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From the above, it shows that government participates in running an economy by spending money.
The government expenditures are classified under broad categories of government activities,
namely administration, economic services, social and community services and transfers, and for
each category the expenditures are separated in recurrent and capital expenditures. Buhari (1993)
opined that a look at a typical budget of Nigeria shows that government expenditure may include
the following: expenditure en Administration, infrastructural service, productive services, Defense,
Interest on internal and external loans, and Expenditure on diplomatic mission. It is evident today
that there is growth in public expenditure in Nigeria. There are factors according to Buhari (1993)
include the following: Rising income levels, urbanization of the population, technological and
innovative changes, National crisis/war, inflation, changes in political and bureaucratic structures,
and the productivity 18.g factor.

On the other hand, exhaustive expenditures are government expenditures of society's resources, so
that they are unavailable to private producers or consumers. Government's purchasing of privately
produced goods and services and its hiring of factor inputs (such as teachers) are examples of
exhaustive expenditures.

Government expenditure may be divided into two: Transfer payments and exhaustive expenditures.
Transfer payments according to Henderson and Poole (1991) are the government transfer of funds
from specific and general tax revenue to targeted groups of individuals who qualify under specific
programmes. Examples of transfer payments include-social security, interest on the public debt
unemployment insurance among others. Transfer payments could as well be seen as payments that
do not require the provision of any good or service in return. In other words, it 111eanSthe payment
made to those who are not currently in production.
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This jXIIH!r investigates the relationship bet1l'eellpublic expenditure and inflation in the Nigerian context using
/;;c cointegration analysis and Error Correction Model applied to Time Series Annual Datafrom 1970 - 2005.
. The main objective was to evaluate the impact offederal government expenditure on stabilizing the Nigerian
econoniv through the maintenance of price stability. The results indicate that public expenditure and inflation
are cointegrated and thus there exist a long-run equilibrium relation between the two variables. Given the
empirical results, it was established that some of the apriori expectations were inconsistent with the estimates.
Inflation significantly injluences public expenditure decisions ill Nigeria. Thus, as in previous studies, the
efficacy of Keynesian's fiscal policy as a veritable tool to combating inflation in countries is established.
Conclusively, (based on our result), appropriate policy recommendations were made in order to achieve
stability in the Nigerian economy using relevant macroeconomic policies. Among them is the reduction in the
funds allocated to recurrent expenditure in order to reduce inflation
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(1) To verify theoretical determinants of inflation .
.(2) To evaluate the impact of Federal Government Expenditure on inflation.

The general aim of this paper is to evaluate the impact of federal government expenditure on
stabilizing the Nigeria economy through the maintenance of price stability. To this end
specifically, the paper seeks to achieve the following:

2.0 OBJECTIVES OF THE STUDY

From the above discussions, the issue of government intervention in the running of economies is
no longer an issue of debate or controversy. But, since after the civil war in Nigeria, she has been
spending enormous amount of money for hEXallocation, stabilization and distribution purposes in
order to maintain stability in the economy. However, evident abound to show that stability of
prices has been a mirage. Therefore, this study attempts to develop model to measure the effect of
government expenditure on macroeconomic indicator of inflation.

Aposrolo and crumbley (1998) argued that equity of fairness in the distribution of the generated
national income is an essential function provided by the government through its expenditures on
commodities. This captures the distributional function of government in economic development.
Other functions of government are the allocative and stabilization functions. These functions
furthermore show the relevance of government in economic development.

Musgrave and Musgrave (1976) further articulated the basis of the public sector (government)
intervention in the economy for sustainable economic growth and development. Market mechanism
alone, they argued, cannot perform economic functions. Public policy (what government chooses to
do or not to do- Thomas R. Dye) is needed to guide, correct and supplement it at certain respect".
They listed factors that necessitate government involvement in the economy to include: (::1) the
Insufficiency of competitive market to bring bout high level of employment, price stability and
socially desired rate economic growth (b) inter-temporal equity, which explains the interest of
consumption of future generations against the greed of the present generation, is yet another need
for government expenditures or planned expenditures. (c) The non- existence of perfect competition
in all market structure. It is clear that imperfect markets exist in real world situation and (d) the
existence of externalities.

The intervention of government in an economy could take different dimensions. It could be in the
form of direct provision of some essential commodities and services. For instance, in 1976 the
Federal government launched "Operation Feed the Nation (O.F.N), to sensitize the citizenry of the
need for self-reliance in food production. In the year 2000, the government launched "Poverty
alleviation programme" which W2cS designed to help the unemployed and make them self-reliant.
All these require huge spending by the government for economic development.

Keyne's prescnption to the Great depression was a simple one. He simply advocated for
government intervention in the management of the economy. He argued that the market forces of
demand and supply on their own could not ensure the optimal allocation of society's resources.
Today, the case of market failure (which occurs when a competitive market fails to bring about an
efficient allocation of resources) is well noted in the literature as a good reason for government
intervention in the management of the economy: Akpakpan (1999) and Ojo & Okurounmu (1992).
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In Nigeria, there has been several studies for various time period on the causes of inflation for
instance, Oyejide (1972), Akinnifesi (1984), Adeyeye and Fakiyesi (1980), Osakwe (1996) and
Asogu (1991), attempted empirically to ascertain the causes of inflation of Nigeria. Oyejide (1972)
made empirical enquiry into the impact of deficit financing on inflation and capital formation. He

Inflation is best defined, however, as a sustained rise in the general level of prices. Similarly
deflation is best defined as a sustained fall in the general level of prices. The prices which are
typically included in this definition are those currently on produced goods and services, they do not
include those of assets.

Others have defined it as a condition of generalized excess demand for stocks of goods and flows of
real monetary income, a fall in the purchasing power of money and an excess of wage claims over
productivity growth.

Johnson (1972) and Ogwuma, (1996), defined inflation as a sustained rise in the average price of a
standard basket of goods and services, that is, the general price level.

Economists define inflation in terms of a continuous rise in prices. Hicks (1995) disagreed that
monetary supply alone is not the only cause of inflation. He went further to say that "our present
trouble are not monetary character", but that which deals with persistent price increase,

But in the view of Gbosi (1993), inflation simply means "the general increase in the prices of goods
and services in all sectors of an economy". Hagger (1997) defined inflation "as a situation in which
there is the general rise or in which there would be such a persistent upward movement but for the
pressure of direct price controls."

Ajayi and Ojo (1981) see inflation simply as a "sustained rise in price." Really the above definition
is not clear in it reference to price. The point of emphasis is on the rise in price level - it is the
increase in a particular commodity price level or the general level in the economy or relative price
level. Lavy and Samet (1978) was more specific in their definition. Here, inflation is defined as
"substantial sustained increase in the general price level." This definition also has the merit of
having eliminated transitory price fluctuation. Coates (1978) defines inflation as a "substantial and
continuing increase in the general price level." This definition goes very close to that offered by
Lavy and Sarent. Both definitions however suffer frem the ambiguity of what constitute a
substantial price increase.

4.0 THEORETICAL ANDLITERATURE REVIEW
The concept of inflation has been defined in various ways by different scholars of economics. Even
though there are varied definitions, it is pertinent to say that no definition is explicit in explaining
the concept. But from the various definitions we will be able to say what determines the cause of
this concept - inflation.

3.0 RESEARCH HYPOTHESES
This study will be guided by the following hypotheses which are stated in the null form:
(1) HOI: There is no significant relationship between Federal Government Expenditure and

inflation in Nigeria.
(2) H02: There is no significant relationship between Inflation and the selected explanatory

variable of Government spending, Money Supply and interest rate.

,--_.__ '----
,
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Adeyeye and Fakiyesi (1980), estimated and tested the hypothesis that the main factor responsible
for instability of prices and inflationary tendencies in Nigeria has been government expenditure.
Using annual time-series data, spanning 1960-1977, they tested hypothesis that the rate of inflation
in. Nigeria is linearly related to the rates of growth of money stock, government expenditure,
especially deficits, and growth of government revenue, especially monetization of government
foreign exchange from oil exports. The result established some significant positive relationship
between inflation rate and growth in bank credit, growth of money supply and growth in
government expenditure, while the relationship with growth of government revenue was uncertain.

Osakwe (1983) attempted to verify the amount of government expenditure which affected money
supply in the eleven year period 1970-1980 using quarterly data. Significant statistical relationship
obtained from the analyses showed strong relationship between increases in net current
expenditure and growth in money supply on the one hano, and growth in money supply and
inflation on the other hand. Further increase in money wage rate and money supply (with lag-in
effect were identified as the two most important factors which influenced the movement of prices
during the period.

Egwaikhide et al (199L1·) in a study titled "Exchange rate Depreciation, Budget Deficit and
inflation: The Niger ian Experience' examined the qualitative effects of exchange rate depreciation
on inflation, government r-evenues and expenditures and money supply in Nigeria. The findings
revealed that domestic money supply, real output, the shadow price of exchange rate (the parallel
market exchange rate) and more recently official exchange rate are the proximate causes of
inflation in Nigeria, In a related study Ariyo and Raheem (1991) made an in-depth investigation of
the impact of fiscal deficit on the level and direction of economic growth and development as
might be reflected in the behavior of key macro-economic indications such as current account
balance, government investment, private investment, inflation, interest rare, external and internal
debts profiles etc. The finding also confirmed a direct relationship between fiscal deficit and
inflation.

Asogu (1991) considered factors such as money supply, its lagged values, domestic credit real
output, net exports, and r.ot government expenditure in a single equation model. The results showed
that money supply variable and its lag were not significant al least when annual data were used in
the estimation in addition, changes in real income were significant and had an inverse relationship
with the rate of inflation. Further, domestic credit was not significant, while government
expenditure even though statistically significant, had a wrong sign.

related domestic money supply to inflation using fisher's type of equation since there seems to exist
a direct correlation between general price level and measures of deficit financing over the 1957-
1970 time period, he concluded that less emphasis in deficit financing may limit the growth of price
inflation. In Akinnifesi (1984) factors such as changes in money supply, lagged changes in money
supply, government deficit expenditure, industrial production and food price indices were variables
captured, while changes in the annual data for 1960-1983 were used in empirical estimation. The
study showed that changes in the above factors jointly explained inflationary tendencies in Nigeria.
The study, however, emphasized that increases in government expenditure financed by
monetization of oil revenue and credit from banking system were responsible for the expansion of
money supply, which in turn, with a lagged-in-effect contributed immensely to inflationary
tendencies.
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The functional relationship between dependent and the independent variables in our study were
established as follows
INF f(TFGE) ------------------------------- ----------------5.11
TNF f(RFGE, CFGE) --------------------------------------- 5.12

The ECM technique represents an alternative of presenting long-run equilibrium relationship
between variables. It shows the dynamic error analysis of the co-integrated variables. As such in
this wcrk, the first step to the ECM analysis is the estimation of the following models: 5:11 - 5. 14
below

5.1 THE MODEL
For the purpose of arriving at a dependable and unbiased analysis, we employed a secondary data
obtained from Central Bank of Nigeria. Information was gathered on such variables as Inflation,
Total Federal Government Expenditure, Recurrent Federal Government Expenditure, Capital
Federal Government Expenditure, Money Supply, Interest rate covering the period 1970 - 2005.

The aim of the co-integration method analysis is to establish long-run equilibrium relationship
between variables. In the Engle Granger co-integration analysis, variables of consideration are said
to be co-integrated or have long-run equilibrium relationship if the OLS regression of one variable
on the others; their residuals as the proxy for their combination are integrated less than original
variable. For instance, if the variables are integrated of order one, 1(1), then the residuals of the
variables are less integrated than the original variables and should be integrated of order zero, 1(0)
such as the residuals are stationary; 1(0). Alternatively, co-integration exists among the variable if
they an: integrated of the same level. The implication of this analysis is that the deviation or drift
may occur between the variables, but this is temporary as equilibrium holds in the long-run for
them.

The essence of the problem lies with the presence of spurious regression which arises where the
regression of non-stationary series, which are known to be unrelated, indicates that the series are
correlated. This has led to the introduction of a more comprehensive treatment of the time-series
characteristics into economics modeling and the development of the notion of cointegration.

The contrast between stationary and non-stationary series can be illustrated by the following model:
ht=Iih. -t+et: ho= S.O
A stationary series is one where the absolute value of cD is less than 1. Stationary series have a finite
variance, transitory innovations from the mean, and a tendency for the series to return to its mean
value. In contrast, the non-stationary series is one where the absolute value of cD is greater or equal
to I.Non-stationary series have a variance which I asymptotic infinite; the series rarely cross the
mean (in finite samples), and innovations to the series are permanent.

This research employed Cointegration and Error Correction Model (ECM) techniques. It has been
observed recently that virtually, the body of statistical estimation theory is based on asymptotic
convergence theorems which assume that data series are stationary. However, econometric tools are
increasingly being brought to bear on non- stationary data which are not even asymptotically
consistent with the notions of convergence. Furthermore, far from being a special case, non
stationary is extremely common in macroeconomic time-series such as income, consumption,
money, prices and trade data.

5.0 METHODOLOGY
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The result from the stationary test above therefore calls for long-run relationships.

Author's ComputationSource:

VARIABLE ADF ORDER OF INTEGRATION
t. INF -5.685169 1(1)
~TFGE ).314057 1(1)
~RFGE 3.855476 1(1)
t.CFGE -4.221047 1(1)
~MOS 2.6782:53 1(1)
~INTR -6.829112 I (I)

1% Critical Values for the test is -3.6422
j% Critical Values for the test is -2.9527
10% Critical Values for the test is -2.6148

The summarized result presented in Table 5A shows that at various levels of significance

(l%, 5% and 10%), all the variables were found to be integrated of order 1, and that is,

they are 1(1).

TABLE SA: STATIONARITY TEST AT 1ST DIFFERENCE (1970-2005)

UNIT ROOT TEST RESULTS5.2

Where Y3 = INF, Xl= TFGE, X2 =RFGE, X3 = CFGE, X6 = MOS, X, = !NT
The data were analyzed using computer based on the E-"iew software.

In Y 3 == Wo + WI In X2 + w21n X:;+ V/3 In X6 -+ W4 In Xs + AI5 5.22

In Y3 == C + f In X, + A3-------------------------------------------------------- 5.19

In Y3= 0 + P In X2+ q In X3+ 107 ------:------------------------------------5.20

In Y3 = 10 + 11 In Xl + 12 In X6 + 13 In Xs + 10] I ------------------------ 5.21

Log INF= vo+ v] log RFGE + v210g CFGE + v310g MOS -t- v410g INTR + A14--- 5.18

Thus the mathematical forms of the model are as follows:

Equations 5.11 - 5.14 above were tried with both linear and log linear specifications and log
specification was accepted, judging in terms of goodness of fit, precision of estimates and a
tolerable level of multicollinearity. Thus, transforming the functional relationships of 5.11 - 5.14
into logarithmic equations, we have
Log INF= c + d log TFGE + A2---------------------------- ----------------5.15

Log INF=I+m log RFGE + n log CFGE + },6-------- -------------------- 5.16

Log INF= f30+ f3]log TFGE + f3210gMOS + f33log INTR + AJO--------5.17

INF f(TFGE, MOS, INTR) ------------------------------- 5.13
INF f(RFGE, CFGE, MOS, INTR) ---------------------- 5.14
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From Model 5.20, the result shows that the overall regression of the model was not significant. The
error correction coefficient was low and significant at 10%. Also the R2 statistic indicates that
recurrent and capital expenditure explained 38.3% of the variability in the rate of inflation. The
result further showed that some of the coefficients of the variables of interest have the expected
signs which some do not. The apriori expectation of the sign of current value of recurrent
expenditure was not met. This is significant at 10S,'O. This shows that recurrent expenditure
positively affected inflations. For capital expenditure the signs met the apriori expectation which
indicates that capital expenditure could be used to reduce inflation.

From ModelS .21, the result shows that the overall regression of the above model was significant
at 10% the errol' correction coefficient was very low, 1 ightiy signed and not significant. Also the K
squared statistic indicates that the model explains 59.3% of the variability in the rate of inflation
due to changes in TFGE, MOS and INTR.

Again, some of the coefficients of the variables of interest have the expected signs while some do
not. The current values of MOS and INTR conform to apriori expectations. However, that of total
government expenditure was not met. This shows that TFGE negatively affects inflation.

The rate of adjustment parameter was rightly signed, relatively low and insignificant!. This shows
that inflation in Nigeria for the period does adjust fairly to changes in TFGE, MOS and INTR.

Prom Model 5.19, the result shows that the short run dynamic adjustment model TFGE explained
34.9% change in inflation. This means that the coefficient of determination is low. The overall
regression was not significant. The error correction coefficient was very low, not rightly signed
and not significant. The apriori expectation of the signs of the past (lag 3.4 and 5) values of total
federal government expenditure was not met. This means that in the past years, increases in total
federal government expenditure leads to increase in inflation in Nigeria though no! significant.
This suggests inefficiency of the government: associated with the management of public funds.

5.5 DISCUSSION OF FINDINGS

In order to develop the error correction model, the lagged residuals from the cointegrating
regression are incorporated in an OLS estimation incorporating the first differences of all the
variables and the differences of all the variables from the cointegrating vector as independent
variable. The methodology employed in deriving the preferred short-run dynamic model is the
general- specific approach. Initially, a highly general error correction model was specified, which
included lags lip to the fifth order. This general model was then tested in order to arrive at a
parsimonious preferred short-run dynamic specification.(See appendix for results)

5.4 ERROR CORRECTION MODEL

From the results, it show that the variables in the four (4) models are cointegrated, that is, there
exist a long-run relationship among the variables. (See appendix).

Here, we present the existence of long-run equilibrium relationship between our variables in each
of the models. As stated earlier, non - stationary time series can be co integrated if there is a linear
combination of them that is stationary, that is, the combination does not have a stochastic trend.
The linear combination is the cointegration equation. The co integration tests are based on th~
Johansen (1989) test.

5.3 COINTEGRA TION TEST RESULTS

Vol.3, No.1 April 2009Journal of Finance, Banking and Investment



1I0

7.0 CONCLUSION
This study sets out to investigate the impact of public spending of Nigeria on macroeconomic
stabilization variable of Inflation. The study used the econometric method of cointegration and
Error Correction Method (ECM). The research covered the period of 1970-2005 (36 years period).

The above results present some policy implications
The Government of Nigeria can comfortably regulate the levels of inflation in the economy by
controlling the levels of its expenditures. This could be achieved by: a) Fund allocated :0 the
capital expenditure should be increased. b) There should be reduction in the allocation of funds to
recurrent expenditure. C) Extra-budgetary spending should be avoided because it result in plans
distortions and creates room for wasteful and corrupt use of public resources which has great
negative effects on price stability. Thus "it does appear that the above result would verify the
efficacy of Keynesian's fiscal policy model as a veritable tool to combating inflation in developing
countries. Given this, fiscal policy may be relied upon to combat inflation in developing countries
such as Nigeria".

6.1 POLICY IMPLICATIONS

The results established some significant positive relationship between inflation rate and recurrent
Federal government expenditure and money supply. This is evident in the allocation of higher
amount cf funds to recurrent expenditure than capital expenditure. Though that there i<; a negative
.relationship between inflation and total federal government expenditure, it WaS not significant.
Therefore, the significant positive relationship with recurrent expenditure could be attributed
largely to reckless and poor management of public expenditure by government officials with
widespread corruption. Again, this reckless increase in money supply without due regard for the
absorptive capacity of the economy will always result to increase in the prices of goods and
services (inflation). Furthermore, the results showed that there is negative insignificant relationship
between inflation and interest rate (rediscount rate).

6.0 SUMMARY OF FINDINGS

The coefficients of MOS and INTR are insignificant as can be seen from the result. This result
further showed clearly that interest rate could be used to fight inflation in the country. This is
because as could be seen in the result that both the current and lagged values are negative. This
shows that an increase in interest rate will reduce inflation.

From Model 5.22, the overall regression of the above model was not significant. The error
correction coefficient was very low and highly in significant. The coefficient of determination
(R2) shows that the model explained 60.5% of changes in inflation.

The signs of the current value ofRFGE and MOS were positive. This means that RFGE and MOS
have positively affected inflation in Nigeria. This is very revealing in the Nigeria case. For the
thirty-six years under review recurrent expenditure has exceeded capital expenditure for 25 years.
This means that it is only in 11 years (30.6%) that capital expenditure has exceeded current
expenditure. The lagged values of RFGE equally showed the same result. This is an indication that
both current and past (lag 3 and 4) positively affect the rate of inflation in Nigeria. This suggests
inefficiency of the government associated with the use of public funds. Extra- budgetary
Expenditure comes readily in mind.
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Analysis from the estimations suggests that while government capital expenditure can potentially
reduce inflation, recurrent expenditure leads to increase in inflation. This study stated that the
commitment of a higher proportion of government expenditure to recurrent expenditure, while
Capital Expenditure are residuals or left over adversely affect price stability.

The study examines stochastic characteristic of each time series by testing their stationarily using
Augmented Dicky Fuller (ADF) and Philip Pearson (PP) test. Then, the casual linkage from short
run adj ustment of individual variables is explored using the parsimonious error correction model.

Itwas found in the results that all the variables were integrated of order 1. That is, all the variables
under consideration were stationary at first difference 1 (1). The englogranger 2-step approach
revealed that there is a long-run relationship among the variables.
The evidence from the error correction model results showed that to some extent that the level of
impact of federal government expenditure on the selected macroeconomic variable of inflation
adjusts rapidly well to changes in the explanatory variables indicating the existence of long-run
relationship between them.
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Source: CBN STATISTICAL BULLETIN (VARIOUS ISSlJES).
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1973 5.4 963.5 565.7 1414.0 4.50
1972 3.2 1012.3 451.3 1161.3 4.50
1971 16.0 823.6 173.6 1005.3 4.50
1970 13.8 716.1 187.8 949.9 4.50

Recurrent Capital
YEAR ' INF Expenditure Expenditure MOS INTR

10.00

APPENDIX
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*(**) denotes rejection of the hypothesis at 5%(1 %) significance level

L.R. test indicates 4 cointegrating equation(s) at 5% significance level

Source: Author's Computation

MODEL 3

Likelihood 5 Percent 1 Percent _jHv othesized

EigenvalueRatio Critical Value Critical Value No.ofeEes)
I0.899874 147.6439 47.21 54.46 None **

0.735076 74.00142 29.68 35.46 At most

1**

0.571805 31.49541 15.41 20.04 At most 2

**

0.127206 4.353792 3.76 6.65 At most 3 *

*(**) denotes rejection of the hypothesis at 5%(1 %) significance level

L.R. test indicates2 cointegrating equation(s) at 5% significance level

1 Percent Hypothesized

Critical Value No.ofeE(s)

35.65 None **

20.04 At most 1 **

6.65 At most 2

MODEL 2

Likelihood 5 Percent

Eigenvalue Ratio Critical Value

0.185GB 82.92473 29.68

0.6489i3 33.63510 15.41

0.004367 0.140052 _.,7 r.).. 0

*(*") denotes rejection of the hypothesis at 5%(1 %) significance level

L.R. test indicates 2 cointegrating equation(s) at 5% significance level

Source' Author's Computation

At most 1 *

None **20.04

6.65

15.41

3.76

0.655068 39.28521

0.1506='4 5.224124

Hypothesized

No.ofCE(s)

1 Percent

Critical ValueCritical ValueEigenvalue Ratio

Likelihood 5 Percent

COINTEGRA nON RESULTS

MODELl
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*C*) denotes rejection of the hypothesis at 5%(1 %) significance level

L.R. test indicatesf cointegrating equation(s) at 5% significance level

Source: Author's Computation

MODEL 4

Likelihood 5 Percent 1 Percent

Hypothesized

EigenvalueRatio Critical Value Critical Value No.ofCE(s)

0.965963 241.2090 68.52 76.07 None **
0.809562 133.0388 47.21 54.46 At most

1**

0.724944 79.96908 29.69 35.65 At most 2

**
0.566024 38.66416 15.41 20.04 At most 3

**
0.311672 11.95167 3.76 6.65 At most 4

* :~

Vol.3, No.1 April 2009Journal of Finance, Banking and Investment
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Adjusted R-squared -0.048703 S.D. dependent var 16.691531

S.L of regression 17.09316 Akaike info criterion 8.8044091
Sum squared resid 5259.1'12 Schwarz criterion 9.364887

Log likelihood -120.0661 F-statistic 0.877563

Durbin- Watson stat 1.844150 Prob(F -statistic) 0.576054

Source: Author's Computation

Journal of Finance, Banking and Investment

ERROR CORRECTION MODEL RESULT

MODEL 1

Sample (adjusted): 1976-2005

Included observations: 30 after adjusting endpoints

Variable Coefficient Std. Error t-Statistic Prob.

C 3.511309 4.326385 0.811603 0.4276

D(1NF (-1) -0.214332 0.228350 -1.026195 0.3184

D(INF(-2) -0626718 0.236556 -2.649347 0.0163

D(INF(-3)) -0.234585 0.236220 -0.993082 0.3338

D(1NF(-4» -0425205 0.272666 -l.55 943 i) 0.1363

D(TFGE) -L57E-05 6.:58E-05 -0.238377 0.8143

D(TFGE(-l») -0.000157 8.9·1E-05 -l.754429 0.0964

D(TFG2(-2» -9.70E-05 0.000104 -0.936816 0.3613

DlTFGE(-3» 3.81E-05 6.87E-05 0.553825 0.5865

D(TFGE( -4) 0.000145 0.000101 1.43tl12 0.168'1

D(TFGE(-5» 7.98E-05 9.31 E-05 0.857190 0.4026

ECM(-I) 1.19E-06 1.12E-06 1.063540 U.3016

R-squared 0.349081 Mean dependent var -0.533333
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Sample(adjusted): 19752005

Included observations: 31 after adjusting endpoints

Variable Coefficient Std. Error t-Statistic Prob.

C 4.022477 3.696853 1.088081 0.2889

D(INF(-2» -0.610645 0.200548 -3.044880 0.0062

D(lNF(-4» -0.337568 0.229173 -1.472985 0.1556

D(RFGE) 0.000148 7.92E-05 1.870681 0.0754

D(RFGE(-I» -0.000288 0.000134 -2.147079 0.0436

D(RFGE(-4» 0.000239 0.000161 1.488418 0.1 S J 5

D(CFGE) -0.000154 7.57E-05 -2.036702 0.0545

D(CFGE(-I» -8.74E-05 5.52E-05 -1.582601 0.1285

D(CFGE(-4» -5.95E-05 6.84E-05 -0.869203 0.3946

ECM(-1) 1.77£-06 9.34E-07' 1.894938 0.0720

R-squared 0.382700 mean dependent var 0.145161

Adjusted Rvsquared 0.118142 S.D. dependent var 16.84017

S.E.o£'iegression 15.81414 Akaike info criterion 8.615383

Sum squareo resid 5251.829 Schwarz criterion 9.077959

Log likelihood -123.5384 F-statistic 1.446566

Durbin Watson stat 2.350264 Prob(F -statistic) 0.231501

Source: Author's Computation

MODEL 3

I
I
Sample(adjusted): 1975 2005

Included observations: 31 after adjusting endpoints

Variable Coefficient Std. Error t-Statistic Prob.

C 6.726848 3.525375 1.908123 0.0725

D(INF(-2» -0.404923 0.190831 -2.121895 0.0480

D(TFGE) -4.11E-05 4.04E-05 -1.017374 0.3225

MODEL 2

VoL3,. No.1 April 2009Journal of Finance, Banking and Investment
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Source: Author's Computation

MODEL 4

SampJe(adjusted): 1975 2005

lncluded observation 31 after adjusting endpoints

Variable Coefficient Std. Error t-Statistic Prob.

C 4.761103 6.884978 0.691520 0.5050

D(TNF(-1» -0.156960 0.370411 -0.423744 0.6807

D(lNF(-2» -0.471808 0.403192 -1.170181 0.2691

D(RFGE) 5.45E-05 0.000423 0.128777 0.9001

D(RFGE( -1» -7.33E-05 0.001382 -0.053014 0.9588

D(RFGE( -3» 0.000636 0.001045 0.608476 0.5564

D(RFGE( -4» 0.000689 0.001827 0.377255 0.7139

D(CFGE) -1.40E-05 0.000758 -0.018440 0.9857

D(CFGE( -1» 0.000234 0.00048 0.481786 0.6403

Journal of Finance, Banking and Investment Yol.3, No.1 April 2009

D(TFGE( -1» -0.000257 7.29E-05 -3.523986 0.0024

D(TFGE(-2» -0.000406 0.000111 -3.648562 0.0018

D(TFGE(-3» -0.000351 0.000125 -2.814649 0.0115

D(TFGE(-4» -0.000234 9.93E-05 -2.356939 0.0300

D(MOS) -0.000664 0.000175 3.790562 0.0013

DeMOS( -3» -0.000197 7.35E-05 -2.680091 0.0153

D(!NTR) -1.236046 0.949187 -1.302215 0.2093

D(fNTR(-l» -2.900525 1.088854 -2.663833 0.0158

D(INTR(-3» -2.182321 1.025836 -2.127359 0.0475

[CM(-l) -1.07E-06 8.56E-07 -1.249255 0,2276

R-:,quared 0.592650 mean dependent var 0.145161

f-'..Jjusted ;Z-squ ired 0.321083 S.D. dependent var 16.84017

S.B.ofregression 13.87569 Akaike info criterion 8.393248

Sum squa 'ed resid :46~.627 Schwarz criterion 8.994598

Log likelihood -117.0954 F-statistic 2.182337

Durbin Vhl~'~'~:stat 2.222853 Prob(F -statistic) 0.065362

[
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D(CFGE(-3» -0.000771 0.000919 -0.839272 0.4209

D(CFGE(-4» -0.000758 0.000630 -1.203047 0.2567

D(MOS) 5.67E-05 0.000689 0.082205 0.9361

D(MOS(-I» 0.000904 0.001308 0.691089 0.5052

D(MOS(-2» -0.000424 0.0001261 -0.336569 0.7434

D(MOS(-3» -0.000944 0.001646 -0.573297 0.5791

D(MOS(-4» -0.000268 0.000838 -0.320099 0.7555

D(INTR} -0.122959 2.074627 0.059268 0.9539

D(INTR(-I » -2.428699 2.645102 -0918187 0.3801

DCINTR(-2») -0.922921 2.700027 -0.341819 0.7396

D(INTR( -3» -1.965765 3.375144 -0.582424 0.5732

ECM(-l) 4.04E-07 2.99E-06 0.135414 0.8950

R-squared 0.605395 mean dependent var 0.145161

Adjusted R-squared -0.183815 S.D. dependent var 16.84017

S.E.ofregression 18.32265 Akaike info criterion 8.877590
Sum souared resid 3357.196 Schwarz criterion 9.849001

Log likelihood -116.6026 F-statistic 0.767090

Durbin Watson stat 2.311971 Prob(F-statistic) 0.706625

Source: Author's Computation
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1. INTRODUCTION
Trade openness refers to the systematic removal of administrative and other forms of controls on
the international capital movements, in order to improve the balance of payment, reduce temporary
shocks on income and consumption and to increase the rate of growth of the economy. The concept
of trade openness is in line with the provisions of the "Washington Accord" which recognized
interest rate liberalization, competitive exchange rate, investment inflows and deregulation of
economic activities (Obadiah, 2005). The opening of the Nigerian economy which started in 1986
with the liberalization of macro-economy gave rise to increased foreign investment, increased trade
and technology spillovers.

Trade openness has resulted in the removal of capital controls in emerging economies
thereby encouraging increased financial integration. Trade controls in form of taxes, outright
prohibitions or stringent procedures constitute major obstacles to foreign capital flows. When a
country opens up its economy, it usually experiences larger inflows of capital as foreign investors
react to the opportunity. Developing countries with low savings capacity, need foreign savings to
bridge the gap. These savings come inform of capital inflows which spur up economic activities.
For instance, the policy of bank consolidation gave rise to capital inflow of about N6.7 biIlon in
2005. Trade openness generates capital inflows which in turn transforms the general investment
environment, generates multiplier effects and enhances savings and output levels.

Tlis paper investigates empirically the impact of trade openness on the inflows of foreign direct investment
(FDI) in Nigeria during the period of economic liberalization (J 986-2G(6). AnnuI.11data Oil FDI inflows,
in'lation rate, total trade volume, oil exports, and government overall fiscal deficit/surplus were collected
through secondary sources. The data collected wzre analyzed using a semi log-linear regression method.
The results indicated that openness to trade impacted on the FDI inflows positively and significantly during
the economic liberalization period. This implies that, government resolve :0 open the economy to foreign
investors contributed greatly to inflows of FDJ Also the results from the control variables indicated that
besides openness to trade, the availability of natural resources has promoted inflows of FDl, while price
instability had retarded it. The study recommends that government should continue to embrace the policy of
trade openness.fiscal discipline among others to attract greater FDI inflows.
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