori

N Expectation

1. GDP GDP growth is measured using real gross domestic CBN GDP >0
growth output for the Nigerian economy, which represents statistical

the total output of final goods and services bulletin,
produced in Nigeria adjusted for inflation and (WDI)
expressed in 2010 constant prices. This indicator
provides a broad measure of economic
performance in Nigeria
2. CPI Inflation, defined as a persistent rise in the overall NBS, CPI INF <
inflation price level of goods and services, serves as a key 0
indicator of macroeconomic stability. In Nigeria,
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inflation displays a significant pass-through of CBN

external shocks and shifts in inflation expectations, statistical
with some degree of persistence. High levels of bulletin
inflation can adversely impact economic growth,

while low and stable inflation can indicate
macroeconomic stability and enhance growth.

Thus, the relationship between inflation and output

growth is expected to be inverse. The CPI inflation

is used in this study.

3. Gross fixed Gross Fixed Capital Formation (GFCF), previously CBN INV >0
capital termed gross domestic fixed investment, is a key statistical
formation component of a country's national accounts, bulletin

representing the net accumulation of fixed assets
during a specified period. GFCF encompasses a
wide range of investments, including land
improvements, infrastructure development, and
capital asset purchases, encompassing both public
and private sectors. In the proposed model, GFCF
is considered an independent variable, its
fluctuations influencing the overall economic
growth and development of the country.

4. Exchange The exchange rate is a key determinant of CBN EXR< 0
rate (EXR international trade and capital flows, representing statistical

the value of one currency in terms of another. In a bulletin
direct quotation, the domestic currency is
expressed in terms of a foreign currency, while in
an indirect quotation, the foreign currency is
expressed in terms of the domestic currency.
Exchange rates are commonly quoted in values
against the US dollar, but can also be quoted as
cross rates. This variable serves as a control
measure to capture trade policy, and is expected to
have a negative relationship with the dependent
variable, given its impact on international trade and
investment flows.

5. Fiscal Fiscal deficit, typically measured as the difference CBN FD >0

deficit between government spending and revenue statistical
(including tax revenue, non-tax revenue, and other bulletin,
receipts), is often expressed as a percentage of a World
country's gross domestic product (GDP). This Developm
indicator reflects the country's fiscal health and ent
sustainability. The budget deficit, a closely related Indicators
variable, indicates a government's ability to
manage its finances and can either stimulate or
hinder economic growth, depending on its level
and sustainability.

JNRID2510019 | JOURNAL OF NOVEL RESEARCH AND INNOVATIVE DEVELOPMENT | JNRID.ORG | a154



JNRID || ISSN 2984-8687 || © October 2025, Volume 3, Issue 10
6. Trade Trade openness measures the degree to which a World OPN >0

openness country is integrated into the global economy Developm
through the exchange of goods and services, ent
providing an indication of its international trade Indicators
activity. This index is calculated as the ratio of a
country's total exports and imports to its gross
domestic product (GDP). An increase in trade
openness, by facilitating the inflow of foreign
capital and technology, is generally seen as a
positive driver of economic growth. Hence, the
level of trade openness is expected to positively
influence economic growth in Nigeria, provided
that other factors remain constant.

7. Labour The labour force participation rate is calculated by
force dividing the number of individuals in the labor World LFPR >0
participatio  force (both employed and unemployed) by the total Developm
n rate civilian non-institutional population (those aged 16 ent

years and above who are neither in the armed forces Indicators
nor in prison), resulting in a percentage. This
measure indicates the proportion of the population
that is either working or seeking employment, and
is a key indicator of labor market dynamics and
economic activity.

8. Financial Financial deepening measured by the ratio of M2

deepening  to GDP essentially seek to capture the role of the
financial sector development in economic growth.
The conventional theory predicts a positive World
correlation between the level of financial Developm
deepening and economic growth. In modern ent
economic theory the role of the financial sector is Indicators
seen to be catalytic to the growth of the economy. ,
Broad money supply as a ratio of GDP is obtained
from the Central Bank of Nigeria Statistical CBN
Bulletin (CBN, 2022), and World Development
Indicators (WDI, 2022).

BM > 0

Source: Researchers’ field work (2025).

4 The Trend of Fiscal Deficit and Economic Growth in Nigeria.

The Nigerian Government's fiscal deficit management during the 1980s was marred by excessive
borrowing from the Central Bank, resulting in inflation and economic slowdown. However, fiscal
consolidation efforts in the 1990s brought about a decrease in deficit and improvement in economic
growth, though this progress was short-lived as government expenditure increased in tandem with rising

oil prices. The global economic crisis of 2008 compounded the problem, with plummeting oil prices and
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government revenue leading to a surge in the fiscal deficit and subsequent economic recession. In recent

years, Nigeria's economy has faced numerous challenges, including a decline in oil prices and the COVID-
19 pandemic. The government's response has included measures such as reduced spending, higher taxes,
and borrowing from international financial institutions. However, the efficacy of these policies has been
mixed, leaving the economy vulnerable to external shocks. These issues underscore the importance of a
balanced fiscal policy that supports economic growth while addressing key challenges like infrastructure,
poverty, and inequality.

20
15

10

\ A \/\ M

-10

-15
1980 1985 1990 1995 2000 2005 2010 2015 2020

— fd gdpg

Figure 4.1: Fiscal Deficit and Economic Growth Graph.
Source: Field Data

The period from 1995 to 2010 marked a significant era in Nigeria's history, characterized by a healthy
balance between low fiscal deficits and robust economic growth, chiefly driven by high oil prices and a
series of reforms, including privatization, trade liberalization, and deregulation. International aid also
contributed to this growth, although it raised concerns about dependence on external assistance. However,
in 2022, Nigeria experienced an economic downturn, as real GDP growth contracted to 3.3% from the
previous year's 3.6%, chiefly attributable to a decline in oil production. Concurrently, the fiscal deficit
expanded to 5.4% of GDP in 2022, up from 5.2% in 2021, with borrowing serving as the primary means
of financing. Inflation surged to a two-decade high of 18.8% propelled by escalating energy and food
prices, compounded by the pass-through effect of exchange rate depreciation.

The escalation of fiscal deficit in 2020 can be attributed to decreased tax revenue and increased
government spending due to the COVID-19 pandemic. These expenditures were channeled towards
implementing a range of stimulus measures aimed at bolstering businesses and individuals affected by the
pandemic.

While the challenges faced by Nigeria's economy are complex and multilayered, they underscore the
critical role of fiscal policy, external factors such as oil prices, and domestic factors in shaping economic
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growth and stability. Adaptive and responsive policymaking is necessary to navigate these complexities

and secure long-term prosperity.

5.DATA PRESENTATION, ANALYSIS AND DISCUSSION OF FINDINGS.
5.1 Data Presentation and Analysis.

5.1.1 Descriptive Statistics.

Table 5.1 Descriptive Statistics

GDPG INF FD EXR INV LFPR BM OPN
Mean 2.941577 19.06650 -1.514197 115.3247 8.190567 58.81280 16.89399 33.30234
Median  3.251681 12.87658 -1.900436 111.2313 7.752972 55.78000 14.24738 34.02388
Maximum 15.32916 72.83550 5.857085 425.9792 15.63972 84.60000 27.37879 56.39031
Minimum -13.127885.388008 -6.526412 0.617708 1.501513 54.73600 9.063329 6.176985
Std. Dev. 5.341382 16.64080 2.862217 120.6438 3.923612 7.836143 6.106222 12.92361
Skewness -0.7960551.839591 0.707264 1.021852 0.098235 2.536136 0.411211 -0.182374
Kurtosis  4.701703 5.277170 3.348146 3.166577 1.931674 8.050201 1.471489 2.206144
Jarque- 9.277290 31.98323 3.625246 7.182640 2.015697
Bera 87.52213 5.146734 1.303883
Probability 0.009671 0.000000 0.163225 0.027562 0.365003 0.000000 0.076278 0.521033
Observa- 41
tions 41 41 41 41 41 41 41

Source: Authors’ Computation Using EViews 12
Table 5.1 illustrates the descriptive statistics of variables influencing Nigeria's economic growth over the
period 1981 - 2022, including GDP growth, inflation rate, fiscal deficit, investment expenditure, exchange
rate, trade openness, labour force participation rate, and broad money supply. GDP growth averaged at a
subpar 2.94% with moderate volatility, signaling an unsustainable growth rate. Inflation rate exhibited high
volatility with an average of 19%, implying rising price levels. Fiscal deficit, although comparatively stable,
was higher than median, suggesting a significant gap between government expenditure and revenue.
Investment, measured as gross fixed capital formation, averaged at 8.2% with moderate fluctuation. The
positive skewness indicates that a large amount of investment was concentrated at the higher end of the
distribution, potentially due to a few large or many small investments. The average exchange rate was N115,
with high volatility, suggesting an undervaluation of the naira relative to its average. Trade openness showed
high variability, with mean value below median, indicating a potential trade imbalance. The labour force
participation rate averaged at 58.8%, with moderate volatility. Positive skewness suggests either high
unemployment or inefficient utilization of the workforce. Broad money supply, measured as a percentage of
GDP, showed instability, with mean value exceeding median, potentially due to increased government
spending. These findings reflect various economic indicators and highlight areas that may require attention to
promote growth and stability.

5.1.2 Unit Root Test

Even though the ARDL approach does not require a priori unit root testing of the variables included in the
model, we carried out the Augmented Dickey Fuller (ADF) Unit root test, which is essential to determine the
stationarity of the variables. However, to mitigate the potential bias in ADF results due to structural changes
during the study period, we also employed the Phillips-Perron (PP) test, which is more robust in detecting
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structural changes. This PP test is advantageous in this study because it accounts for structural breaks in the

time series data, which may have occurred at an unknown point during the study period. By incorporating the
possibility of structural breaks into the unit root testing procedure, we are better able to accurately assess the
stationarity of the variables included in our model, and thus, more confidently apply the ARDL approach to
co-integration analysis (Ekpo et al,2024).

Table 5.2: ADF Unit Root Test Results.

Variable ADF Statistic ADF Statistic Integration Order
At Level At 1st Difference
FD -4.762859*** o 1(0)
INF -3.844173** - 1(0)
GDPG -2.855478 -12.08960*** 1(1)
BM -2.130574 -9.502619** 1(1)
EXR 2.953701** W 4 1(0)
INV -3.666358** W WL 1(0)
LFPR -2.870707 -5.663356*** 1(1)
OPN -2.123507 -7.246456*** 1(1)

Source: Authors’ Computation Using EViews 12

Note: *** significant at 1%, **significant at 5%, -4.192337 and -3.520787 are critical values at level for 1%
and 5% respectively while -3.600987 and -2.935001 are critical values at first difference for 1% and 5%
respectively.

Table 5.3: Phillips -Perron Unit Root Test Results

Variable ADF Statistic ADF Statistic Integration Order
At Level At 1st Difference
FD -4.745708%** LA 1(0)
INF -2.998964** _ 1(0)
GDGP -3.792029*** _ 1(0)
BM -2.268690 -15.99926*** I(1)
EXR 3.359016** . 1(0)
INV -2.224082 -12.76825*** I(1)
LFPR -1.763210 -6.078248*** I(1)
OPN -2.016142 -7.433673*** 1(1)

Source: Authors” Computation Using EViews 12

Note: ***Significant at 1.% , **significant at 5%, -3.596616 and -2.933158 are critical values at level for 1%
and 5% respectively while -3.600987 and -2.935001 are critical values at first difference for 1% and 5%
respectively.

The results of the ADF test suggest that, with the exception of fiscal deficit, inflation rate, GDP growth, and
exchange rate, all the other variables failed to pass the unit root test in their level form but became stationary
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in the first difference form. In contrast, the Phillips-Perron test results differed slightly, with all variables,

except the same four (fiscal deficit, inflation rate, GDP growth, and exchange rate), failing the unit root test
in their level form, indicating stationarity in the first difference form. The disparity between the ADF and PP
unit root test results suggests that structural breaks may be present in the model, influencing the results. Given
this, we opted to use the Phillips-Perron unit root test results, which take into account the possibility of
structural breaks, to better capture the stationarity properties of the variables. This decision is crucial, as
accurate stationarity testing is essential for the validity of the ARDL model and the co-integration analysis.
5.2.1 Cointegration Test Analysis.

Since some variables in the model are stationary at first difference I(1) while others are stationary at levels
1(0),there is need to examine further if there is possibility of a long-run relationship among the variables.

Table 5.4:  Bounds Test for Existence of Cointegration

Test Statistic Value
Significance 1(0) I(1)
F-Statistic 9460617 10% 245 352
K 4 5% 2.86 4.01
2.5% 3.25 4.49
1% 3.74 5.06

Source: Authors’ Computation Using EViews 12.
The results presented in Table 5.4 confirm the existence of co-integration between GDP growui, nvestment,
fiscal deficit, and trade openness at the 1% significance level. The computed F-statistic of 9.460617 exceeds
the critical values of 3.74 and 5.06 for the lower and upper bounds, respectively, leading to rejection of the
null hypothesis that these variables are not co-integrated. This implies that there is a long-run relationship
among these variables, which provides a solid foundation for ARDL estimation.

5.2.2 Correlation Matrix Results
This is used to determine the correlation strength between the variables in the model

Table 5.5: Correlation Coefficients Matrix

GDPG INV LEPR ED OPN
GDPG 1 Source:
Authors’
INV 0.055232 1
LFPR  -0.511869 -0.428130 1
FD 0.311472 -0.419313 -0.46067 1

OPN 0.448592 0.680689 -0.680689 0.304879 1

Computation Using EViews 12.
The above table reveals that the correlation between labour force participation rate and GDP growth is
negative, indicating an inverse relationship. All other variables exhibit positive correlations with GDP growth,
with the highest correlation coefficient observed between trade openness and labor force participation rate
(0.712). Gross fixed capital formation has the lowest correlation with GDP growth at 0.176. Importantly, all
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other correlation coefficients range from 0.176 to 0.512, implying a moderate degree of association among

the variables and mitigating the risk of multicollinearity.

5.2.3 Long Run Regression Result
The long run estimated coefficients are presented in the Table 5.6
Table 5.6:  Estimated of the long run Coefficients ARDL Dependent Variable: GDGP

Test Statistic Coefficient
Std. Error t-statistic Prob.
INV 2368529 0.677936 "3.493735 00040
LFPR L0.641264 0.202609 13.165030 0.0075
FD 2.970369 1.095662 2711025 0.0178

OPN 0.007484 0.078495 0.095344 0.9255

Source: Authors’ Computation Using EViews 12.

The long-run estimation in Table 5.6 reveals that fiscal deficit and trade openness align with the a priori
expectations, exhibiting positive and negative effects, respectively, on GDP growth. However, gross fixed
capital formation and labor force participation rate contradict the a priori expectations. Out of the four
variables, two are found to be statistically significant at the 1% level, while one is significant at 5% and one
fails to achieve statistical significance. In particular, fiscal deficit exhibits a positive and statistically
significant long-run association with GDP growth, which is consistent with previous findings. Specifically, a
1% increase in fiscal deficit is associated with a 2.97% rise in GDP growth. This discovery aligns with prior
researches by Adeboye (2008), Edame and Okoi (2015), Akamobi and Unachukwu (2021), and Onwana
(2022). However, it diverges from the conclusions drawn by Wosowei (2013), Tung (2018), Nwanna and
Nkiruka (2019), Mohammed and Ogba (2021), and Ausrine et al. (2022).

This result contradicts the findings of other studies that have reported negative effects of fiscal deficits on
economic growth. The divergence in findings could be attributed to differences in methodology, time period,
or country-specific factors. Nonetheless, the significant positive association between fiscal deficit and GDP
growth is noteworthy and merits further exploration.

Analysis of the degree of openness, measured as trade openness, reveals a positive yet statistically
insignificant correlation with GDP growth in Nigeria. This suggests that a 1% increase in trade openness
translates to a minuscule 0.0075% rise in GDP growth. While this relationship lacks statistical significance,
it highlights the potential for trade openness to moderately enhance economic growth within the Nigerian
context.

The indicator of gross fixed capital formation as a percentage of GDP, representing investment levels, exhibits
a significant negative correlation with GDP growth. Specifically, a 1% increase in investment translates to a
2.369% reduction in GDP growth.

This unexpected negative relationship between investment and GDP growth can be attributed to government-
led initiatives that resulted in financially draining projects, often characterized by inflated contract prices and
abandoned projects despite mobilization fees. These factors may have hampered the positive impact of
investment on economic growth in Nigeria (Ekpo et al,2024). The negative relationship between investment
and GDP growth in Nigeria underscores the need for improved project management practices, transparency
in public procurement, and accountability in government spending to ensure that public investments
contribute to economic growth rather than hinder it.
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The analysis of labor force participation rate reveals a statistically significant negative correlation with

economic growth in Nigeria. Specifically, a 1% increase in labor force participation rate is associated with a
0.641% reduction in GDP growth in the long-run.

This result runs contrary to conventional economic theory, where labor force participation is expected to
positively impact economic growth. A plausible explanation for this anomaly may lie in the persistent rise in
unemployment across Nigeria, leading to a mismatch between labor supply and demand, thus exerting
downward pressure on overall economic growth despite an expanding labor force. Furthermore, the dearth of
adequate staff training exacerbates this predicament, hindering the productivity and efficiency of the
workforce. Inadequate skills development initiatives perpetuate inefficiencies within the labor market,
impeding the realization of its full potential contribution to economic growth. Thus, the adverse impact of
these factors underscores the intricate dynamics at play within Nigeria's labor market, presenting formidable
challenges to the conventional understanding of the relationship between labor force participation and
economic growth.

5.2.4 Short Run Regression Result
The short run estimated coefficients are presented in Table5.7
Table 5.7: Estimates of the Short Run Error Correction.

Variable Coefficient Std. Error t-Statistic Prob.
C 51.62773 6.453760 7.999636 0.0000
D(GDPG(-1)) -0.257250  0.094590 -2.719633 0.0175
D(INV) -0.559795  0.249799 -2.240980 0.0431
D(INV(-1)) 0.373889 0.276224 1.353572 0.1989
D(INV(-2)) 0.557179 0.212702 2.619534 0.0212
D(INV(-3)) 0.490857 0.238897 2.054683 0.0606
D(LFPR) -0.023524  0.109295 -0.215231 0.8329
D(LFPR(-1)) 0.331549 0.118960 2.787067 0.0154
D(FD) 0.095991 0.238511 0.402458 0.6939
D(FD(-1)) -1.896123  0.309266 -6.131042 0.0000
D(FD(-2)) -2.140975  0.269481 -7.944805 0.0000
D(FD(-3)) -0.866198  0.198610 -4.361303 0.0008
D(OPN) -0.001706  0.068905 -0.024757 0.9806
D(OPN(-1)) -0.016216  0.080307 -0.201919 0.8431
D(OPN(-2)) -0.373572  0.071382 -5.233440 0.0002
ECM(-1)* -0.892083  0.113425 -7.864978 0.0000
Adjusted R-

R-squared 0.887274 squared 0.787810

Source: Authors’ Computation Using EViews 12.

The analysis of short-term dynamics reveals a significant negative ECM (-1) coefficient at the one percent
level, which corroborates the cointegration observed among the variables. The feedback coefficient (-0.89)
suggests that 89% of the disequilibrium from shocks in the preceding year converges towards long-run
equilibrium in the current year, indicating the robustness of the model in capturing short-term dynamics and
its efficacy in restoring equilibrium. Furthermore, the lagged values of investment and labour force
participation rate exhibit a positive relationship in the short term, indicating a short-run positive relationship
between investment, labour force participation rate, and GDP growth. This suggests that increases in
investment and labour force participation rate in previous periods stimulate economic growth within the short-
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term timeframe, potentially due to the immediate impact of investment-driven activities and increased

workforce engagement on economic output. These findings underscore the importance of investment and
labour dynamics in driving short-term fluctuations in economic performance and highlight the
interconnectedness of these factors with overall economic growth The lagged relationship between
investment, labour force participation rate, and GDP growth in the short term reveals that increases in
investment and workforce engagement in previous periods can stimulate short-term economic growth. This
finding highlights the interconnectedness of these factors and underscores their importance in shaping short-
term fluctuations in economic performance, underscoring the necessity of considering both investment and
labor dynamics in promoting short-term growth in Nigeria. In essence, the analysis of the short-term dynamics
of the system has revealed critical insights into the interconnectedness of investment, labor market dynamics,
and economic growth in Nigeria. While fiscal deficits play a significant role in shaping long-term growth
patterns, the relationship between investment, labor force participation rate, and economic growth in the short
term further enriches our understanding of the complex interplay of factors shaping Nigeria's economy. This
knowledge can inform policy decisions geared towards promoting economic growth by effectively harnessing
the synergies between investment, labor dynamics, and fiscal policy. R-squared value of 0.887274 and the
adjusted R-squared value of 0.787810 indicates that about 89 per cent of variation in the GDPG is explained
by current and one year lag of LFPR, OPN, FD and INV

5.25 Diagnostic Test Results
It is necessary to perform some diagnostic tests in order to assess the adequacy of the chosen model.

Table 5.8: Diagnostic Test for Objective Three.

TEST TYPE STATISTIC VALUE PROBABILITY REMARKS

Normality Jarque-Bera 0.06625  0.96742 Normally distributed residuals
Serial correlation (LM)  F-Statistic  0.172044  0.8442 serial correlation
Heteroskedasticity(ARC

H) F-Statistic ~ 0.717271 0.7517 No heteroskedasticity
Specification (Wald) F-Statistic ~ 8.531592 0.0003 The model is well specified
Stability CUSUM and CUSUMSQ Within bands Stable

Source: Authors’ Computation

The residual for all the estimated equation three were found to be normally distributed and stable. Absence of
serial correlation and heteroskedasticity were observed in the equation, implying that the estimates are reliable
and consequently, can be relied on for policy formulation purposes.

5.2.6 Analysis of the Threshold Model Estimation Results-Fiscal Deficit

To determine the threshold level for fiscal deficit in relation to economic growth, Hansen's (1999)
methodology is employed, involving estimation of a threshold model (equation 3.12) via OLS and calculation
of RSS across various threshold levels of fiscal deficit, from 1% to 6%.

The optimal threshold is identified as the value that minimizes RSS and maximizes adjusted R-squared,
ascertained by repeating estimation of equation 3.12 for different K values. The estimation results for these
various threshold levels are presented in Table 5.9.

In Table 5.9, "K" represents the range of threshold values considered, with DLt and DU1: denoting the impacts
of fiscal deficit below and above the chosen threshold value (K). Statistically significant explanatory variables
at the 10% level are included, along with fiscal deficit dummies.

JNRID2510019 | JOURNAL OF NOVEL RESEARCH AND INNOVATIVE DEVELOPMENT | JNRID.ORG | a162



JNRID || ISSN 2984-8687 || © October 2025, Volume 3, Issue 10
This approach offers a systematic method for identifying the threshold level at which the relationship between

fiscal deficit and economic growth undergoes a significant change, providing a detailed understanding of the

dynamics governing this relationship in the Nigerian context
Table 5.9: Estimation Results of Fiscal Deficit Threshold model

K Variable Coefficient Std.Error t-Statistic Prob. RSS Adj. R?
1% DLFD 0.259223 0.530953 0.488222 0.6287 460 0.48
DU;FD -0.515185 0.423505 -1.216480 0.2327
INV -0.420322 0.238903 -1.759379  0.0881
LFPR  -0.284322 0.131549 -2.161347  0.0383
2% DL,FD 0.310116 0.468376 0.662108 0.5126 450 0.50
DU,,FD -0.547183 0.381364 -1.434806 0.1610
INV -0.440545 0.236802 -1.860391  0.0720
LFPR  -0.297533 0.129864 -2.291118  0.0287
INF -0.071032  0.040532 -1.752487  0.0893
3% DLs,FD -0.031590 0.410562 -0.076943 0.9391 470 0.47
DUs3,FD -0.331115 0.377450 -0.8777242 0.3869
INV -0.404841 0.246116 -1.644916  0.1098
LFPR -0.269410 0.136973 -1.966886  0.0579
4% DL4,FD -0.066682 0.377715 -0.17654 0.8610 471 0.47
DU4,FD -0.330013 0.389832 -0.846553  0.4035
LFPR  -0.261488 0.132744 -1.969858 0.0576
5% DLs,FD -0.037286 0.380328 -0.098036  0.9225 477  0.465
DUs,FD 0.208252 0.387191 -0.537852  0.5944
LFPR -0.253366 0.133301 -1.900701  0.0664
6% DLeFD -0.278634 0.308625 0.902825 0.3734 469  0.47
DUs,FD 0.189748 0.669281 0.283510  0.7786
LFPR  -0.220476 0.128094 -1.721212  0.0949

Source: Authors’ Computation Using EViews 12.

A detailed analysis of Table 5.9 reveals a critical finding, wherein the threshold method determines that fiscal
deficit in Nigeria has a threshold value of 2%, beyond which the relationship between fiscal deficit and
economic growth changes substantively.

The fiscal deficit dummy for deficits below the threshold (DLit) exhibits a positive sign, suggesting that
deficits lower than 2% are beneficial for economic growth. Conversely, the fiscal deficit dummy for deficits
above the threshold (DUyy) carries a negative sign, indicating that deficits higher than 2% may be detrimental
to economic growth.

It is important to note that the coefficients for the fiscal deficit dummies (DLitand DU1) are not statistically
significant at conventional levels. This raises concerns regarding the interpretation of the findings, as the signs
and magnitudes of these coefficients align with theoretical expectations regarding fiscal deficit thresholds.
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This lack of significance may be due to methodological limitations, such as the relatively smaller sample size

or the inclusion of a large number of variables, which can reduce degrees of freedom and affect the statistical
significance of coefficients. Consequently, while the identified threshold for fiscal deficit in Nigeria at 2%
may be theoretically plausible and in line with previous research, the lack of statistical significance warrants
further investigation with larger sample sizes and refined modeling techniques. Such refinement will bolster
the robustness of the findings and enhance the reliability of the analysis, potentially leading to more precise
policy recommendations aimed at maintaining fiscal stability while stimulating economic growth in Nigeria.

5.2.7 Diagnostic Test Results

Diagnostic tests were conducted at the per cent threshold model. Diagnostic results for the optimal level of
fiscal deficit are shown in Table 5.21

Table 5.10: The Diagnostic Test at 2 per cent Threshold

TEST TYPE STATISTIC VALUE PROBABILITY REMARKS

Normality Jarque-Bera 1.70069 0.4272 Normally distributed residua
Serial correlation (LM) F-Statistic ~ 0.846292 0.4390 No serial correlation
Heteroskedasticity(ARCH) F-Statistic ~ 1.062156 0.4131 No heteroskedasticity
Stability CUSUM and CUSUMSQ  Within bands Stable

Source: Author’s Computation Using EViews 12

The residuals for all the estimated equations were found to be normally distributed and stable, no serial
correlation and heteroskadasticity were observed in the equation implying that the estimates are reliable and
consequently, can be relied on for policy formulation purposes.

5.3  Discussion of Findings.

The long run and short run results of the model showed that fiscal deficit and degree of openness are in
agreement with the a priori expectation. Invariably fiscal deficit and trade openness have expected sign but
investment and labour force participation rate do not conform to the theoretical expectation.

The fiscal deficit, our primary variable of interest, exhibits a notable positive and statistically significant long-
run association with GDP growth in Nigeria. This discovery aligns with prior researches by Adeboye (2008),
Edame and Okoi (2015), Akamobi and Unachukwu (2021), and Onwana (2022). However, it diverges from
the conclusions drawn by Wosowei (2013), Tung (2018), Nwanna and Nkiruka (2019), Mohammed and Ogba
(2021), and Ausrine et al. (2022).

The analysis of the degree of openness of the economy unveils a positive, albeit statistically insignificant,
long-term correlation with GDP growth in Nigeria. While the relationship lacks statistical significance, it hints
at the potential for trade openness to marginally stimulate economic expansion within the Nigerian context.
The metric of gross fixed capital formation as a proportion of GDP, indicative of investment levels,
demonstrates a noteworthy negative correlation with GDP growth in Nigeria, backed by statistical
significance. This departure from conventional economic theory can be attributed to governmental initiatives
that resulted in financially draining projects. Instances abound where public projects were marred by inflated
contract prices or left abandoned post-payment of mobilization fees.
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Moreover, the prevalence of inadequate infrastructure, including deficiencies in energy provision and

transportation networks, poses substantial constraints on business expansion and growth opportunities. These
deficiencies impede the efficient operation of businesses, curtailing their capacity to scale operations and
contribute meaningfully to economic expansion. Consequently, despite the theoretical expectation of
investment fostering economic growth, the Nigerian landscape presents a stark reality wherein mismanaged
projects and infrastructural inadequacies hinder the realization of this potential, thereby underscoring the
complexities inherent in the relationship between investment and GDP growth within the Nigerian context.
This finding corroborates the works of Mohammed and Ogba (2021), and Ausrine et al. (2022).

The examination of the labor force participation rate unveils a significant negative correlation with economic
growth in Nigeria, supported by statistical analysis. This finding contradicts prevailing economic theories,
signaling a departure from expected outcomes.

One plausible explanation for this discrepancy lies in the persistent rise in the unemployment rate across the
country. This trend underscores a mismatch between labor supply and demand, wherein an expanding labor
force fails to find suitable employment opportunities, thereby exerting downward pressure on overall
economic growth. This finding is in tandem with the views of Akamobi and Unachukwu (2021), and Onwana
(2022).

From the results of the threshold level of fiscal deficits that spurs economic growth,

the analysis identifies the threshold point for the fiscal deficit at 2 per cent, where the residual sum of squares
(RSS) reaches its minimum value of 450. Moreover, confirming the presence of a threshold effect, the
estimation at the 2 per cent threshold yields the highest adjusted R-squared value of 50 percent. It becomes
imperative to note that the coefficient of the fiscal deficit dummy for deficits above the threshold (DU1:) bears
a negative sign. This suggests that when the deficit exceeds 2 per cent, the impact of fiscal deficit on economic
growth may turn negative. Conversely, the coefficient of the fiscal deficit dummy for deficits below the
threshold (DL1) exhibits a positive sign, indicating that deficits lower than 2 per cent contribute positively to
economic growth in Nigeria. Therefore, the identified threshold level for fiscal deficit in Nigeria is determined
to be 2 per cent.

6.SUMMARY, CONCLUSION AND RECOMMENDATIONS

6.1  Summary

This study examines the impact of fiscal deficit on economic growth in Nigeria. Specifically, it investigates
the optimal threshold of fiscal deficit that promotes economic growth.

Given the focus on Nigeria, the study used ARDL bounds test and TAR modeling framework with annual
time series data over the period 1981 to 2024 for a limited set of macroeconomic time series variable such as
fiscal deficit as a percentage of GDP, inflation (Consumer price index), GDP growth, gross fixed capital
formation as a ratio of GDP (investment), labour force participation rate, exchange rate, trade openness and
financial deepening (Broad money supply as a ratio GDP) to evaluate the long-run and short-run dynamic of
fiscal deficit and economic growth relationship.

Regarding the relationship between fiscal deficit and economic growth, the following major findings were
observed.

I. Fiscal deficit shows a long-run significant positive relationship with economic growth in
Nigeria.
ii. Fiscal deficit in the short-run exhibits a short-run direct relationship with economic growth in
Nigeria.
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iii. Labour force participation rate shows an inverse relationship with economic growth in Nigeria

in the long-run.

iv. Again, gross fixed capital formation shows that expenditure on investment in Nigeria is not
growth enables in the long-run, but in the short-run, gross fixed capital formation appears to spur
economic growth.

V. Degree of openness shows that the more the economy is open to trade, the greater the
productivity which invariably fosters economic growth in Nigeria.

Considering the optimal threshold of fiscal deficit that stimulates economic growth in Nigeria, we observed
the following major findings.
I. The fiscal deficit threshold that can promote economic growth in Nigeria is located at 2 per
cent.
ii. The coefficient of fiscal deficit dummy for deficit above the 2 per cent carries negative sign
meaning that fiscal deficit above 2 per cent is detrimental to economic growth in Nigeria. Where.as,
the fiscal deficit dummy for below the 2 per cent possess positive sign, indicating that fiscal deficit
below 2 per cent is growth foster
iii. The non-significance of the two parameters of dummy variable DLt and DU3; could possibly
be traced to the smallness of sample size.

6.2  Conclusion

This study undertook an extensive examination of the relationship between fiscal deficit and economic growth
in Nigeria spanning from 1981 to 2025. Empirical findings derived from the ARDL bounds test reveal several
critical insights.

Firstly, the analysis indicates the absence of a statistically significant long-run relationship between fiscal
deficit and inflation. However, a noteworthy negative relationship emerges between inflation and GDP
growth, underscoring the adverse impact of inflation on economic performance.

Furthermore, the investigation reveals a robust negative long-run relationship between inflation and economic
growth. Intriguingly, while expenditure on investment fails to demonstrate a growth-inducing effect, both
short-term and long-term empirical evidence highlights the stimulative impact of fiscal deficit on economic
growth.

Moreover, the study identifies optimal threshold for fiscal deficit that fosters economic growth, pinpointing
this threshold at 2 per cent. Notably, exceeding a fiscal deficit of 2 per cent is found to impede economic
growth potential, underscoring the importance of fiscal prudence management in sustaining economic vitality.
Overall, the findings underscore the detailed interplay between fiscal policy and economic growth in the
Nigerian context. By delineating optimal thresholds for fiscal deficit , the study offers valuable insights for
policymakers, emphasizing the imperative of maintaining fiscal discipline ty to nurture sustained economic
growth and development.

6.3 Recommendations

Consequent upon major findings of the study, the following recommendations are suggested.
I. Government through ministry of finance, budget and economic planning counterpart should
keep the deficit financing within 2 per cent to stimulate economic growth as deficit spending above 2
per cent may retard economic growth. Government can achieve this by broadening tax base so as to
increase tax revenue
ii. Government functionaries and policy makers should strive to embrace fiscal and monetary
discipline in a bid to achieve sustainable economic growth in Nigeria.
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iii. Government functionaries and policy makers should strive to embrace fiscal and monetary

discipline in a bid to achieve sustainable economic growth in Nigeria.
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