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Abstract 
This study examined tax revenue and budget implementation in Nigeria. 
Secondary method of data collection was adopted for a period of 40 quarters 
from 2008Q1 to 2017Q4. The study made use of Fully Modified Least Square 
(FMOLS) and Error Correction Model (ECM) based on ARDL approach, af-
ter conducted pretest such as unit root test, and co-integration test. Result 
showed that tax revenue including petroleum profit tax and company income 
contributes positively and significantly to capital budget implementation in 
Nigeria, while custom and excise duties significantly and negative affect capi-
tal budget implementation in Nigeria; that custom & excise duties as well as 
value added tax contributes significantly and positively to recurrent budget 
implementation in Nigeria, while tax revenue from petroleum profit tax sig-
nificantly and negatively influences recurrent budget implementation in the 
country. Hence the study recommends that government should engage more 
of tax revenue generated from both petroleum profit tax and company in-
come tax toward capital projects in the country, rather than recurrent ex-
penditure and collection cost minimization strategy should be device by gov-
ernment through the federal inland revenue services and other tax regulatory 
bodies especially in terms of both customs & excise duties and value added 
tax, so as to ensure that proceed from these sources can contribute largely to 
capital budget implementation. 
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1. Introduction 

Tax revenue is one of the major sources of revenue for government both in de-
veloped and developing nations. In most developing countries focus has contin-

How to cite this paper: Olaoye, F.O. and 
Akinola, A.A. (2019) Tax Revenue and 
Budget Implementation in Nigeria. Ameri-
can Journal of Industrial and Business 
Management, 9, 1219-1233. 
https://doi.org/10.4236/ajibm.2019.95082  
 
Received: March 24, 2019 
Accepted: May 24, 2019 
Published: May 27, 2019 
 
Copyright © 2019 by author(s) and  
Scientific Research Publishing Inc. 
This work is licensed under the Creative 
Commons Attribution International  
License (CC BY 4.0). 
http://creativecommons.org/licenses/by/4.0/   

  
Open Access

http://www.scirp.org/journal/ajibm
https://doi.org/10.4236/ajibm.2019.95082
http://www.scirp.org
https://doi.org/10.4236/ajibm.2019.95082
http://creativecommons.org/licenses/by/4.0/


F. O. Olaoye, A. A. Akinola 
 

 

DOI: 10.4236/ajibm.2019.95082 1220 American Journal of Industrial and Business Management 
 

ued to tilt in favour of domestic resources mobilization through taxes, in the 
quest to meet with the burgeoning government expenditure demand [1]. Tax 
revenue in most African countries have continued to swing upward in the past 
five (5) years following a sharp decline in government revenue from both the 
end of the so-called commodities super-cycle and the oil price crash of mid/late 
2014 [1]. In recent time, tax revenue collected by Sub-Saharan African countries 
(Nigeria inclusive) is more than those in Middle East and North Africa [MENA] 
or South Asia and indeed, is catching up quickly with the East Asia and Pacific 
region. In clear term tax revenue is becoming more recognized and harnessed by 
developing nations of the world for ensuring effective and efficient expenditure 
execution for better budget implementation. In Nigeria revenue from non-oil 
taxes such as company income tax, valued added tax and custom and excise du-
ties has been on the rise in recent years. As reported by [2], actual value added 
tax rose from 194.2 billion in the fourth quarter of 2014 to 245.4 billion naira in 
the fourth quarter of 2017. Rise in actual company income tax in the same pe-
riod frame was from 245 billion to 543 billion naira while that of custom and 
excise duties stood between 136.28 billion to 151.68 billion naira. However de-
spite the rise in tax revenue over time, the level of budget implementation has 
not been satisfactory. As relayed in the budget implementation reports for 2015, 
2016 and 2017, actual total expenditure has always fallen short of the budget fig-
ure; for instance in 2015 actual expenditure stood at 4767 billion naira, as against 
5067.90 billion naira budgeted; in 2016 actual stood at 4396.24 billion naira as 
against budget value of 6060.48 billion naira, while as at the third quarter of 2017 
actual expenditure stood at 4145.53 billion naira, out of the 7441.18 billion naira 
budget for the year.  

In Nigeria, previous studies on tax revenue focused largely on its impact of 
economic growth for instance; [3] analyzed impact of tax revenue on economic 
growth of Nigeria; [4] analyzed the impact of tax revenue on economic growth 
of Nigeria; [5] studied tax revenue and Nigerian economic growth. On the other 
hand studies on budget implementation focused largely problems and prospect 
of budget implementation and/or the impact of budget implementation on eco-
nomic growth of Nigeria; for instance [6] assessed problem and prospect of 
budget and budgeting in the third tier of government; [7] studied budget prepa-
ration and implementation in Nigerian public sector; [8] examined budget im-
plementation and economic growth of Nigeria. Observably, previous studies do 
not relate tax revenue with the level of budget implementation, in addition to the 
fact most of the previous studies which made use of budgeted dataset both for 
tax revenue and government expenditure. Following the Fiscal Responsibility 
Act [FRA] of 2007, reports on actual tax revenue, government recurrent and 
capital expenditure were made available on quarterly basis for accountability and 
transparency of budget implementation process. However none of the previous 
studies employed such actual dataset in the discourse of tax revenue and budget 
implementation.  
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To objectively track the impact of tax revenue on budget implementation, this 
study focused on the actual tax revenue and actual government expenditure on 
quarterly basis over the periods following the Fiscal responsibility Act. Hence 
this study objectively analyzed the interconnection between tax revenue and 
budget implementation by applying advance multivariate time series analysis to 
actual tax revenue and expenditure implementation on quarterly basis, with spe-
cific focus on the impact of actual tax revenues on actual recurrent expenditure 
of Nigeria and capital expenditure of Nigeria. This article is organized as follows. 
In Section 2 related literatures were reviewed covering key concepts, theory and 
empirical literature. In Section 3 details research method employed in the study, 
Section 4 covers data analysis and interpretation and Section 5 presents conclu-
sion and recommendations.  

2. Literature Review 
2.1. Tax Revenue 

Taxation is an important source of revenue for governments all over the world. 
According to [9], taxation is a compulsory levy imposed by the government 
through its agencies on the income, consumption and capital of its subjects. 
These levies are made on personal income, such as salaries, business profits, in-
terests, dividends, discounts and royalties. It is also levied against company’s 
profits petroleum profits, capital gains and capital transfer. Tax is a compulsory 
levy imposed on a subject or upon his property by the government to provide 
security, social amenities and create conditions for the economic wellbeing of 
the society [10]. [11] stated that taxation is a concept and the science of impos-
ing tax on citizens. He further stated that, tax is a compulsory levy which is re-
quired to be paid by every citizen. It is considered as a civic duty. The imposition 
of taxation is expected to yield income which should be utilized in the provision 
of amenities, both social and security and creates conditions for the economic 
wellbeing of the society. Tax revenue can either be oil-related or non-oil related. 
Example of non-oil tax revenue is company income tax, value added tax, custom 
and excise duties, capital gain tax, while non-oil tax revenue includes petroleum 
profit tax and gas tax. 

2.2. Budget Implementation 

Budget implementation entails ensuring that both revenue projections and ex-
penditure framework contained in the approved budget document are achieved 
within the fiscal years. According to [11] budget implementation at any level of 
government reflects a large extent of the measure of accountability and transpa-
rency in the systems. As observed by [12], budgeting process has gone beyond an 
annual ritual; it is today known to be very strategic in nature and all-encompassing 
as it is through it the government scarce resources are allocated to programmes 
and services for governmental operations. This makes budget process a powerful 
tool for participatory governance. Budgeting is a serious business that sets the 
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tone for development in a polity, usually for a 12-month period, and a govern-
ment without a financial plan is walking blindfolded [13]. Budget is an instru-
ment of fiscal policy, which reflects government control over size and relation-
ship between government receipts (revenue) and expenditures, usually designed 
to cover a specified period of time. Budget in modern times, therefore means the 
document which contains estimates of revenue and expenditure of a country 
usually for one year [13]. Budget is an instrument stipulating policies and pro-
grammes aimed at realizing the development objectives of a government [7]  

2.3. Theoretical Review 

Adolph Wagner Theory 
In the 19th century a German economist, Wagner (1883), formulated a “Law 

of Expanding State Expenditures”, and the main point of his work is the growing 
importance of government activity and expenditure as an inevitable feature of a 
“progressive” state. A modern formulation of Wagner’s “law” as proposed by 
Bird (1971) might run as follows: as per capita income rises in industrializing 
nations, their public sectors will grow in relative importance. Wagner included 
in the work three reasons why the development of public spending will take 
place. Firstly, an expansion of state expenditures would come about with respect 
to the administrative and protective functions of the state. His explanation based 
on substitution of public for private activity. After some years, new factors have 
been added, such as the increase in population density and urbanization, conse-
quently that leads to increased state (public) expenditures and economic regula-
tion. Wagner claimed that the inevitable changes in technology and investment 
required in many activities would generate an increasing number of private 
monopolies. This effect would have to be offset, or the monopolies taken over, 
by the state interests of economic efficiency (the main example was the rail-
road).Wagner in his original study also recognised that the state expansion has 
some limits, which reflect that budget implementation could be limited in the 
absence of adequate funds. 

2.4. Empirical Review 

Study conducted by [14] evaluated the problems and prospects of budgeting and 
budget in implementation in local government system in Nigeria. A discursive 
methodology was embraced to establish how beneficial L.G had been of great 
importance to both rural and urban areas respectively in terms of social ameni-
ties such roads, health clinics, water, education etc. The study revealed that the 
aforementioned activities of local government though remarkable, generated an 
increased national poverty rate specifically amongst rural area residents due to 
poor budgeting and implementation and lack of federal and state government 
aid. Thus, the study suggested that the expenditures by L.G. A should be moni-
tored by the national budget board for more diversified performance and money 
will be spent according to deliberated proposition. [7] examined budget prepara-
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tion and implementation in the Nigerian public sector. Both descriptive and 
discursive techniques were adopted to give an in-depth explanation on budget-
ing and budget implementation in the country. Results bore that the continuous 
incorporation or application of variables like concept of value money audit, 
process and cost audit in conjunction with concrete public procurement theory 
birth the solid legal, organizational and professional structure which paved way 
for the enormous and palpable budgeting and budgeting implementation related 
conducted by [8] examined budget implementation and economic growth in 
Nigeria. The study employed ordinary Least Square (OLS) regression test using 
time series data from 1993-2010. Findings revealed that budget implementation 
had positive influence on national economic growth and that there is existence 
of positive correlation between gross domestic product (GDP) and public capital 
expenditure, public recurrent expenditure (PRE), public total expenditure 
(PEX), external debt (EXD). Also on the discourse of budgeting and its imple-
mentation study conducted by [15] examined factors responsible for budget 
failure in Nigeria. The study adopted econometric model of Analysis of Variance 
(ANOVA) regression test and time series data from 2010 to 2015. The results 
indicated that budget served as ritual or yearly which though good in content 
but without remarkable output in the public sector; that budgeting had strong 
correlation with the national GDP; and that, budgeting strongly correlated to 
poverty index (PI). It is recommended that more capital expenditure should be 
put in the budget plan so as to spring up the value of social development. Re-
cently [16] examined budget implementation and governance in Nigeria. The 
study utilized descriptive and discursive techniques in the quest to identify 
whether or not budgeting and budgeting implementation facilitated good go-
vernance in the country. Result bore that the egregious budget implementation 
as a result of unrealistic desire on target beneficiaries was significantly affected 
by poor governance. In the same vein study conducted by [6] examined budget 
and budgeting in the third tier of government: problems and prospects. The 
study adopted discursive analysis, which unveiled the national controversies on 
whether or not provision of basic services by local government was beneficiary 
to the wellness of citizenry due to nonstop poverty rate. It is argued that the in-
fluence of budget on the socio-economic development of a country depended 
solely on effective budget pattern and implementation. Therefore, federal gov-
ernment should draw a budgeting skeleton which will monitor the budgeting 
process of all local government areas. [17] evaluated Nigerian budget imple-
mentation and control reforms: tool for macroeconomic growth. Primary data; 
from Accountants and Economists in the federal civil service, and secondary da-
ta; from journals and other scholars publications, were used to show the effect of 
budget on resource management, overhead costs, productivity, personnel and 
efficiency. Through findings, it is identified that poor project conceptualization 
and planning by ministries, departments and firms engendered the retardation 
in management of resources. Recommendation suggested the need for tighter 
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usage of well implemented budget in order to vitalize macroeconomic growth in 
federal, state and local government levels.  

Recent empirical investigation on the subject matter of tax revenue such as the 
work of [4] examined the connection between tax revenue and Nigeria economy. 
The study employed both descriptive survey design and simple random sam-
pling technique in which 75 (75% response rate) out of the 100 copies of ques-
tionnaires distributed were perfectly completed by the FBIR employees, Lagos, 
Nigeria. The study discovered that tax revenue significantly influenced Federal 
Government Budget implementation, government revenue has significant im-
pact on tax administration, incompetency on the part of the tax board staffs sig-
nificantly influenced government revenue generation and that tax evasion af-
fected significantly national government revenue. [5] investigated tax revenue 
and Nigerian economic growth. Data were obtained from Central Bank of Nige-
ria (CBN) Statistical Bulletin and National Bureau of Statistics (NBS), and were 
analyzed with the use of Statistical Package for Social Science (SPSS) version 23. 
Findings revealed that oil and non-oil tax revenue correlated strongly and posi-
tively with Real Gross Domestic Product (RGDP). And, there was a significant 
difference between the impacts of oil and non-oil tax revenue on RGDP. Based 
on the results, it is recommended that government should prioritize accounta-
bility and transparency on the coordination of revenue obtained from oil and 
non-oil taxation in the country under review. [3] investigated the impact of tax 
revenue on economic growth: evidence from Nigeria. Data were generated from 
the Central Bank Statistical Bulletin, desk survey method, and Ordinary Least 
Square of multiple regressions was employed to ascertain the correlation be-
tween dependent and independent variables. Result showed a significant correla-
tion between oil profit tax and the economic growth, a significant correlation 
between non-oil revenue and economic growth meanwhile, no significant corre-
lation between firm income tax and the economic growth of Nigeria. Notably, 
empirical investigations conducted in recent past do not capture in specific 
terms the role played by tax revenue in the discourse of budget implementation 
in Nigeria and also past studies on budget implementation at the national level 
could not assess the interrelationship between tax revenue and budget imple-
mentation level using actual tax revenue, government recurrent and capital ex-
penditure.  

3. Research Method 

Model Specification  
This study adapted the model used by [18] to analyze the nexus between gov-

ernment expenditure and tax revenue: The adapted model specified government 
expenditure as a function of aggregated tax revenue see Equation (i) below: 

0 1t t itGE TRα α µ= + +                        (i) 

where GE = Government Expenditure, TR is Ta Revenue, and u is the stochastic 
error term. 
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This study modified the model by disaggregating tax revenue into sub-set in-
cluding value added tax, company income tax, custom and excise duties and pe-
troleum profit tax, while government expenditure was also disaggregated into 
capital and recurrent expenditure. The new version of the model used by [18] is 
presented in functional and linear forms below:  

( ),  ,  ,  ACE f AVAT ACIT ACED APPT=  

( ),  ,  ,  ARE f AVAT ACIT ACED APPT=  

0 1 2 3 3t t t t t itACE AVAT ACIT ACED APPTα α α α α µ= + + + + +       (ii) 

0 1 2 3 3t t t t t itARE AVAT ACIT ACED APPTα α α α α µ= + + + + +      (iii) 

Scope, Source(s) of Data and Techniques of Analysis 
This study covered a period of 10 years spanning from 2008 to 2017 being an 

era characterized by preparation and dissemination of budget implementation 
report in accordance with section 30 and 50 of the Fiscal Responsibility Act 
[FRA], 2007, which is a reflection of government determination to ensure trans-
parency and accountability in the management of public resource as well as ef-
fectiveness and efficiency in the management of national resources to achieve 
governmental objectives. This study made use of quarterly data sourced from the 
Office of the Accountant General of the Federation [OAGF] and Budget Office 
of the Federation [BOF] as contained in the annual budget implementation re-
port for period understudied. This study employed Fully Modified Least Square 
(FMOLS) and Error Correction Model (ECM) based on ARDL approach, after 
conducted pretest such as unit root test, and co-integration test.  

4. Data Analysis and Result 

Correlation Analysis  
Correlation result presented in Table 1 showed that actual value added tax 

and actual customs and excise duties move predominantly in opposite direction 
with actual capital expenditure of Nigeria for the period understudied. Observa-
bly statistics reported for pairs of ACE and AVAT, ACE and ACED is weak at 
−0.132479 and −0.171952 respectively. On the other hand the result showed that 
actual capital expenditure moves in the same direction with both company in-
come tax and actual petroleum tax, with weak correlation statistics of 0.108264 
and 0.345751 for ACE and CIT, ACE and APPT respectively. Result showed that 
actual recurrent expenditure also stood at predominantly with all tax revenue 
variables identified in the study except actual petroleum profit tax. Specifically 
reported statistics stood at 0.837884, 0.002591, 0.837507, for ARE and AVAT, 
ARE and ACIT, ARE and ACED, ARE and APPT respectively, while the correla-
tion between actual recurrent expenditure and petroleum profit tax is negative 
and weak at −0.111246.  

Unit root test result presented in Table 2 revealed that variables used in the 
study are of mix order of integration. While actual capital expenditure and ac-
tual company income tax are integrated of order zero i.e. I (0), actual recurrent 
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expenditure, actual value added tax, actual custom and excise duties, and actual 
petroleum profit are integrated of order i.e. I (1). Result reflect that both actual 
capital expenditure and are stationary at level, which connote that they do not 
retain innovative shock passed on time, at any point in time, which other va-
riables are said to be stationary at first difference, which by implication showed 
that these variables retain innovative shock passed on them only for a short pe-
riod of time. Following the confirmation of the variables being integrated mix 
order one I (1) or order zero I (0), it stands that there is no equilibrium rela-
tionship among the variables in the short run with the presence of unit root in 
about four of the identified variables. Hence the study conducted an ARDL 
co-integration bound test. 

Table 3 revealed that that there is enough evidence to reject the null hypothe-
sis that there is no co-integration amidst the variables, for both model 1 and 
model 2, which reflect that despite the non-stationarity of some of the variables 
at level, which engender disequilibrium interrelation in the short run, linear 
combination of these variables will yield a stationary series, meaning that the 
short run inconsistency in the models of the study are easily corrected over time 
such that there is existence of equilibrium relationship on the long run. The va-
lidation for co-integration stemmed from the fact that the estimated f-statistics is 
beyond the upper bound critical value for both models. Hence the study estab-
lished that there is long run equilibrium interrelationship between tax revenue 
variables and budget implementation measured in terms of both actual capital 
expenditure and actual recurrent expenditure.  

Estimation of the long run interrelationship between actual tax revenues and 
actual expenditure was done with the use of Fully Modified Least Square (FMOLS) 
estimator for the two models specified in the study. The use of Fully Modified least 
Square estimator stemmed from the fact that estimation of co-integrated series 
with Ordinary least square exhibit estimates with asymptotic distribution that is 
generally non-Gaussian, as well as asymptotic bias. Hence this study adopted the 
fully modified OLS to estimates the single co-integrating vector proposed by 
Phillips and Hansen (1990) which employs a semi-parametric correction to elim-
inate the problems caused by the long run correlation between the co-integrating 
equation and stochastic regressors innovations. The resulting Fully Modified 
OLS (FMOLS) estimator is asymptotically unbiased and has fully efficient mix-
ture normal asymptotic, allowing for standard Wald tests using asymptotic 
Chi-square statistical inference. 

Long run estimation presented in Table 4 revealed that actual value added tax 
exert insignificant positive impact on actual capital expenditure, with reported 
coefficient estimate of 0.338137 (p = 0.6203 > 0.05), actual company income tax 
exert significant positive on actual capital expenditure, with coefficient estimate 
of 0.588920 (p = 0.0000 < 0.05), long run impact of custom and excise duties on 
actual capital expenditure is negative and significant, with coefficient estimate of 
−3.000603 (p = 0.0077 < 0.05), while long run impact of petroleum profit tax on 
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actual capital expenditure is positive and significant, with coefficient estimate of 
0.195577 (p = 0.0004 < 0.05). Reported R-square stood at 0.760666, which reflect 
that on the long run about 76% of the systematic variation in actual capital ex-
penditure can be jointly explained by the tax revenues identified in the study. 

Estimation result presented in Table 5 showed that tax revenues included in 
the model exert positive impact on actual recurrent expenditure except actual 
petroleum profit tax. Specific coefficient estimate reported in Table 5 stood at 
1.779831 (p = 0.0286 < 0.05), 0.237674 (p = 0.0911 > 0.05), 4.110139 (p = 0.0019 
< 0.05), −0.159701 (p = 0.0084 < 0.05) for actual value added tax, actual com-
pany income tax, actual custom and excise duties, and actual petroleum profit 
tax respectively. Result showed the long run impact of all the tax revenue on 
actual recurrent expenditure is statistically significant at 0.05 significance level, 
except for company income tax. Reported R-square stood at 0.753053, which 
reflect that on the long run about 75% of the systematic variation in actual re-
current expenditure can be jointly explained by the tax revenues such as value 
added tax, company income tax, custom and excise duties and petroleum prof-
it tax.  

 
Table 1. Correlation matrix. 

 ACE ARE AVAT ACIT ACED APPT 

ACE 1.0000      

ARE −0.084819 1.0000     

AVAT −0.132479 0.837884 1.0000    

ACIT 0.108264 0.002591 0.102767 1.0000   

ACED −0.171952 0.837507 0.909468 −0.045018 1.0000  

APPT 0.345751 −0.111246 −3.556955 0.178128 0.0735844 1.0000 

Sources: Author’s computation (2019). 
 
Table 2. Unit root test result. 

At Level At First Difference 

Variables 
ADF  

statistics 

1%  
critical 
value 

5%  
critical 
value 

ADF  
statistics 

1%  
critical 
value 

5%  
critical 
value 

Order  
of  

integration 

ACE −4.299301* −3.610453 −2.938987 --- --- --- I(0) 

ARE −0.556498 −3.615588 −2.941145 −14.92359* −3.615588 −2.941145 I(1) 

AVAT −0.844933 −3.610453 −2.938987 −7.338665* −3.615588 −2.941145 I(1) 

ACIT −6.171221* −3.610453 −2.938987 --- --- --- I(0) 

ACED −1.146373 −3.610453 −2.938987 −6.912892* −3.615588 −2.941145 I(1) 

APPT −1.238224 −3.615588 −2.941145 −8.759685* −3.615588 −2.941145 I(1) 

Note: * connote significance at 1% level of significance. Source: Author’s computation (2019). 
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Table 3. ARDL co-integration bound test. 

Models F-Statistic Lower Bound Critical Value Upper Bound Critical Value 

Model 1 13.06269 2.26 3.48 

Model 2 44.02475 2.26 3.48 

Note: Asymptotic critical values are obtained from table F in appendix C, Case III: intercept and trend for k 
= 5 (Pesaran and Pesaran, 1997, p. 478) at 5% significant level.  
 
Table 4. Co-integration regression result (Model 1). Series: ACE AVAT CIT CED APPT. 

Variables Coefficient Std. Error t-Statistics Probability 

C 214.9722 56.34648 3.815185 0.0005 

AVAT 0.338137 0.676375 0.499926 0.6203 

ACIT 0.588920** 0.118701 4.961370 0.0000 

ACED −3.000603** 1.059503 −2.832086 0.0077 

APPT 0.195577** 0.049598 3.943251 0.0004 

R-square = 0.760666, Adjusted R-square = 0.745450, ** connote significance at 5% level of significance, 
Source: Author’s computation (2019). 
 
Table 5. Co-integration regression result (Model 2). Series: ARE AVAT CIT CED APPT. 

Variables Coefficient Std. Error t-Statistics Probability 

C 61.03251 64.87871 0.940717 0.3535 

AVAT 1.779831** 0.778794 2.285367 0.0286 

ACIT 0.237674 0.136675 1.738966 0.0911 

ACED 4.110139** 1.219937 3.369140 0.0019 

APPT −0.159701** 0.057108 −2.796449 0.0084 

R-square = 0.753053, Adjusted R-square = 0.724001, ** connote significance at 5% level of significance, 
Source: Author’s computation (2019). 

4.1. Error Correction Model (ECM) 

Error correction model estimation reflect the Short run impact of tax revenue on 
budget implementation measured in terms of actual capital expenditure and ac-
tual recurrent expenditure and track the mechanism of adjustment of the short 
run disequilibrium relationship and how the short run inconsistencies was cor-
rected over time to establish the long run equilibrium relationship reflected in 
co-integration regression estimation presented in Table 4 and Table 5 for model 
1 and 2. This study employed an ARDL estimation selected based on Akaike in-
formation criterion. Parsimonious model of order ARDL (1, 0, 0, 2, 1) was se-
lected for model 1 and ARDL (1, 0, 0, 0, 0) for model 2 as presented in Table 6 
and Table 7. 

Parsimonious result presented in Table 6 revealed that on the short run actual 
value added tax exert insignificant negative impact on actual capital expenditure 
with coefficient estimate of −2.131155 (p = 0.1614 > 0.05), actual company in-
come tax exert insignificant negative impact on actual capital expenditure, with 

https://doi.org/10.4236/ajibm.2019.95082


F. O. Olaoye, A. A. Akinola 
 

 

DOI: 10.4236/ajibm.2019.95082 1229 American Journal of Industrial and Business Management 
 

coefficient estimate of −0.002946 (p = 0.4404 > 0.05), custom and excise duties 
exert significant negative impact on actual capital expenditure, with coefficient 
estimate of −4.130201 (p = 0.0235 < 0.05), while petroleum profit tax exert sig-
nificant positive impact on actual capital expenditure, with reported coefficient 
estimate of 0.448026 (p = 0.0020 < 0.05). Coefficient of the lagged error correc-
tion term ECT (−1) reported in Table 6 revealed that 100% of the short run in-
consistencies is significantly corrected and incorporated into the long run dy-
namic quarterly, thus reflecting the adjustment power of the model estimated to 
ascertain the effect of tax revenue on actual capital expenditure. R-square statis-
tics of 0.667141 reported in Table 6 revealed that about 67% of the systematic 
variation in actual capital expenditure can be explained by tax revenue including 
value added tax, company income tax, custom and excise duties and petroleum 
profit tax. 

Post estimation test presented in Table 7 reflect that the parsimonious ECM 
model presented in Table 6 is robust enough to capture the impact of tax reve-
nue on budget implementation measured in terms of actual capital expenditure, 
as test results validate the linear specification, normality of error term, absence 
of serial correlation and homoscedastic variance of the error term, given re-
ported probability values for each test which reflects acceptance of correspond-
ing null hypothesis of appropriate linear specific, normality of error term, ab-
sence of serial autocorrelation and equal variance of the error term.  

Estimation result presented in Table 8 revealed that on the short run, actual 
value added tax exert insignificant positive impact on actual recurrent expendi-
ture, with coefficient estimate of 0.124942 (p = 0.9405 > 0.05), company income 
tax exert insignificant positive impact on actual recurrent expenditure 0.001627 
(p = 0.7113 > 0.05), custom & excise duties exert significant positive impact on 
actual recurrent expenditure 5.181230 (p = 0.0074 < 0.05). Result also showed 
that on the short run petroleum profit tax exert insignificant positive impact on 
actual recurrent expenditure 0.121280 (p = 0.0058 < 0.05). Estimated coefficient 
for error correction term lagged by a period stood at −0.732312 (p = 0.0058 < 
0.05) which connote that about 73% of the systematic variation in the short run 
disequilibrium was corrected every quarter and incorporated into the long run 
dynamics. Reported R-square stood at 0.667141 which implies that about 67% of 
the systematic variation in actual recurrent expenditure can jointly be explained 
by the independent variables of the estimated model.  

Test result presented in Table 9 revealed that parsimonious ECM model pre-
sented in Table 8 is robust enough to capture the impact of tax revenue on 
budget implementation measured in terms of actual recurrent expenditure, as 
result validates the linear specification of the model, normality of error term, 
absence of serial correlation and equal variance of the error term, given reported 
probability values for each test which reflect acceptance of corresponding null 
hypothesis of appropriate linear specific, normality of error term, absence of 
serial autocorrelation and equal variance of the error term.  
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Table 6. Parsimonious ECM estimation (Model 1). Series: ACE VAT PPT CIT CED TOE. 

Variables Coefficient Std. Error t-Statistics Probability 

C 26.64805 18.17642 1.466077 0.1542 

D(ACE(-1)) 0.304626 0.177354 1.717619 0.0973 

D(AVAT) −2.131155 1.480105 −1.439867 0.1614 

D(ACIT) −0.002946 0.003762 −0.783119 0.4404 

D(ACED) −4.130201** 1.720120 −2.401111 0.0235 

D(ACED(−1)) −0.101924 1.621682 −0.062851 0.9503 

D(ACED(−2)) −4.538447** 1.602402 −2.832276 0.0086 

D(APPT) 0.448026** 0.130657 3.429031 0.0020 

D(APPT(−1)) 0.182205 0.137398 1.326106 0.1959 

ECT(−1) −1.063001** 0.236747 −4.490031 0.0001 

R-square = 0.667141, Adjusted R-square = 0.556188, F-statistics = 6.012820, Prob(F-stat) = 0.000129 Dur-
bin-Watson = 2.084558, ** connote significance at 5% level of significance, Source: Author’s computation 
(2019). 
 
Table 7. Post estimation test (Model 1). 

Linearity Test 

Statistics Values Probability 

F-statistic 0.210746 0.6500 

Normality Test 

Statistics Values Probability 

Jarque-Bera Stat 1.493891 0.473812 

Serial Correlation LM Test 

Statistics Values Probability 

F-statistic 0.206152 0.8151 

Heteroscedasticity Test 

Statistics Values Probability 

F-statistic 1.919917 0.0919 

Source: Author’s computation (2019). 
 
Table 8. Parsimonious ECM estimation (Model 2). Series: ARE AVAT CIT CED APPT. 

Variables Coefficient Std. Error t-statistics Probability 

C 14.17775 19.69300 0.719938 0.4770 

D(ARE(-1)) −0.379471** 0.160117 −2.369958 0.0242 

D(AVAT) 0.124942 1.661718 0.075188 0.9405 

D(ACIT) 0.001627 0.004355 0.373592 0.7113 

D(ACED) 5.181230** 1.809003 2.864136 0.0074 

D(APPT) 0.121280 0.142025 0.853932 0.3997 

ECT(−1) −0.732312** 0.247181 −2.962653 0.0058 

R-square = 0.667141, Adjusted R-square = 0.556188, F-statistics = 6.012820, Prob(F-stat) = 0.000129 Dur-
bin-Watson = 2.084558, ** connote significance at 5% level of significance, Source: Author’s computation 
(2019). 
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Table 9. Post estimation test (Model 2). 

Linearity Test 

Statistics Values Probability 

T-statistic 2.115422 0.1562 

Normality Test 

Statistics Values Probability 

Jarque-Bera Stat 1.795126 0.652335 

Serial Correlation LM Test 

Statistics Values Probability 

F-statistic 0.283559 0.7552 

Heteroscedasticity Test 

Statistics Values Probability 

F-statistic 0.903481 0.5050 

Source: Author’s computation (2019). 

4.2. Discussion 

Estimation results established that value added tax, company income tax, as well 
as custom & excise duties exert negative impact on actual capital expenditure on 
the short run, with only the impact of custom and excise duties being significant 
at 0.05 significant threshold. On the other hand petroleum profit tax exerts sig-
nificant positive impact on actual capital expenditure on the short run. On the 
long run value added tax, company income tax and petroleum profit tax exert 
positive impact on actual capital expenditure, with the impact of both company 
income tax and petroleum profit tax being significant, while on the other hand 
custom & excise duties exert significant negative impact on actual capital ex-
penditure on the long run.  

All tax revenue exert positive impact on actual recurrent expenditure on the 
short run, with only the impact of custom and excise duties being significant at 
0.05 level of significance. On the long run value added tax, company income tax 
and custom & excise duties exert positive impact on actual recurrent expendi-
ture, with the impact of both value added tax and customs & excise duties being 
significant a 0.05 significance threshold. On the other hand petroleum profit tax 
exert significant negative impact on actual recurrent expenditure on the long 
run. Fundamentally result showed that custom and excise duties has significant 
negative impact on capital budget implementation in Nigeria, both on the short 
run and on the long run, while petroleum profit tax has significant positive im-
pact of capital budget implementation both on the short run and on the long 
run, while the impact of company income tax on budget implementation is only 
significant on the long run. It was also established from the results that custom 
and excise duties has significant positive impact on recurrent budget implemen-
tation both on the short run and on the long run, and that the impact of value 
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added tax on recurrent expenditure implementation is only significant on the 
long run, while on the other hand petroleum profit tax has significant negative 
impact on recurrent expenditure implementation only on the long run.  

5. Conclusion and Recommendation 

This study established that tax revenue including petroleum profit tax and com-
pany income contribute positively and significantly to capital budget implemen-
tation in Nigeria, while custom and excise duties significantly and negative affect 
capital budget implementation in Nigeria. Secondly, the study established that 
custom & excise duties as well as value added tax contributes significantly and 
positively to recurrent budget implementation in Nigeria, while tax revenue 
from petroleum profit tax significantly and negatively influences recurrent 
budget implementation in the country. Hence the study recommends that gov-
ernment should engage more of tax revenue generated from both petroleum 
profit tax and company income tax toward capital projects in the country, rather 
than recurrent expenditure and collection cost minimization strategy should be 
device by government through the federal inland revenue services and other tax 
regulatory bodies especially in terms of both customs & excise duties and value 
added tax, so as to ensure that proceed from these sources can contribute largely 
to capital budget implementation.  
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