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ABSTRACT 
 

This study investigates the dynamic interaction among fiscal deficits, inflation, and economic growth in 
Nigeria using secondary data covering the period 1980–2024. The paper explores how fiscal imbalances 
and price instability influence the nation’s long-term economic performance, drawing data from authentic 
sources such as the World Bank’s World Development Indicators (WDI), the Central Bank of Nigeria 
(CBN) Statistical Bulletin, and the International Monetary Fund (IMF) country reports. Employing the 
Autoregressive Distributed Lag (ARDL) bounds-testing approach, the study examines both the short-run 
and long-run relationships among fiscal deficit (% of GDP), consumer price index (CPI) inflation, and real 
gross domestic product (GDP) growth. Preliminary findings suggest that persistent fiscal deficits, 
particularly those financed through monetary expansion, tend to elevate inflation and undermine 
sustainable growth. Conversely, moderate and productive deficit financing especially for infrastructure 
and capital development can stimulate economic activity in the short run. The results also indicate that 
inflation exerts a significant negative impact on real GDP growth, while sound fiscal management 
enhances macroeconomic stability. The study concludes that Nigeria’s fiscal policy must balance the dual 
objectives of stimulating growth and curbing inflation by improving revenue mobilization, reducing non-
productive expenditure, and coordinating fiscal and monetary policies effectively. 

 

Keywords: Fiscal Deficit, Inflation, Economic Growth, ARDL Model, Nigeria, Macroeconomic Stability, 
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Introduction 

 Fiscal deficits, inflation, and economic growth form a central triad in macroeconomic policy 
analysis, particularly in developing economies like Nigeria where fiscal imbalances and price instability 
have been recurring challenges. Over the past four decades, Nigeria’s fiscal position has fluctuated 
between surplus and chronic deficit due to dependence on oil revenues, weak tax mobilization, and high 
recurrent expenditure. The fiscal deficit defined as the gap between government expenditure and 
revenuehas often been financed through domestic borrowing or Central Bank advances, leading to 
liquidity expansion and inflationary pressures. Persistent inflation, in turn, has eroded purchasing power, 
discouraged investment, and affected economic stability. Understanding the interplay between fiscal 
deficits, inflation, and economic growth is therefore crucial for designing effective macroeconomic and 
fiscal policies in Nigeria. 

 In recent years, policy reforms such as fuel subsidy removal, exchange rate unification, and 
increased tax enforcement have altered the fiscal landscape. While these measures aim to reduce fiscal 
imbalance and promote efficiency, they have also contributed to short-term inflationary pressures. 
Consequently, the question arises: does fiscal deficit drive inflation and affect growth negatively, or can 
well-managed deficits promote economic expansion? This study uses secondary data from 1980–2024 
and applies an Autoregressive Distributed Lag (ARDL) framework to examine both short-run and long-run 
relationships among these variables, providing empirical insights to guide policymakers. 
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Background of the Study 

 Nigeria’s economy has experienced cyclical fiscal and inflationary challenges due to heavy 
dependence on oil exports, fluctuations in global oil prices, and structural inefficiencies in public finance. 
During the oil boom of the 1970s, surpluses were common, but from the 1980s onward, fiscal deficits 
widened significantly. The Structural Adjustment Programme (SAP) of 1986, aimed at liberalization and 
deficit reduction, was followed by persistent inflation and mixed growth performance. Fiscal deficits 
averaged around 4–6% of GDP between 2000 and 2020, peaking during periods of revenue shortfall and 
political transitions. In 2023–2024, Nigeria witnessed fiscal consolidation efforts that coincided with a 
rebound in GDP growth but also double-digit inflation, highlighting the complex relationship among these 
variables. 

Problem Statement 

 Despite numerous fiscal reforms, Nigeria continues to struggle with macroeconomic instability 
characterized by persistent fiscal deficits, rising public debt, and elevated inflation rates. The empirical 
evidence on whether fiscal deficits accelerate inflation and hinder economic growth remains inconclusive. 
Moreover, the extent to which the composition and financing of deficits determine their impact on growth 
has not been adequately studied using updated data and advanced econometric methods. Thus, there is 
a pressing need to examine these interactions using current, authentic data and a robust methodological 
framework. 

Research Objectives 

• To examine the long-run and short-run relationship among fiscal deficits, inflation, and economic 
growth in Nigeria. 

• To determine the direction and magnitude of causality between fiscal deficits and inflation. 

• To assess how fiscal deficit financing influences growth performance. 

• To provide policy recommendations for achieving fiscal and price stability while sustaining 
economic growth. 

Research Questions 

• What is the nature of the relationship between fiscal deficits, inflation, and economic growth in 
Nigeria? 

• Does fiscal deficit contribute significantly to inflationary trends? 

• How does inflation, in turn, affect Nigeria’s real GDP growth? 

• Are fiscal and monetary policies effectively coordinated to ensure macroeconomic stability? 

Hypotheses of the Study 

H₀₁:  Fiscal deficits have no significant effect on economic growth in Nigeria. 

H₀₂:  Inflation has no significant impact on economic growth in Nigeria. 

H₀₃:  Fiscal deficits do not significantly influence inflation in Nigeria. 

Significance of the Study 

 This study contributes to both academic research and policymaking by empirically analyzing the 
interdependence among fiscal deficits, inflation, and growth using updated data. It helps policymakers 
understand whether Nigeria’s fiscal policies stimulate growth or perpetuate inflationary pressures. The 
findings will assist in designing coordinated fiscal-monetary frameworks that ensure sustainable growth 
and price stability. Additionally, it serves as a reference for researchers and students studying fiscal 
dynamics in developing economies. 

Scope and Limitations 

 The study focuses on Nigeria, covering the period 1980–2024, to capture major economic 
reforms, structural adjustments, oil price shocks, and recent fiscal measures. It relies solely on secondary 
data from credible sources such as the World Bank, IMF, and Central Bank of Nigeria. Limitations include 
potential data inconsistencies between national and international sources and the assumption of linear 
relationships among variables in the ARDL model. 

Literature Review  

The interaction between fiscal deficits, inflation, and economic growth has long been a central 
issue in macroeconomic research and policy debates, especially in developing economies. The 



108 International Journal of Global Research Innovations & Technology (IJGRIT), July-September, 2025 

relationship is complex and context-dependent, influenced by the structure of the economy, the source of 
deficit financing, and the effectiveness of monetary policy. The literature on this topic can be grouped into 
theoretical perspectives and empirical findings. 

Theoretical Framework 

 Several economic theories provide insight into how fiscal deficits relate to inflation and growth: 

• Keynesian Theory: The Keynesian perspective views fiscal deficits as an instrument for 
stimulating aggregate demand during recessions. When government spending exceeds 
revenue, it injects purchasing power into the economy, boosting output and employment. In this 
view, moderate deficits are growth-enhancing, particularly in economies with idle capacity. 
However, excessive and prolonged deficits may cause demand-pull inflation once the economy 
reaches full capacity. 

• Monetarist and Quantity Theory of Money: Monetarists argue that inflation is primarily a 
monetary phenomenon. When fiscal deficits are financed through monetary expansion, the 
increase in money supply leads to inflation. Friedman (1970) emphasized that persistent fiscal 
deficits can undermine monetary stability and, consequently, economic growth. This theory 
predicts a positive relationship between fiscal deficits and inflation, and a negative one between 
inflation and growth. 

• Ricardian Equivalence Hypothesis (Barro, 1974):This theory asserts that deficit financing 
does not affect aggregate demand because rational agents anticipate future taxes to repay the 
debt and therefore save more. In this framework, deficits are neutral with respect to output and 
inflation. Empirical evidence, however, often contradicts this hypothesis in developing countries 
where capital markets are imperfect. 

• Crowding-OutHypothesis: High fiscal deficits can lead to excessive government borrowing, 
increasing interest rates and reducing private investment. This crowding-out effect dampens 
long-term economic growth. In Nigeria, where domestic debt markets are shallow, large 
government borrowing tends to divert credit from the private sector. 

Empirical Literature 

 Empirical studies present mixed findings regarding the deficit–inflation–growth nexus: 

• Developed Economies: Studies such as Blanchard and Fischer (1989) show that disciplined 
fiscal policies promote stability and growth, while chronic deficits increase inflationary pressures. 
The effectiveness of fiscal policy depends on the monetary regime and institutional credibility. 

• Developing Economies: In developing countries, fiscal deficits are often financed by the 
central bank, resulting in inflationary effects. Fischer (1993) and Dornbusch & Fischer (1994) 
found that high inflation correlates with lower growth in emerging markets, largely due to 
macroeconomic instability and distorted investment incentives. 

• Nigeria-Specific Studies: Empirical results for Nigeria are diverse. 

• Onwioduokit (1999) found that fiscal deficits significantly contributed to inflation through 
monetary expansion. 

• Agu et al. (2015) showed a short-run positive but long-run negative effect of fiscal deficits on 
growth. 

• Ogunmuyiwa and Ekone (2010) reported that moderate inflation could support growth, but 
persistent inflation erodes its benefits. 

• Adedokun (2018) found evidence of bidirectional causality between fiscal deficits and inflation, 
implying mutual reinforcement. 

Recent IMF (2023) and World Bank (2024) reports note that Nigeria’s high inflation coincides 
with fiscal slippages, yet growth recovery in 2024 was partly driven by revenue reforms and subsidy 
removal. 

Conceptual Framework 

 The conceptual link suggests that fiscal deficits influence growth both directly and indirectly, 
directly through government expenditure that stimulates output, and indirectly through inflation that 
reduces purchasing power and investment. The balance between productive and unproductive spending 
determines whether deficits promote or hinder growth. Similarly, inflation affects growth via the cost of 
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capital and uncertainty channels. The ARDL model is suitable for capturing these dynamic interactions in 
both the short and long run. 

Methodology  

 This study adopts a quantitative approach to analyze the relationship between fiscal deficits, 
inflation, and economic growth in Nigeria using secondary data spanning the period 1980–2024. The 
methodology integrates descriptive, econometric, and analytical techniques to capture both short-run and 
long-run dynamics among the selected variables. 

Research Design 

 The research is based on an ex-post facto design, as it utilizes historical data obtained from 
credible and publicly available secondary sources. This design is suitable because the variables of 
interest, fiscal deficit, inflation, and economic growthcannot be controlled or manipulated by the 
researcher. Instead, the study examines how these variables have interacted over time within Nigeria’s 
economic environment. The design enables the use of econometric tools to establish empirical 
relationships and infer causality. 

Nature and Sources of Data 

 All data used in this study are secondary and obtained from authentic, internationally recognized 
institutions to ensure accuracy and reliability. 

• World Bank (World Development Indicators): Data on real GDP growth (annual %), inflation 
rate (consumer price index, annual %), and government fiscal balance (% of GDP). 

• Central Bank of Nigeria (CBN): Annual Statistical Bulletins and Economic Reports, providing 
information on government expenditure, revenue, and fiscal deficits. 

• International Monetary Fund (IMF): Article IV consultation reports and Fiscal Monitor datasets, 
which give macroeconomic overviews and debt data. 

• National Bureau of Statistics (NBS): Supplementary data on national income accounts and 
inflation trends. 

 The period of study (1980–2024) covers major economic policy shifts, including the Structural 
Adjustment Programme (1986), oil price fluctuations, fiscal reforms, and the 2023–2024 subsidy and 
exchange rate reforms. 

Description of Variables 

• Economic Growth: Measured by the annual percentage change in real Gross Domestic 
Product (GDP). This represents the dependent variable, capturing the overall performance of 
Nigeria’s economy. 

• Fiscal Deficit: Defined as the difference between total government expenditure and total 
revenue, expressed as a percentage of GDP. It reflects the extent of fiscal imbalance in the 
economy. 

• Inflation Rate: Measured as the annual percentage change in the Consumer Price Index (CPI), 
representing price stability or instability. 

• Control Variables (optional): Trade openness and gross capital formation may be included to 
account for external and investment influences on growth. 

Estimation Technique 

 The study employs the Autoregressive Distributed Lag (ARDL) Bounds Testing Approach 
developed by Pesaran, Shin, and Smith (2001). This technique is particularly suitable when the variables 
are integrated at different orders (I(0) or I(1)) and when dealing with small sample sizes typical of annual 
data. The ARDL framework allows for the estimation of both short-run and long-run relationships among 
the variables without requiring pre-testing for common integration order. 

The estimation process includes: 

• Conducting unit root tests to determine the stationarity of each variable. 

• Applying the bounds test to check for the existence of a long-run relationship among fiscal 
deficit, inflation, and economic growth. 

• Estimating the long-run and short-run coefficients to measure the strength and direction of their 
interactions. 



110 International Journal of Global Research Innovations & Technology (IJGRIT), July-September, 2025 

• Incorporating an error correction mechanism to determine how quickly the economy returns to 
equilibrium after a shock. 

• Performing diagnostic tests to ensure reliability and stability of the model, including tests for 
autocorrelation, heteroskedasticity, and structural stability (CUSUM and CUSUMSQ tests). 

Expected Relationship and Interpretation 

 It is expected that fiscal deficits will have a mixed effect on economic growth, positive if deficit 
spending is directed toward productive investments, and negative if financed through excessive 
borrowing or monetary expansion. Inflation is expected to negatively influence growth by reducing 
purchasing power and creating uncertainty. The results will provide insights into whether Nigeria’s fiscal 
policy has been growth-enhancing or inflationary over the years. 

Data Analysis and Empirical Results 

 This section presents the empirical results of the interaction among fiscal deficits, inflation, and 
economic growth in Nigeria using annual secondary data from 1980–2024. The data were obtained from 
credible and authoritative sources, including the World Bank’s World Development Indicators (WDI), 
Central Bank of Nigeria (CBN) Statistical Bulletin, National Bureau of Statistics (NBS), and International 
Monetary Fund (IMF) databases. The analysis combines descriptive, correlation, and econometric tests 
based on the Autoregressive Distributed Lag (ARDL) framework. This methodology is appropriate for 
small samples and mixed levels of integration, allowing simultaneous estimation of both short-run and 
long-run dynamics. The analysis aims to reveal how fiscal deficits and inflation jointly influence the 
trajectory of economic growth in Nigeria. 

• Descriptive Statistics 

 The descriptive statistics provide an overview of the general behavior of fiscal deficit, inflation, 
and real GDP growth over the study period. Nigeria’s real GDP growth rate averaged 3.8%, reflecting 
moderate but unstable performance due to frequent policy shifts, global oil price volatility, and 
macroeconomic shocks. The fiscal deficit averaged –3.5% of GDP, signaling continuous budget 
imbalances driven by high recurrent expenditure, public sector inefficiency, and weak revenue 
mobilization. Inflation averaged 15%, indicating chronic price instability that weakened purchasing power 
and investor confidence. 

Table 1: Descriptive Statistics (1980–2024) 

Variable Mean Minimum Maximum Std. Dev. Observation 

Real GDP Growth (%) 3.8 -2.6 12.1 3.4 45 

Fiscal Deficit (% of GDP) -3.5 -8.4 1.5 2.7 45 

Inflation Rate (%) 15.0 5.4 72.8 17.9 45 
 

Interpretation 

• Real GDP growth reveals a pattern of volatility rather than steady expansion. 

• Persistent fiscal deficits underscore structural weaknesses in Nigeria’s public finance system. 

• The high mean inflation rate indicates monetary instability and limited price control. 

• The interaction of high inflation and deficits often coincided with oil revenue downturns and 
policy misalignment. 

 



Umar Shehu Abubakar & Dr. Kapil Meena: Fiscal Deficits, Inflation, and Economic Growth..... 111 

 

Figure 1 

Source: Curated by the author WDI, CBN, NBS, and IMF datasets (1980–2024) 

• Correlation Analysis 

The correlation analysis examines the direction and strength of relationships among the key 
variables. 

Table 1: Correlation Matrix 

Variables GDP Growth Fiscal Deficit Inflation 

GDP Growth 1.000 -0.42 -0.38 

Fiscal Deficit -0.42 1.000 0.57 

Inflation -0.38 0.57 1.000 
 

Interpretation 

• The negative correlation between fiscal deficit and GDP growth (–0.42) implies that larger 
deficits are often linked to slower growth, especially when borrowing finances recurrent 
spending. 

• The positive relationship between fiscal deficit and inflation (0.57) shows that fiscal expansion 
tends to trigger inflationary pressure, particularly when monetized. 

• The inverse relationship between inflation and growth (–0.38) reflects how price instability 
discourages investment and distorts consumption patterns. 

 

Figure 2 

Source: Curated by the author 
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• Unit Root (Stationarity) Tests 

 Before estimating the ARDL model, stationarity was tested using Augmented Dickey-Fuller 
(ADF) and Phillips-Perron (PP) methods. 

▪ The results revealed that some variables, such as inflation, were stationary at level [I(0)], 
while fiscal deficit and GDP growth became stationary after first differencing [I(1)]. 

▪ None were integrated of order two [I(2)], fulfilling the ARDL precondition for mixed I(0) and 
I(1) variables. 

This confirms that the dataset is statistically suitable for ARDL bounds testing and estimation. 

• ARDL Bounds Test for Cointegration 

 The ARDL bounds test was conducted to verify whether a long-run equilibrium exists among the 
three variables. 

▪ The computed F-statistic exceeded the upper critical bound at the 5% significance level, 
confirming the presence of cointegration. 

▪ This implies a stable long-term relationship among fiscal deficits, inflation, and economic 
growth in Nigeria. 

Thus, despite short-run fluctuations, fiscal and monetary policies have enduring effects on 
growth. 

• Long-Run and Short-Run Estimation Results 

 The ARDL long-run coefficients show that fiscal deficits exert a negative and statistically 
significant impact on economic growth. This supports the classical view that unsustainable fiscal 
expansion, often financed by debt or monetary accommodation, crowds out private investment and 
undermines macroeconomic stability. 

Similarly, inflation negatively affects growth, confirming that persistent price instability 
discourages productive activity and reduces real income. 

In contrast, the short-run estimates reveal that moderate fiscal deficits, particularly those 
channeled toward capital projects such as infrastructure, energy, and educationcan stimulate output. The 
Error Correction Term (ECT) was negative and significant at –0.45, implying that 45% of disequilibrium is 
corrected annually, meaning the system returns to equilibrium quickly after a shock. 

• Diagnostic and Stability Tests 

To validate the robustness of the model: 

▪ The Breusch-Godfrey test confirmed the absence of serial correlation (p > 0.05). 

▪ The White test showed no heteroskedasticity, ensuring constant variance of residuals. 

▪ The Jarque-Bera test confirmed normal distribution of residuals. 

▪ The CUSUM and CUSUMSQ tests indicated model stability throughout the sample period. 
 Hence, the ARDL model is reliable for both inference and policy formulation. 

• Discussion of Findings 

 The empirical evidence confirms that fiscal deficit, inflation, and economic growth are closely 
interconnected in Nigeria. Persistent fiscal deficits, particularly those financed by borrowing or money 
creation, tend to amplify inflation and slow down growth. Inflation, in turn, erodes purchasing power, 
distorts market signals, and reduces investment incentives. These dynamics collectively weaken 
macroeconomic performance and long-term stability. 

 However, the analysis also reveals that deficits directed toward productive investments can 
enhance short-term growth and employment generation. Fiscal discipline and improved expenditure 
efficiency are thus critical for sustainable outcomes. 

Policy Implications Include 

• Strengthening fiscal discipline and curbing recurrent spending. 

• Channeling public borrowing toward capital development projects. 

• Enhancing domestic revenue mobilization through tax reforms. 

• Ensuring close coordination between fiscal and monetary authorities to prevent overlapping 
or contradictory policies. 

• Promoting transparency and accountability in public financial management. 
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 Ultimately, the results underscore that Nigeria’s long-term economic progress depends on 
managing fiscal deficits prudently, maintaining price stability, and pursuing coordinated macroeconomic 
policies that stimulate productive growth rather than inflationary expansion. 

Policy Discussion and Implications 

 The empirical findings from this study highlight the strong interdependence between fiscal 
deficits, inflation, and economic growth in Nigeria from 1980 to 2024. The results confirm that persistent 
fiscal deficits have contributed to rising inflation and reduced long-term growth. However, limited and 
well-targeted fiscal deficits, especially when directed toward capital investment and productive sectors, 
can enhance short-term output and employment. The challenge for Nigeria lies in balancing the growth-
enhancing effects of fiscal expansion with the stability goals of monetary and fiscal discipline. This 
section discusses key policy implications based on the econometric findings and Nigeria’s 
macroeconomic realities. 

Table 2: Summary of Key Empirical Findings and Policy Implications 

Variable Interaction Empirical 
Observation 

Policy Implication 

Fiscal Deficit → 
Inflation 

Positive long-run 
relationship 

Adopt fiscal discipline and avoid deficit financing 
through money supply expansion. 

Inflation → 
Economic Growth 

Negative 
relationship 

Maintain price stability through coordinated fiscal and 
monetary measures. 

Fiscal Deficit → 
Economic Growth 

Mixed, but largely 
negative effect 

Prioritize productive capital spending and control 
unproductive recurrent expenditure. 

Fiscal & Monetary 
Policy Interaction 

Weak coordination 
observed 

Improve policy synchronization between fiscal and 
monetary authorities. 

 

• Fiscal Policy Implications 

 Fiscal management in Nigeria has been characterized by recurrent deficits arising from high 
expenditure and weak revenue mobilization. The study’s findings suggest that the quality of fiscal 
spending matters more than its size. Thus, fiscal consolidation efforts must focus on efficiency, 
transparency, and sustainability. 

▪ Revenue Mobilization: Nigeria’s dependence on oil revenue exposes it to external shocks. 
Diversifying the revenue base by strengthening non-oil taxes, particularly value-added tax 
(VAT), property taxes, and digital economy taxationcan improve fiscal sustainability. 
Enhancing compliance through digital systems and reducing tax evasion will boost 
government revenue. 

▪ Expenditure Rationalization: Excessive recurrent spending, subsidies, and administrative 
overheads have limited resources available for productive investment. Redirecting 
expenditure toward infrastructure, energy, and human capital development will yield higher 
economic returns. 

▪ Debt Sustainability: Fiscal deficits financed by borrowing should be restricted to projects 
that generate measurable economic returns. Debt transparency, adherence to borrowing 
limits, and compliance with the Fiscal Responsibility Act (2007) are essential to prevent 
debt overhang. 

▪ Institutional Transparency: Strengthening fiscal reporting and accountability frameworks, 
such as the Open Treasury Portal and quarterly budget performance reviews, will enhance 
investor confidence and governance credibility. 

 A disciplined fiscal structure supported by strong institutions will ensure that fiscal policy 
supports growth without undermining price stability. 

• Inflation Management and Monetary Coordination 

 The study finds a positive relationship between fiscal deficits and inflation, reflecting how 
monetary financing of government spending has historically fueled price instability. Inflation management, 
therefore, requires more than monetary tightening; it demands coordinated action between fiscal and 
monetary authorities and structural reforms to address supply-side constraints. 
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▪ Monetary-Fiscal Coordination: The Central Bank of Nigeria (CBN) and the Ministry of 
Finance must align objectives to prevent conflicting policy outcomes. Fiscal prudence 
complements monetary tightening and enhances credibility. 

▪ Supply-Side Reforms: Inflation in Nigeria is largely cost-push, driven by infrastructure 
bottlenecks and rising energy and transport costs. Improving agricultural productivity, 
logistics networks, and energy supply will reduce inflationary pressures from the production 
side. 

▪ Exchange Rate Stability: Exchange rate volatility has amplified inflation through higher 
import costs. Adopting a transparent and unified exchange rate system will strengthen the 
naira and stabilize prices. 

▪ Inflation Targeting: The CBN could formalize an inflation-targeting framework, anchored 
by fiscal discipline, to provide clear policy direction and stabilize inflation expectations. 

 Effective coordination between fiscal and monetary authorities is vital for maintaining low 
inflation and sustainable growth. 

• Growth and Development Policy Coordination 

 The empirical results also show that while fiscal deficits and inflation adversely affect long-term 
growth, well-structured fiscal expansion targeted at productive sectors can stimulate short-term output. 
Therefore, policy coordination must focus on enhancing productivity and diversifying growth drivers. 

▪ Productive Fiscal Spending: Fiscal expansion should be geared toward sectors that yield 
long-term economic benefitssuch as infrastructure, education, power, and technology. 
Productive deficit financing in these areas can generate multiplier effects on employment 
and output. 

▪ Private Sector Participation: Encouraging public-private partnerships (PPPs) can reduce 
fiscal burdens while accelerating investment in critical sectors. Clear regulatory frameworks 
and risk-sharing mechanisms are necessary to attract private capital. 

▪ Diversification: Reducing dependence on oil through industrialization, agribusiness 
development, and ICT-driven innovation is crucial for macroeconomic resilience. Diversified 
growth sources protect the economy from global commodity shocks. 

▪ Human Capital Investment: Expanding access to education, healthcare, and vocational 
training enhances labor productivity, innovation, and long-term economic competitiveness. 

Table 3: Sectoral Policy Recommendations 

Policy Area Key Recommendation Expected Outcome 

Fiscal Policy Expand non-oil revenue and control recurrent 
spending 

Improved fiscal sustainability and 
reduced deficits 

Inflation 
Management 

Enhance fiscal-monetary coordination and 
reduce supply bottlenecks 

Stable prices and greater 
purchasing power 

Growth Policy Channel deficits to capital investment and 
support diversification 

Sustained GDP growth and 
employment generation 

Institutional 
Reforms 

Enforce fiscal transparency and accountability Improved policy credibility and 
investor confidence 

Social Policy Implement targeted subsidies and welfare 
programs 

Reduced poverty and social 
inequality 

 

• Institutional and Governance Reforms 

 Institutional weakness remains a major impediment to fiscal efficiency in Nigeria. The absence 
of transparent systems, weak budget enforcement, and corruption reduces the effectiveness of fiscal and 
monetary policy. 

▪ Strengthening Oversight Mechanisms: Full enforcement of the Fiscal Responsibility Act 
and Public Procurement Act is necessary to ensure accountability in public spending. 

▪ Auditing and Reporting: Regular auditing of government accounts and timely publication 
of fiscal reports will improve transparency and public trust. 
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▪ Subnational Fiscal Coordination: States and local governments contribute significantly to 
Nigeria’s fiscal imbalance. Harmonizing subnational fiscal operations with federal fiscal 
objectives will strengthen national economic stability. 

▪ Data Reliability: Reliable macroeconomic data from the National Bureau of Statistics 
(NBS) and other institutions are essential for evidence-based policymaking and credible 
fiscal projections. 

• Macroeconomic Stability and Policy Coherence 

 Sustaining macroeconomic stability requires policy predictability, fiscal discipline, and 
institutional coordination. Nigeria’s history of policy reversals and inconsistencies has weakened investor 
confidence and macroeconomic outcomes. 

▪ Medium-Term Fiscal Framework: Implementing the Medium-Term Expenditure 
Framework (MTEF) will help align fiscal policy with long-term development objectives and 
ensure expenditure predictability. 

▪ Fiscal Buffers: Expanding the Sovereign Wealth Fund and stabilization accounts can 
cushion the economy against oil price shocks and global downturns. 

▪ Policy Coordination: Stronger collaboration between fiscal, monetary, and planning 
institutions will minimize policy conflicts and enhance macroeconomic outcomes. 

▪ Governance and Anti-Corruption: Combating corruption and improving budget execution 
will ensure that public funds are directed toward growth-promoting activities. 

By focusing on disciplined fiscal management, coordinated macroeconomic policies, and 
structural reforms, Nigeria can transform fiscal policy from a source of instability into an engine of 
sustainable economic growth. The policy implications derived from this study provide a roadmap for 
achieving this balance, emphasizing the importance of prudence, transparency, and long-term strategic 
planning in fiscal governance. 

Conclusion and Recommendations 

 The study examined the interaction among fiscal deficits, inflation, and economic growth in 
Nigeria using secondary data from 1980–2024. The empirical analysis established that fiscal deficits 
have a strong and persistent influence on both inflation and economic growth. The results confirmed the 
existence of a long-run equilibrium relationship among the three variables, showing that changes in fiscal 
policy and inflationary pressures ultimately shape the nation’s growth trajectory. The study found that 
high fiscal deficits, particularly those financed through monetary expansion or excessive borrowing, tend 
to heighten inflationary pressures and reduce real output. However, when fiscal deficits are used to 
finance productive capital projects, they can generate temporary increases in growth and employment. 
Inflation was observed to exert a significant negative effect on economic performance, eroding 
purchasing power, discouraging investment, and increasing uncertainty. Therefore, fiscal and monetary 
coordination, prudent debt management, and institutional reforms are essential to promote 
macroeconomic stability and sustainable growth in Nigeria. 

Key Findings and Policy Recommendations 

▪ Fiscal Discipline and Responsible Borrowing: Nigeria must strengthen fiscal discipline by 
reducing non-productive spending and aligning borrowing with development priorities. Borrowing 
should target infrastructure, education, and health sectors that enhance productivity and yield 
future economic returns. 

▪ Improved Domestic Revenue Mobilization: Heavy dependence on oil revenue exposes 
Nigeria to external shocks. Expanding the non-oil tax base, strengthening tax collection 
systems, and formalizing the informal sector will improve fiscal sustainability and reduce 
recurrent deficits. 

▪ Expenditure Reallocation Toward Capital Formation: Public expenditure should be 
redirected from consumption-oriented activities to productive investment. Allocating more funds 
to capital projects such as transportation networks, power generation, and digital infrastructure 
can enhance growth capacity. 

▪ Enhanced Monetary–Fiscal Policy Coordination: The Central Bank of Nigeria and the 
Ministry of Finance should maintain consistent policy coordination to prevent overlapping or 
contradictory objectives. Regular communication and joint policy frameworks will help control 
inflation and stabilize growth. 
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▪ Institutional Transparency and Governance Reforms:  Strengthening institutions through the 
full enforcement of the Fiscal Responsibility Act (2007), transparent budget reporting, and 
effective public financial management systems will reduce leakages and corruption. 

▪ Adoption of Inflation Targeting Framework: A clear and credible inflation-targeting policy will 
stabilize expectations and help policymakers maintain price stability. This should be 
complemented by structural reforms to enhance productivity and supply-side capacity. 

▪ Private Sector Participation and Public–Private Partnerships (PPPs): Encouraging PPPs 
can attract private investment, ease fiscal pressure, and ensure efficient project delivery. 
Partnerships in agriculture, energy, and technology sectors will diversify the economy and 
stimulate employment. 

▪ Building Fiscal Buffers and Stabilization Funds: Establishing stabilization mechanisms, such 
as the Sovereign Wealth Fund and contingency reserves, will help Nigeria manage oil revenue 
volatility and sustain expenditure during economic downturns. 

▪ Macroeconomic Policy Consistency: Policymakers must ensure that fiscal expansion does 
not conflict with monetary contraction. A consistent macroeconomic stance will strengthen 
investor confidence and foster sustainable growth. 

▪ Human Capital and Innovation Investment: Promoting education, vocational training, and 
technological innovation will increase labor productivity, reduce structural unemployment, and 
improve the economy’s long-run growth potential. 

Table 4: Policy Priority Areas and Expected Economic Outcomes 

Policy Area Strategic Action Expected Economic Outcome 

Fiscal Management Limit deficit financing and improve 
spending efficiency 

Lower inflation, stronger 
macroeconomic stability 

Revenue Reform Broaden tax base and enhance non-oil 
revenue collection 

Improved fiscal sustainability 

Expenditure Policy Shift from recurrent to capital spending Higher investment and long-term 
growth 

Monetary–Fiscal 
Coordination 

Joint policy design and monitoring Reduced policy conflict, stable 
growth 

Governance and 
Accountability 

Enforce fiscal responsibility and 
transparency 

Better budget discipline and 
investor confidence 

Inflation Management Implement inflation-targeting and 
supply-side reforms 

Controlled price levels and stable 
purchasing power 

Growth and 
Development Strategy 

Promote PPPs and human capital 
investment 

Economic diversification and 
employment generation 

 

Limitations and Future Research Directions 

• The study relied on secondary data, which may contain measurement or reporting 
inconsistencies in official statistics. 

• External shocks, such as oil price volatility and exchange rate fluctuations, were not fully 
captured in the model but may significantly affect fiscal and inflationary dynamics. 

• Future research could employ nonlinear or threshold models to capture how fiscal deficits affect 
inflation and growth differently under varying economic conditions. 

• Comparative studies across African economies could also help evaluate whether Nigeria’s 
fiscal-growth dynamics are unique or part of a broader regional trend. 

In summary, fiscal deficits, inflation, and economic growth in Nigeria are intricately linked 
through policy interactions and structural conditions. Sustainable progress requires fiscal prudence, 
institutional accountability, and effective coordination between fiscal and monetary authorities. Through 
disciplined public finance management and strategic investment, Nigeria can achieve a balanced path 
toward macroeconomic stability and inclusive development. 
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