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ABSTRACT

This study examines the effect of budget imm@atation on the Nigerian economic growth and
provides panacea to the problem of budget allogatiod its implementation. To achieve this broad,gibe
econometric model of ordinary least square (OL8)eassion test was employed for analysis and timessdata
span from 1993 to 2010 was considered. Budgetamtiblic sector of Nigeria has almost become alribn a
yearly affairs which though good in content butheitt appreciable result. The issue of budget implaation
has long been a source of concern to the public @sd considering the important impetus of budget
implementation on economic growth and developmemigeria. The dependent variable was proxied loggr
domestic product (GDP), while the independent \deim were public total expenditure (PEX), publicieent
expenditure (PRE), public capital expenditure (P@fg external debt (EXD). The results revealed blalget
implementation has a positive effect impact on Nageconomic growth. The results further showedsitive
relationship between GDP and public total expemdit® EX), public recurrent expenditure (PRE), pubhpital
expenditure, external debt (EXD), while public ¢apexpenditure (PCE) shows a negative relationghi@DP.
The study recommends that government should ema@nabling law that will ensure the workability its
budgets according to plans and increase the piopast capital expenditure to recurrent expendisoehat the
budget can have growth and development inducenmeob@ others

Keywords: Budget, Budget implementation, Government poliaplR expenditure, Fiscal policy.

1.0INTRODUCTION

A budget is a framework for revenue and expenditwiays over a specified period usually one year
(Olurankise (2012)). It is an instrument stipulgtimolicies and programmes aimed at realizing theeldpment
objectives of a government. Meigs and Meigs, (2@fined budgets as a comprehensive financial gkiting
forth the expected route for achieving the finahaia operational goals of an organization”. Eattiefore then,
Omolehinwa (2003) viewed Budget as the plan of dami individuals in an organization expressed in
monetary terms and subject to the constraints isghby other participants and the environment irtdigghow
the available resources may be utilized to achiedmtever the dominant individual agreed to be the
organization’'s proprieties”. Very recently, budgeti in Nigerian has continued to spring up various
controversies as to the modality for preparatiod administration in the country due to continuobharge in
government and consequential change in policy dedlogy. Most especially with the understanding tha
large percentage of the country’s population hagegothis has made them advocate the need towehie size
of governance in order to push up the provisiorglable for more necessary projects. Only recewothywas the
controversy over the oil benchmark that has hindléne national assembly from the passage of th& BOdiget
due to dispute over the price that must be usedbimigeting purposes. It is important to state hbet
implementation cannot be discussed without appatgriplanning and reassessing coupled with proper
monitoring to facilitate it efficient implementatio

Budgeting and its process in Nigeria remain prolliémboth in the areas of preparation and
implementation, hence, the need for adequate doaitmed at improving effective resources utilizatiat the
budget implementation stage. Fiscal policy is adamental instrument that can be used to lessert-shor
fluctuations in output and employment. Meanwhile, macroeconomic issues such as high unemployment,
inadequate national savings, excessive budget Wefend large public debt burdens, fiscal policy basn
acknowledged to hold center stage in policy delrateoth developed and developing economies. Duifireg
global economic recession of the 1930s, the govemirsectors of both developed and developing ec@som
played a vital role in stimulating economic growdimd development. In such situations every economy
attempted to promote its economic growth througtrdasing government expenditures and reducing .taxes
Public expenditure is a fundamental instrument ithiiences the sustainability of public financeseffects on
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fiscal balances and government debt. Budget istimadily generally seen from the phenomenon ofrdhthe
target income, in contrast to the tendency to r#igeexpenditure budget target. This phenomenopshtal
explain that the target revenue would be diminishitite area shows achievement in its realization.

In Nigeria, before ministries and spending agenoiethe government can incur an obligation to enak
expenditures, they must secure spending authaiz&tom the Ministry of Finance through the usewvafrrants.
This warrant will authorize officers controlling t&s to incur expenditure in accordance with theraygd
estimates subject to any reserved items. If theréymmation Act has not come into operation at tegibning of
the year, a provisional General Warrant may beeidgo ensure continuity of the services of goveminzg a
level not exceeding those of the previous year. [Ehgth of period of spending authorization is deiaed in
functional cash flow forecast for the period wheayments are anticipated. During the phase of budget
implementation, there are many possibilities faeimentions and manipulations in view of the féattofficials
have a great amount of discretionary power to deeithich spending ministry or agency will be granted
spending authorization. In spite of the specifituna of appropriation laws, the commitment phasethef
expenditure process is a fertile ground for corraptivities. In Nigeria, budget process includesidat
preparation by the executive, legislative appraral implementation by the different ministry, depant and
parastatal of the government.

2.0. LITRATURE AND EMPIRICAL REVIEW

Various scholars have examined the effect of gawent budgeting on the economies of both
developed and developing nations. Nurudeen and Ws(2810), investigated the effect of government
expenditure on economic growth with disaggregatguberditure data from 1979 to 2007. The resultsaktiat
government total capital expenditure, total reaurrexpenditures, and government expenditure on atiduc
have negative effect on economic growth While thkedoing studies focused on the Keynesian modettwhi
stipulates that expansion of government expendiaweelerates economic growth, the most relevartysiil
tracing the causal relationship from output to gowgent spending is that of Ighodaro et.al (201®)xddition to
total government expenditure they used a disagtgdggovernment expenditure data from 1961 - 2007,
specifically; expenditure on general administratiord that of community and social services to deite the
specific government expenditure that economic gnowtay have significant impact on. Other variables
reflecting fiscal policy changes and political fleen were also included in the model to augmenfuhetional
form of Wagner’s law. All the variables used weoeirid to be I(1) and long run relationship existWesn the
dependent and the independent variables excepteircase where only GDP was used as the independent
variable. Wagner’s hypothesis did not hold in la estimations rather Keynesian hypothesis wadataid.

Oyinlola (1993), examined the relationship betwdaba Nigeria’'s defense sector and economic
development, and reported a positive impact of edjtere on economic growth. Fajingbesi and Oduéb®®9)
empirically investigated the relationship betweerarnment expenditure and economic growth in N&gerhe
econometric results indicated that real governmoapttal expenditure has a significant positiveuafice on real
output. However, the results showed that real gowent recurrent expenditure affects growth onlyitike. A
study by Ogiogio (1995) also revealed a long-teetationship between government expenditure andanan
growth. Moreover, the author’s findings showed treturrent expenditure exerts more influence thepital
expenditure on growth. Akpan (2005), used a dissggfed approach to determine the components (tblatdie
capital, recurrent, administrative, economic sexygncial and community service, and transfergoeernment
expenditure that enhances growth, and those thatotloThe author concluded that there was no sagmit
association between most components of governmeneiture and economic growth in Nigeria. Castied
Dowrick (1990) used the shares of disaggregatetigpekpenditure in health, education, and socihsfers to
explain economic growth. They found that sociahs¢fars and education had a positive effect on drowt
Devarajan et al. (1996) also assessed the impatitfefent types of public expenditure on econogriowth, but
they did not find any significant relationship. g (2006) investigated the relationship betweeronat
income and public expenditures for Indonesia, MsiyPhilippines, Singapore, and Thailand. Gracgesality
tests were used to investigate the causal linkgdeat the two variables. The result of Granger daysavealed
that causality runs from public expenditures tdaratl income only in the case of Philippines, ameré¢ was no
evidence for other countries.

Verma and Arora (2010) examined the validity of \Waugs law in India over the period from 1951 to
2008. Empirical evidences regarding short-run dyinamefuted the existence of any relationship betwe
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economic growth and the size of the government mdibgre. Afzal and Abbas (2012) reinvestigated the
application of the Wagner’'s hypothesis to Pakistarer the period from 1960 to 2007 using time series
econometrics techniques. The study found that Wagyhgpothesis does not hold for aggregate pulgenging
and income for three periods (1961-2007, 1973-18680,1991-2007) while it holds only for the perfooim
1981 to 1991. However, when fiscal deficit is ird#d, the results supported the existence of Kegnesews
about public spending and growth.

Zheng et al. (2010) studied the empirical analysisthe relationship between the size of Chinese
government, as measured by its annual spendingtrengrowth rate of the economy. More specificaity,
designed to examine the applicability of Wagne&w Ito the Chinese economy. The statistics usedis t
research is annual time series data on total govemhspending and gross domestic product covenagéeriod
from 1952 to 2007. Empirical results showed norgjrevidence in support of the validity of Wagnddw for
Chinese economy. Olomola (2004) confirmed the WHgreg/pothesis both in short run and in the long i
Nigeria for the period from 1970 to 2001.

Komain and Brahmasrene (2007) examined the rekttiprbetween public expenditure and economic
growth in Thailand, by employing the Granger cait\sdést. The results revealed that public expamdiand
economic growth are not co-integrated, but therst&xa significant positive effect of public expédnde on
economic growth. Barro (1991) in a study of 98 deped and developing economies found a positiveamak
relation between public expenditure and econoroevgr over the 1960 to 1985 period. Loizides and Vemks
(2005) employed the causality test to examine ¢fegionship between public expenditure and econgmevth,
using data set on Greece, United Kingdom, andrcel@he authors found that government size Graocgeses
economic growth in all the countries they studig€le results also indicated that economic growthnGea
causes public expenditure for Greece and Unitegjdom.

Bingxin et al. (2009) assessed the impact of thepasition of public expenditure on economic growth
in developing countries. They used a dynamic gdéaechmethod of moment (GMM) model and a panel data
set for 44 developing countries between 1980 and420he results indicated that the various types of
government spending had different impact on ecooogrowth. In Africa, human capital expenditure
contributes to economic growth whereas, in Asigjtehformation, agriculture, and education expéumdi had
strong growth promoting effect. In Latin Americayne of the public expenditure items was significampact
on economic growth. Ramayandi (2003) reviewed #dationship between government size and economic
growth in the context of Indonesia and identifiddtt government size tends to have a negative impact
growth.

Herath (2004) examined the relationship betweetipelpenditure and economic growth in Sri Lanka
for the period from 1959 to 2003. The study fouhdttgovernment expenditure has a positive effect on
economic growth; further his study suggested tipainoess is beneficial for Sri Lanka as it increasmmomic
growth. Alam et al. (2010) examined the long-rulatienship between social expenditure and econ@muwth
in Asian developing countries including Sri Lank&cording to the analysis of the study concludedt th
expenditure in infrastructure, education, and heplayed an important role in promoting economiovgh in
all the selected Asian countries. Dilrukshini (2PGAudied the relationship between public expemeitand
economic growth in Sri Lanka from 1952 to 2002 gsime series data to test the validity of Wagnler's and
found that there is no empirical support eithertfer Wagner’s law or Keynesian hypothesis, in theecof Sri
Lanka.

3.0 INTRODUCTION

This study employs the use of Ordinary Least Sguar regression analysis test the  effect of
international financial institutions on the Nigeriaconomic growth between 1993 and 20368condary data
for the study were sourced from Central Bank of éxi@'s publications and statistical bulleting asllvess
publications from the Federal Office of Statis{E©S)

31 MODEL SPECIFICATION

The model adopted in this study is that of MayaKegavarajah (2012) in the study of the Wagner's
Law in Sri Lanka: This model will be modified bydidg two additional variables to suit the Niger&ituation.
The model can be represented as:

GDP = f (PEX, PRE, PCE, EXD, ) 1)
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Where

GDP - Gross Domestic Product

PEX - Public Total Expenditure

PRE - Public Recurrent Expenditure

PCE - Public Capital Expenditure

EXD - External debt

M - Stochastic variable

F - Functional notation

This model for simplicity sake will be presentedhiathematical terms as depicted below

GDP =Py + BiPEX +B,PRE +B3PCE +B,EXD + p

Where

Bo—Bs4 = coefficient of estimates

3.3PRIOR EXPECTATION

In this study, the expected outcome of each oEttdanatory variables adopted is presented below:

1. It is expected that Public Total Expenditure X)Evill be positively related to Gross Domestic Buot
(GDP). That is f (PEX) is expected to be >0. Thigplies that an increase in Public Total Expenditis
expected to result into significant increase ingdrdomestic Product.

2. The level of Public Recurrent Expenditure (PREEXpected to show a negative relationship witlossr
Domestic Product (GDP). That is f (PRE) is expddi® be <0. That is an increase in level of PuBkcurrent
Expenditure is expected to bring about a decrea&rdss Domestic Product (GDP).

3. It is expected that the level of Public CapEapenditure (PCE) will keep a positive relationshiph Gross
Domestic Product (GDP). That is f (PCE) is expdcte >0. This implies that an increase in PubligiGa
Expenditure will result into increase in Gross DatieProduct (GDP).

4. Also, External Debt (EXD) expected is expectedtdep a negative relationship with Gross Domdataduct
(GDP). That is f (EXD) is expected <0. This imgi¢hat an increase in EXD is expected to resuti at
reduction in the value of Gross Domestic Produd®g

40 DATA ANALYSISAND FINDINGS

The table below shows the results of the ordieagt square test conducted on the specified model
The OLS results reveal the relationship that existisveen the dependent variable and each of tlepamient
variable

Table 4.1 Summary of Result

VARIABLE COEFFICIENTS STANDARD ERROR PROBABILITY
C 7.573314 0.001883 0.0000
PEX 0.000691 0.000346 0.0674
PRE 0.001014 0.000759 0.2047
PCE -6.52E-05 0.000740 0.9312
EXD 0.000483 0.000227 0.0529

R?=0.990200 Adj R®=0.987185 F-STAT =328.3961 DW-STAT =0.992515

Source: Author's Computation
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From table 4.1, the relationship between the degandariable (GDP) and the independent variabl&sxX(P
PRE, PCE and EXD) can be deduced can be expresgbeémmatically as in:

MD = 7.573314 + 0.00069#x + 0.001014re- 6.52E-0%c + 0.000483xp + M

From the above result, the constant parametersgiy®m showing that if all Independent variables a
held constant, the dependent variable (GDP) wiltease by7.573314units. The coefficient of PEXI#0 a
positively related to GDP with an estimate of 0.6@D. This implies that an increase in the Publi¢allo
Expenditure (PEX) will lead to an increase in GDROD00691units. Also, the coefficient of PRE atbowed a
positive relationship with Gross domestic produgDP) with a coefficient of 0.001014. This meanst tha
increase in the Public recurrent expenditure inabentry will lead to increase in the Gross donteptioduct
(GDP) by 0.001014units. Meanwhile, the coefficiehPublic capital expenditure (PCE) shows a negdiyure
of -6.52E-05, meaning that an increase in the vafuitne Capital expenditure (PCE) will lead to @&5@5unit
decrease in the Gross domestic product (GDP). Dedficient of EXD on its own part showed a positive
relationship with Gross domestic product (GDP)hvatcoefficient of 0.000483. This means that anease in
the value of External debt of the nation will letad 0.000483units increase in the value of Gross efia
products.

The coefficient of multiple determinations JRas given in the result of the regression restilthe
ordinary least square is given as 0.990200 whighiés 99.02% with an adjusted Bf 0.987185 which implies
98.72%. This explains that the explanatory varigblEEX, PRE, PCE and EXD) accounted for 98.72%
behaviour of the Gross Domestic Product (GDP), evttie remaining 1.28% is accounted for by the ststih
variable. The t-test is done to test the signiftmaiof each if the explanatory variables using thelent t-
distribution test. It is carried out on a two t&it and by comparing the T-Cal and the T-tab.

The decision rule is that If T. Cal > T-tab, acceptand reject ljand if T- Cal < T-tab, acceptgtdnd reject K

Table 4.2. Summary of T-statistical test for theapaeters

Variables | T-calculated T-tabulated Hg H, Remark
- 4021.777 1.771 Reject Accept Significant
PEX 1.995397 1771 Reject Accept Significant
PRE 1.335391 1771 Accept Reject Insignificant
PCE -0.088024 1771 Accept Reject Significant
EXD 2.129467 1771 Reject Accept Significant

From the above table, it can be deduced that thetant parameter and two other variables (PEX afid)Eare
statistically significant while the other two exp&ory variables (PRE and PCE) shows statisticafjimificance.

Table 4.3. Summary of F-statistical test

Summary Decision
F-Calculated F-Tabulated oH H, Remark
328.3961 3.03 Reject Accept Significant

The F-test shows the statistical significance efiihole model.

The table above show F-Cal > F-Tab, hence, wepaddeand reject i The rejection of limeans the
model is statistically significant.

The statistical test of Durbin Watson shows that B&te falls within the “Inconclusive region”hiE means
that the statistical presence of autocorrelatiothémodel is inconclusive.
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41 SUMMARY AND IMPLICATION OF FINDINGS

The results in this study shows that only Publipi@al expenditure (PCE) shows negative relatignshi
with the explained variable while the constant pseter and all other explanatory variables; Pubtitalt
expenditure (PEX), Public recurrent expenditure EPBnd External debt (EXD) shows a positive relalup
with the Gross domestic product (GDP) of the countieanwhile in the statistical test carried out)yothe
coefficient of Public recurrent expenditure (PREsvstatistically insignificant while others shovigngficance.
The coefficient of multiple determinants?Bhows the goodness of fit of the model with aimested 0.990200
which indicates that approximately 99% of the bétav of behaviour of the GDP of any economy can be
explained by the variously identified explanatondbet implementation variables (PEX, PRE, PCE aXb)E
While the error term account for the remaining 184so, the Durbin Watson statistics shows that the
autocorrelation test is inconclusive, hence imalythe need for further research on this topic incWhthis
objective work will serve as a starting point for.

The implication of the above is therefore that iamaneeds to take the issue of budget very sdyious

A critical evaluation of the result also revealdattthe variable with lowest of effect is the déhtel which
implies that the multiplier effect of any foreigelat obtained by a nation is not always commenswritethe
volume of loan gotten. Most of the return on iiged in the servicing of the loan itself. The coéght of Public
capital expenditure which shows negative is nang way surprising as the benefits of these expease not
meant to be enjoyed in the immediate year but drdeto have a multiplier effect over a long perafdime.
Capital expenditure on the short-run do usuallyrsdike a negative decision at the time of makingnthbut
later result into positivity as the spill-over affdegins to surface. On the overview, the model significant in
the explanation of the behaviour of a nation’s pemniance and therefore implies that an appropriapgement
of budgetary plan will increase the performancel®f a nation.

5.0 SUMMARY OF FINDINGSAND RECOMMENDATIONS

The paper critically examined the effect of Budgeplementation on the performance the Nigerian
economy. The main finding emerging from this reskandicates that Budget implementation has sigaift
impact on the performance of the economy; hencgysiifies the assertion of the Wegner who uphdid t
preparation of a good budget and it appropriatdampntation. In light of the findings of this stydy is of
cognizance to recommend policy measures to fughéance the effect of budget implementation oronati
performance. The following recommendations wereenad

1. Nations should endeavor to include more capitaleedfiure in it budgetary plan in other to speed
record a yearly increase in the value of growthcpss that is brought about by the future effect of
capital investment.

2. The proportion of debt finance in the national betdghould be kept as low as possible as well agmak
appropriate and judicious use of such.

3. Apart from paper documentations, government shemisure effective implementation of budget by
translating the budgeted amount into tangible asseth as good roads, infrastructures, electricity
supply among others so that the ordinary citizetherroad can feel the impact of good governance.

4. Finally, the government should also try to put lace effective machinery that will ensure the stric
adherence to due process and total implementafiamrual budget provision and avoid diversion of
public funds to personal uses..
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