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ABSTRACT 

The history of industrial development and manufacturing in Nigeria was a vivid illustration of how 

a nation could abandon an important sector in the economy through policy inconsistencies and 

distractions attributable to the discovery of oil. The Nigerian manufacturing sector faced a lot of 

challenges which included inappropriate and inconsistent policies, lack of economic potential for 

rapid economic growth and development, and poor coordination of the fiscal policies. The basic 

objective of the study was to critically examine the impact of government taxation and expenditure 

on the performance of the manufacturing sector in Nigeria. The time series data for the Nigerian 

manufacturing sector and fiscal policy from 1980 to 2014 was used due to availability of data. The 

datae were obtained from Central Bank of Nigeria (CBN) publications which included the 

statistical bulletin, Annual reports and Statements of Account etc.  The Ordinary Least Square 

(OLS) estimation method was employed in obtaining the numerical estimates of the coefficients 

in the model using E- views. For the findings, the OLS results showed that there was positive and 

significant relationship between Government Expenditure and the manufacturing sector and also 

there was positive relationship between Government Tax Revenue and the manufacturing sector. 

The following recommendations were proffered towards enhancing the impact of taxation and 

Government expenditure on manufacturing sector in Nigeria. Expansionary policies on fiscal 

policy measures should be encouraged as they play vital role for the growth of the manufacturing 

sector output in Nigeria. There was need to redirect fiscal policy measures towards making Nigeria 

a producer nation through manufacturing sector. Government economic policies on diversification 

of the economy should focus more on the manufacturing and agricultural production to enhance 

the performance of manufacturing sector, so as to create more employment opportunities, foreign 

exchange earnings and conservation, economic growth and development of the nation. Tax 

incentives should be granted to the manufacturing sector and more Government expenditure on 

infrastructural facilities such as electricity, water and roads to reduce the cost of production in the 

manufacturing sector in Nigeria.  

 

Keywords: Taxation, Government expenditure, Manufacturing sector, Ordinary Least Square, and 

Infrastructural Development. 
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BACKGROUND TO THE STUDY 

The engine for rapid growth and development in an economy does not depend only on its natural 

resources, investment in human resources and development, high capital and labour endowment 

or ability to control capital flow within and outside the country but its ability to achieve high 

technological advancements and innovations, better industrial capability and a rich enterprise 

advancement and development. In other words, an economy may be poor in its natural resources 

but if its industrial and technological capabilities are effectively improved, it can rise up to be a 

strong and highly industrialized country and be respected by other countries.  

Over the years the impact of fiscal policy in the manufacturing sector in Nigeria has been of utmost 

concern. This is in spite of the abortive efforts of the Nigerian government to implement some 

policies aimed at developing the manufacturing sector. Fiscal policy can be broken down into 

taxation and   government expenditure, employed by the government of a country to achieve its 

macroeconomic objectives. 

The manufacturing sector has been defined as the driving force in the economy which ensures that 

natural resources are properly exploited and are converted into finished product for use. Dickson 

(2010). According to Adebayo (2010), manufacturing sector refers to those industries which are 

involved in the manufacturing and processing of items and indulge in the creation of new or the 

addition of value. The manufacturing sector can be classified into energy sector, construction 

sector, food and beverage sector, engineering sector, electronic sector, chemical sector, metal-

working sector, plastic sector, textile sector, and transportation cum communication sector (CBN 

2012).   

Looking at some countries, Japan from the end of the World War II and the United States of 

America from the 1970s have made high productivity their utmost focus and the end result has 

been a pleasant one. Also looking at countries like Hong Kong, South Korea, Singapore and India 

which are middle income countries, they have rapidly harnessed boosting productivity schemes 

as an integral part of their national planning and today they have made much progress into the 

world’s industrial market.  

In 1990, the GDP contribution of the Nigerian manufacturing sector was about 5.5% while it 

dropped to 2.22% in 2010. Also at the same period, the overall manufacturing capacity utilization 

grew from 40.3% in 1990 to 58.92% in 2010 (CBN, 2011) 

Given the utmost need and importance of the relationship between fiscal policy and the 

manufacturing sector, it becomes necessary that we study the impact of government taxation and 

expenditure on the industrial sector performance in the Nigerian economic recession of 

2016/2017. In other words, how do taxation and government expenditure policies affect the 

output and capacity utilization of manufacturing sector 

 

STATEMENT OF RESEARCH PROBLEM 

The Nigerian manufacturing sector faces a lot of  challenges which include inappropriate and 

inconsistent policies, lack of economic potential for rapid economic growth and development  

and poor coordination of the fiscal policy, and many more.(Ogbole 2010),  

Different plans and policies have been adopted, which include Structural Adjustment Programme 

(SAP) introduced by the former military president, Ibrahim Babangida in 1986. It was partly 

designed to revitalize the manufacturing sector. The history of industrial development and 

manufacturing in Nigeria is a vivid illustration of how a nation could abandon an important sector 
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in the economy through policy inconsistencies and distractions attributable to the discovery of oil 

(Adeola 2005). Hence, the need for this study. 

 

RESEARCH QUESTIONS 

The study addresses the following questions: 

 Does government expenditure have impact on manufacturing sector output in 

              Nigeria? 

 How effective and efficient has the current fiscal policies impacted on the development of 

manufacturing sector in Nigeria? 

 Does high duty or ban of imported and foreign goods bring about positive growth and 

development on the Nigerian manufacturing sector? 

 What policies can be adopted to address the persistent decline in the productivity of the 

manufacturing sector? 

 

OBJECTIVE OF THE STUDY 

The broad objective of this study is to critically examine the impact of government taxation and 

expenditure on the performance of the manufacturing sector in Nigeria. 

The specific objective of the study includes: 

1. To examine how tax policies and government expenditures affect the productivity and 

performance of the Nigerian Manufacturing sector. 

2. To examine how tax policies and government expenditures affect the profit and 

investment  level of the Nigerian Manufacturing sector. 

 

SCOPE OF THE STUDY 

The study examined the impact of government taxation and expenditure on the performance of 

the manufacturing sector in Nigeria. It investigated empirically with the data spanning from 1980 

to 2014 due to availability of data.   

 

JUSTIFICATION FOR THE STUDY 

Ajisafe and folorunso (2001), in their study, found that monetary policy rather than fiscal policy 

exerts significant influence on economic activity in Nigeria. They therefore observed that the 

emphasis of government fiscal actions on the economy has led to a greater distortion of the 

Nigerian economy. Moreover, Omitogun and Ayinla  (2007) attempted to establish whether 

there is a link between fiscal policy and economic growth in Nigeria using the Solow growth model 

estimated with the use of ordinary least square (OLS) method. It was found that fiscal policy has 

not been effective in the area of promoting sustainable economic growth in Nigeria.  

These findings do not agree with the Keynesian theory which is anchored on the need for an active 

fiscal policy to sustain economic growth. This is a research gap on the factors capable of hampering 

the effectiveness of fiscal policy;  hence, the need to resolve the research gap by this study. 

 

Organization of the study 

This study is organized as follows: Following the background is section two in which previous 

studies are reviewed. Section 3 explains the model specification, estimation technique, theoretical 

justification, and method of data analysis; while section 4 focuses on the data presentation, 
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analysis of results and findings. Finally, section 5 concludes the study by giving the summary, and 

policy recommendations. 

 

Definition of term 

FISCAL POLICY:  

TAXATION: taxation can be described to be the imposition of a compulsory levy or payment by 

the government for private individuals, groups or institutions.  

MANUFACTURING SECTOR:  

CAPACITY UTILIZATION: Capacity utilization refers to the extent to which an enterprise or a 

nation actually uses its installed productive capacity.  

 

LITERATURE REVIEW AND THEORETICAL FRAMEWORK 

In recent years the impact of fiscal policy on the manufacturing sector in Nigeria has become a 

major concern, considering the fact that several policies have been adopted by the Nigerian 

government for the growth of the Nigerian manufacturing sector. Research conducted from the 

developed and developing economies has shown that fiscal and monetary policies have the 

capacity to influence the entire economy if it is well managed.  According to Anyanwu (1994), 

the Nigerian manufacturing sector is favoured, based on the fact that it is a general notion that the 

main instruments of rapid growth, structural changes and self-sufficiency lies in the 

manufacturing sector. Thus, resources have been channelled into the preferred sectors through 

heavy public sector investment predicated on import substitution strategy of level protection for 

private investment.  

Looking at the experiences of the developed countries of the world and the emerging economies 

of China, India, North Korea, Malaysia and Singapore shows that there is a positive correlation 

between the aforementioned indicators of the performance of the manufacturing sector and 

national growth and development. Thus, for many developing countries such as Nigeria, the 

development of the manufacturing sector is imperative for meaningful and sustainable national 

growth.  

Traditionally, the normative theory of public finance starting with Musgrave, identifies three 

functions of fiscal policy as: allocation, distribution and stabilization of resources. By means of 

fiscal policy, governments attempt to ensure effective utilization of limited re-sources, equitable 

distribution of income and stability of economic development (Musgrave and Musgrave (2004). 

The nature of relationship between public expenditure and economic growth via industrial sector 

performance has stimulated series of theoretical and empirical studies. Major theoretical work 

was done by Barro (1991), Barro and Sala i-martin (2004). 

THEORETICAL FRAMEWORK 

Different opinions have continued to emerge on how fiscal policy can affect growth in the economy 

through the manufacturing sector. The origin of these controversies has been traced to the 

theoretical exposition of three schools of thought as enumerated by Tchokote In Omitogun and 

Ayinla (2007). The three schools of thought are, Classical school of thought, Keynesian school of 

thought and Neo-classical school of thought. Classical school of thought believes that debt issued 

by the public has no effect on the private sector savings. This means that fiscal deficit financed by 

debt crowds-out private sector investment and as well lowering the level of economic growth and 
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development. Keynesian school of thought opined that there is positive relationship between 

deficit financing and investment. This means that fiscal policy is a tool used to overcome 

fluctuation in the economy. Neoclassical school of thought challenged the position of Keynesian 

school of thought on the ground that the manner in which fiscal deficits are financed is capable of 

influencing the level of consumption, investment and economic growth. 

Building on the above premise on the relationship between fiscal policy and manufacturing sector 

in Nigeria, two theoretical frameworks for fiscal policy and the manufacturing sector especially in 

developed and developing countries are discussed. These theories include: The savers-spenders 

theory of fiscal policy; and Managerial theory of firm. 

 

THE SAVERS-SPENDERS THEORY 

Savers-Spenders theory of fiscal policy was developed by Mankiw (2000) and used by 

Matsen, Sveen and Torvik (2008). The proposition is on government debt in relation to crowd 

out capital in the long-run. This proposition states that extra consumption reduces investment, 

which in turn raises marginal product of capital and as well decreases the level of economic growth. 

It is also of the opinion that higher interest rate margin, induces savers to save more. The 

implication of this proposition is that extra consumption and higher interest rate margin affect the 

growth of the manufacturing sector which in turn reduces economic growth in Nigeria. The third 

proposition states that government debt increases steady-state inequality. In other words, a higher 

level of debt means a higher level of taxation to meet up with the  payment of interest on debt. 

The implication of this is that a higher level of debt rises the income and consumption of the savers 

and lowers the abet income and consumption of the spenders. 

MANAGERIAL THEORY OF FIRMS 

The managerial theory of firm was developed by Bumole in 1967 in his book titled business 

behaviour, value and growth and as well used by Sangosanya (2011). This theory is based on the 

complex nature of the modern manufacturing sector. The theory states that the reason why 

managers are hired is for revenue maximization and not for profit maximization. 

This theory believes that for the economy to grow faster through industrialization, the country 

needs to increase its public expenditure so as to facilitate the developmental processes of their 

economies. The theory emphasizes that a firm’s decisions whether to grow or not depends on the 

level of fiscal policy because the firm grow through government expenditure on industrialization. 

These are the theories on which this study is based. 

Looking at the two theories (Savers-Spenders theory of fiscal policy and Managerial theory of firm) 

we posit that these theories agree that the manufacturing sector grows faster with the 

implementation of fiscal policy, and this will help to increase the growth rate of the Nigerian 

manufacturing sector output and in turn increase economic growth. In this case, the limit on a 

manufacturing sector growth is determined by the rate of fiscal policy implementation rather than 

by cost considerations.  

EMPIRICAL REVIEW 

Taxation and government expenditure policies are arguably among the most important policies 

used by government to achieve macroeconomic stability of the economy of most developing 

countries. Therefore, the attempt to empirically test the efficacy of monetary and fiscal policy in 

an economy dates back to the pioneering studies of Friedman and Meiselman (1963). They 

empirically investigated the responsiveness of general price level on economic activity 
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represented by aggregate consumption to change in money supply and autonomous government 

expenditure, using ordinary simple linear regression model to estimate the US data from 1897-

1957. In their conclusion, they found that a stable and predictable casual relationship existed 

between demand and money supply while no such significant relationship was observed for 

government expenditure. Also, Ajisafe and folorunso (2001) in their study found that monetary 

policy rather than fiscal policy exerts a great influence on economic activity in Nigeria. They 

therefore observed that the emphasis of government fiscal actions on the economy has led to a 

greater distortion of the Nigerian economy. Omitogun and Ayinla (2007) attempted to establish 

whether there is a link between fiscal policy and economic growth in Nigeria using the Solow 

growth model estimated with the use of ordinary least square (OLS) method. It was found that 

fiscal policy has not been effective in the area of promoting sustainable economic growth in 

Nigeria. This finding did not agree with the Keynesian theory which is anchored on the need for 

an active fiscal policy to sustain economic growth. This is a research gap on the factors capable of 

hampering the effectiveness of fiscal policy. Dickson (2007) critically examined the recent trends 

and patterns in Nigeria’s industrial development using descriptive study. The study shows that the 

level of manufacturing industry in Nigeria is concentrated in the southern part of the country and 

that the spatial pattern could change if industrialists adopt the strategy of industrial linkage. This 

finding did not support any school of thought as it suggests that policy on privatisation of industry 

in Nigeria should be enhanced. Ajayi (2008) in a study of the collapse of Nigeria’s manufacturing 

sector on economic growth. He used cross-sectional research design and found that the main 

cause of collapse in the Nigerian manufacturing sector is low implementation of Nigerian budget 

especially in the area of infrastructure. This means that low implementation of fiscal policy affects 

the level of growth in the Nigerian manufacturing sector. Rasheed (2010) investigated the 

productivity in the Nigerian manufacturing subsector using co-integration and an error correction 

model. The study indicates the presence of a long-run equilibrium relationship index for 

manufacturing production, determinants of productivity, economic growth, interest rate spread, 

bank credit to the manufacturing subsector, inflation rates, foreign direct investment, exchange 

rate and quantity of graduate employment. This finding reveals certain research gap in the area of 

factors that affect manufacturing sector in Nigeria. Similarly, Rina, Tony and Lukytawati (2010) 

examined the impact of fiscal and monetary policy on industry and growth of the economy in 

Indonesian using the computable general equilibrium (CGE) model. It was found that fiscal and 

monetary policy have positive impact on Indonesian macroeconomic performance in terms of 

change in GDP, investment, consumption and capital rate of return. This finding has research gap 

on the model used. This is because computable general equilibrium model is not a good model for 

correlation. Ogbole, Sonny and Isaac (2011) focussed on the comparative analysis of the impact 

of fiscal policy on economic activities in Nigeria during regulation and deregulation, using the 

econometric methods of co-integration and error correction model. The study indicates that there 

is a difference in the effectiveness of fiscal policy in stimulating economic growth during and after 

regulation period. They recommend that government fiscal policy should refocus and redirect 

government expenditure towards production of goods and services so as to enhance GDP growth. 

However, this study fails to determine the contribution of fiscal policy on the economy during and 

after regulation. 

Sikiru and Umaru (2011) studied the causal link between fiscal policy and economic growth in 

Nigeria, using Engle-Granger approach and error correction models which was estimated to take 
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care of short-run dynamic. The result indicates that productive expenditure positively impacted 

on economic growth during the period covered. They also fail to confirm the other element in the 

link whereby fiscal policy should be more strongly associated with output and input measures in 

the economy. 

Loto (2012) examined the relationship between global economic meltdown and the 

manufacturing sector performance in the Nigerian economy using descriptive analysis and pooled 

data. The result shows that the global economic meltdown has insignificant effect on the 

manufacturing sector of the Nigerian economy. These empirical findings support previous 

literature on economic growth but it failed to use t-test or statistics in testing pre and post global 

economic meltdown which is a research gap. 

 

Fiscal policies in Nigeria and elsewhere are concerned not only with financing government activity 

and macro-economic regulation, but also with: 

a) The removal of impediments to increase production; (b) Diversification of revenue 

sources; (c ) Ordering of sectoral priority; (d ) More equitable distribution of income; 

(e ) Industrial dispersion within the economic system; (f ) Encouragement of increase in local 

value added in manufacturing firm. 

 

METHODOLOGY 

The time series data for the Nigerian manufacturing sector and fiscal policy from 1980 to 2014 

was used. The secondary data was obtained from Central Bank of Nigeria (CBN) publications 

which includes the statistical bulletin, Annual reports and Statements of Account etc.  The 

capacity utilization and the output of the manufacturing sector were estimated. Due to the 

linearity nature of the model formulation, the Ordinary Least Square (OLS) estimation method 

was employed in obtaining the numerical estimates of the coefficients in the model using E- views.  

Two simple regression models were employed in the estimation of the study. The first addressed 

the government expenditure and the manufacturing sector output and the second model 

addressed taxation and the manufacturing sector output.  

 

RESEARCH HYPOTHESIS 

HYPOTHESIS I  

        H0: government expenditure on the manufacturing sector in Nigeria does not have 

impact on manufacturing sector output in Nigeria  

     H1: government expenditure on the manufacturing sector in Nigeria has impact on 

manufacturing sector growth and development in Nigeria 

HYPOTHESIS II 

(Null hypothesis) Ho: taxation on the manufacturing sector in Nigeria does not have an impact 

on manufacturing sector output. 

(Alternative hypothesis) H1: taxation on the manufacturing sector in Nigeria has an impact on 

the manufacturing sector output. 

The general rule states that when re< 0.05 we should reject H0 and accept H1 and vice versa. 

However, H0  =  the null hypothesis while HI   = alternative hypothesis. 

ESTIMATION TECHNIQUES 

The analysis for this study involves the use of stationary test, co-integration test, and Ordinary 
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Least Squares (OLS) regression. The test conducted is basically t- test, to ascertain the significance 

of regression co-efficient (Gujarati, 2003), F test, for the overall significance of our model (a test 

of goodness of the model), (R2) co-efficient of determination (Gujurati 2003) which gives the 

proportion of the variation in the manufacturing sector output explained by the variables, 

stationarity test to ascertain the stationarity conditions of the series. To ascertain stationarity 

condition of variables, the Augmented Dickey- Fuler (ADF) test which is widely used, was used in 

this study. 

 

MODEL SPECIFICATION 

The general equation for the regression analysis is given below: 

Yt = βo + β1xt + ... + βnxnt + µt 

Yt is the dependent variable 

βo is the intercept and this is constant  

β 1, β2 are the regression coefficients 

xt is a set of explanatory variables  

µt is the error term or the stochastic term which represents other independent variables that 

affects the model but are not captured by the model. 

We therefore re-specify the model above to capture the objective of our study. 

MOP = F (GEXP, GTR) 

We therefore restate this model as below: 

MOP = βo + β1GEXP + β2GTR + µt 

 Where 

MOP is the proxy for Manufacturing sector Output 

GEXP is the proxy for Government Expenditure 

GTR is the proxy for Government Tax Revenue 

Given the above equation, we have the Manufacturing sector output (MOP) as the dependent 

variable with its independent variables which are Government Expenditure (GEXP), Government 

Tax Revenue. It is believed that by the end of this study the relationship between these variables 

(the dependent and the independent variables) will be established.  

 

APRIORI EXPECTATION 

Given the above equation 

β 1 > 0 

β2 < 0 

The apriori expectation states that by the end of this analysis, there will be a positive relationship 

between government expenditure and the manufacturing sector output, also the relationship 

between the government tax revenue and the manufacturing sector output is expected to be a 

negative one, the same goes to for the relationship between the lending interest rate and the 

manufacturing sector output.  

 

TEST OF STATISTICAL SIGNIFICANCE 

T-test 

The statistical test is used for small samples (that is less than 30). This test involves two tailed and 

one tailed test. 
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F-test 

This test will be employed to ascertain the influence of all the independent variables on the 

dependent variable. The value of the standard tabulated F statistic is 0.05.  

R2 (coefficient of determination) 

This is a measure of “Goodness of fit” of a regression model. The R2  lies between 0 and 1; the 

closer it is to 1, the better is the fitness. 

Durbin Watson 

The Durbin Watson statistic is always between 0 and 4. A value of 2 denotes autocorrelation in the 

sample. A value approaching 0 indicates a positive autocorrelation and values towards 4 indicates 

negative autocorrelation. 

 

DATA ANALYSIS AND INTERPRETATION 

Analysis was carried out using the Econometric Views (E-Views). The results of the analysis were 

used to assess the impact of taxes and government expenditures on the manufacturing sector in 

Nigeria. 

DESCRIPTIVE STATISTICS 

Table 1: Descriptive Statistics 

 MOP GEXP GTR 

 Mean  174236.4  828617.4  1727996. 

 Median  105289.6  248768.1  459987.3 

 Maximum  643070.2  4194218.  7866590. 

 Minimum  4700.000  9636.500  10508.70 

 Std. Dev.  207339.3  1147383.  2455281. 

 Skewness  1.084233  1.559879  1.291854 

 Kurtosis  2.819827  4.472647  3.239204 

 Jarque-Bera  6.115662  15.37286  8.696494 

 Probability  0.046990  0.000459  0.012929 

 Sum  5401329.  25687140  53567882 

 Sum Sq. Dev.  1.29E+12  3.95E+13  1.81E+14 

 Observations  31  31  31 

Source: Authors computation from E-Views 

 

Results from the descriptive statistics tests are presented in table 1 above. Results indicate that 

Manufacturing Sector Output (MOP) had a maximum value of 643070 million and a minimum 

value of 4700 million and averaged 174236.4 in the observed period. Government expenditure 

had a minimum value of 9636.5 million and a maximum of 4194218 million with an average value 

of 828617.4 in the period 1980-2014. Government tax revenue in the period 1980-2014 had an 

average value of 1727996 with a minimum of 10508.7 and a maximum of 7866590 million.  

Skewness which is a measure of the shape of the distribution shows that Manufacturing Sector 

Output (MOP), Government Expenditure (GEXP) and Government Tax Revenue (GTR) suggest a 

long tail to the right since their values are greater than 1.  
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UNIT ROOT TEST RESULTS 

Table 2: Unit root test 

VARIABLE INTERCEPT ORDER OF 

INTERGRATION 

T-STATISTIC PROBABILITY 

MOP 2ND DIFFERENCE I(2) -6.016644 0.0003 

GEXP 1ST DIFFERENCE I(1) -6.652135 0.0000 

GTR LEVEL I(0) -3.412503 0.0016 

 Source: Authors computation 

Results from the ADF unit root are shown in table 2 above. Results obtained show that the 

manufacturing sector output is stationary at 5% in its second difference, government expenditure 

is stationary at 5% in its 1st difference and government tax revenue is stationary at level also at 

5%. We therefore proceed to examine their co-integrating relationships using the Johansen co-

integration test. 

 

JOHANSEN COINTEGRATION TEST 

The Johansen co-integration test uses two statistics test namely: the trace test and the likelihood 

eigenvalue test. The results are shown in the tables below: 

 

Table 3: Unrestricted Co-integration Rank Test (trace) 

Hypothesized No. 

Of CE(s) 

Eigenvalue Trace Statistic 0.05 

Critical Value  

Prob.**  

None* 0.734767 46.35972 29.7907 0.0003 

At most 1 0.233681 7.82428 15.49471 0.4971 

At most 2 0.005293 0.153897 3.841466 0.6948 

Source: Authors compilation from E-Views 

Trace test indicates 1 co-integrating equation(s) at the 0.05 level 

* denotes rejection of the hypothesis at the 0.05 level 

**MacKinnon-Haug-Michelis (1999) p-values 

 

Table 4: Unrestricted Co-integration Rank Test (Maximum Eigenvalue) 

Hypothesized No. 

Of CE(s) 

Eigenvalue Max-Eigen Statistic 0.05 

Critical Value 

Prob.** 

None* 0.734767 38.48730 21.13162 0.0001 

At most 1* 0.233681 7.718531 14.26460 0.4080 

At most 2 0.005293 0.153897 3.841466 0.6948 

Source: Authors compilation from E-Views 

 

Max-eigenvalue test indicates 1 co-integrating equation(s) at the 0.05 level 
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* denotes rejection of the hypothesis at the 0.05 level 

**Mac-Kinnon-Haug_Michelis (1999) p-values 

The results obtained from the Johansen co-integration tests as presented in tables 3 and 4 above 

indicate the existence of long run relationship between our variables. The Max-eigenvalues test 

indicates the presence of 1 co-integration relationship at 5%. The Trace test also shows the 

presence of one co-integrating equations at 5%.  

 

OLS REGRTESSION RESULTS 

The method of regression analysis used is the Ordinary Least Square (OLS) Method. 

 

Table 5: Regression Results 

VARIABLE COEFFICIENT STANDARD ERROR T-STATISTIC PROBABILITY 

C 26249.31 7989.078 3.285649 0.0027 

GEXP 0.105140 0.017739 5.927047 0.0000 

GTR 0.035223 0.008290 4.247055 0.0006 

Source: Authors compilation 

R-squared 0.972158     Mean dependent var 174236.4 

Adjusted R-squared 0.970170     S.D. dependent var 207339.3 

S.E. of regression 35810.50     Akaike info criterion 23.90164 

Sum squared resid 3.59E+10     Schwarz criterion 24.04041 

Log likelihood -367.4754     Hannan-Quinn criter. 23.94687 

F-statistic 488.8447     Durbin-Watson stat 1.396040 

Prob(F-statistic) 0.000000    

 

INTERPRETATION OF RESULTS 

Table 5 above shows the results of the OLS regression estimate. From the findings, it shows that 

there exists a positive relationship between MOP and the independent variables: Government 

Expenditure and Government Tax Revenue. From table 5 above, the constant coefficient shows a 

value of 26249.31, implying that holding all regressors constant, there would be an increase in 

Manufacturing Sector Output by 26249.31 units. All regressors used in this study show positivity 

implying that a 1% unit increase in Government Expenditure would increase manufacturing 

sector output by 0.105140 units and a 1% increase in Government Tax Revenue would increase 

Manufacturing Sector Output by 0.035223 units.On the basis of conformity to the apriori 

expectation, the coefficient of Government Tax Revenue does not conform to the apriori 

expectation.  

 

T TEST 

The student’s t distribution of 5% level of significance and degree of freedom of 28 is 1.701. The 

calculated values for Government Expenditure and Government Tax Revenue are 5.297047 and 

4.247055 respectively. These values are greater than the t-tabulated value (1.701).Therefore on 

the basis of the statement stated earlier; the null hypothesis will be rejected. This implies that 

GEXP and GTR significantly affect MOP. 
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COEFFICIENT OF DETERMINATION (R2) 

The coefficient of determination (R2) gives 0.972158 or 97% meaning that the regression model 

is approximately 97% significant which means that the variations in the dependent variable i.e. 

Manufacturing Sector Output is 97% attributable to the changes in the independent variables. This 

result is also supported by the high value of the adjusted R-Square, which is to the tune of 97%  

F- TEST 

The calculated F-value which is 488.8447 is greater than the tabulated F-value at a 5% level of 

significance with V1=2 and V2=28 which is 3.32. On the basis of this result, the null hypothesis 

shall be rejected and the alternate hypothesis is accepted. This shows that the independent 

variables employed in the model are simultaneously significant. 

 

DURBIN- WATSON 

The Durbin-Watson ratio which is used to check for possible autocorrelation is calculated to be 

1.396040. This indicates the presence of positive autocorrelation between manufacturing sector 

output and the independent variables. 

 

SUMMARY, CONCLUSION AND POLICY RECOMMENDATION 

 

SUMMARY AND CONCLUSIONS 

Government expenditure and taxation policies are used to influence both the pattern of economic 

activity and the level and growth of aggregate demand, output and employment. The achievement 

of growth in the manufacturing sector in Nigeria through government spending and taxation in 

Nigeria has remained a mirage. Despite the increase in government spending over the years the 

rate of growth has been very sluggish. The poor performance of the manufacturing sector in 

Nigeria has been blamed on the problems of tax policy inconsistencies, high level of corruption, 

wasteful spending and poor policy implementation. 

 

The study analysed the impact of taxation and government expenditure on the manufacturing 

sector in Nigeria for the period 1980-2014. The basic objective of the study was to critically 

examine the impact of government taxation and expenditure on the performance of the 

manufacturing sector in Nigeria. In other words how tax policies and government expenditures 

affect the profit, productivity, performance of the Nigerian Manufacturing sector and the policy 

implications of this study that can be used to redress the persistent decline in the manufacturing 

sector.  The study used Ordinary Least Square method to estimate the data collected from CBN 

publications of various years.  

 

FINDINGS OF THE STUDY 

The OLS results show that there are positive and significant relationships between Government 

Expenditure and the manufacturing sector and as well as Government Tax Revenue and the 

manufacturing sector.  

 

POLICY RECOMMENDATION 

On the basis of the findings of the study, the following recommendations are proffered.  

1. There should be tax and exchange rate concession policy measures for the manufacturing sector 
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to reduce cost of production in the sector in Nigeria. 

2. Government should increase her expenditure on infrastructural facilities in the manufacturing 

sector to facilitate production in the sector at a reduced cost of production. 

3. Timely and conscientious budget implementation should be embarked upon as this will 

enhance aggregate spending in the economy and increase demand for goods and services. This 

will contribute to increase in the performance of the manufacturing sector.  
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