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Abstract 

 
Nigeria introduced fiscal rules in 2003 with the hope of overcoming the constraints on fiscal policy and averting the 

escalation in deficits and debt levels. Despite the introduction of these rules, substantial increases are still being witnessed 

in budget deficits and debt levels, bringing into question the effectiveness of fiscal rules in enhancing budgetary outcomes. 

The objective of the paper, therefore, is to ascertain the efficacy of fiscal rules in engendering fiscal prudence in Nigeria. 

The study employs the Autoregressive Distributed Lag (ARDL) approach to Co-integration and Error Correction 

Modelling (ECM) in exploring the relationships between the fiscal deficit ratio and fiscal rules in Nigeria. It examines 

the relationships between the deficit ratio and the fiscal rule dummy variable in conjunction with some important control 

variables thought to capture the dynamics in the deficit ratio during the period under review. The Bounds test rejects the 

null hypothesis of no cointegration among the variables, thus, confirming the existence of long-run stable relationships 

between fiscal deficits and the included regressors. The study finds that the coefficient of fiscal rule is negatively signed, in 

line with the apriori expectation, but weakly significant, suggesting that fiscal rule has a weak influence on fiscal 

prudence. The results further show that increases in the general price level does not significantly worsen the fiscal deficit 

ratio while capital stock accumulation equally improves government’s fiscal position in the long run. The capital stock’s 

elasticity of -0.64 implies that a unit expansion in capital spending reduces the deficit ratio by about 0.6 percent per 

annum. Among others, the study identifies the need to strengthen the implementation framework of fiscal rule by 

possibly giving a constitutional recognition to its operation as well as encouraging the sub-national government to 

embrace it. 
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INTRODUCTION 

 
Many countries that implemented fiscal rules had hoped to ensure fiscal sustainability by 

eliminating the past trends of budgetary deficits and mounting debt levels. By setting limits on 

fiscal indicators like budget balance and public debt, governments are simply imposing binding 
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statutory or constitutional restrictions on fiscal policy to achieve and maintain favourable 

outcomes. Though discretionary fiscal policy is said to allow for greater flexibility, fiscal rules 

become imperative when policy makers are faced with fiscal volatilities that could be transmitted 

to the rest of the economy. Fiscal rules are, therefore, expected to play important roles in 

guiding the sustainable use of budgetary resources through the stabilization of public 

expenditure to prevent deficit bias and pro-cyclical fiscal policy. The effective implementation of 

fiscal rules is also anticipated to overcome the constraints on fiscal policy by strengthening the 

framework for its formulation and implementation to enthrone a more transparent and stable 

budget devoid of the boom-bust phenomenon that disrupts government spending and the 

steady delivery of public services. 

 
The growing dependence on oil revenue exposed government spending and service delivery in 

Nigeria to the vagaries of the international oil market, making them susceptible to exogenous shocks. 

The rapid monetization of foreign exchange proceeds accruing from oil exports led to expansion in 

government spending, a larger chunk of which was recurrent outlay. As oil revenue dwindled 

following the fluctuations in international oil prices, the government was compelled to resort to 

public borrowing, a substantial part of which was from the central bank. The country‟s debt ratios 

worsened with the deterioration in deficit levels, thus encouraging fiscal indiscipline. This also caused 

unprecedented growth in monetary aggregates, resulting in inflationary pressures. 
 
The destabilizing effects of such fiscal surprises on the budget worsened the country‟s fiscal 

position, raising anxiety about the credibility of fiscal policy. The adverse implications for 

domestic prices and the exchange rate of the ensuing monetary expansion required a reform of 

the budgetary system. Fiscal rules were thus introduced in the 2003 budget to enthrone a more 

prudent fiscal policy by implementing an oil-based benchmark price through which surplus 

revenues in excess of the specified oil-price benchmark were saved into an Excess Crude 

Account (ECA) for budgetary stabilization. 

 
Despite the introduction of fiscal rules, substantial increases were still being witnessed in budget 

deficits and debt levels, bringing into question the effectiveness of fiscal rules in enhancing fiscal 

consolidation in Nigeria. Since the fiscal policy rules were intended to avert escalation in deficit bias 

and pro-cyclical fiscal policy, it is important to ascertain the efficacy of such rules in engendering 

fiscal prudence in Nigeria. Except for the projective simulations made by Baunsgaard (2003) and 

Obinyeluaku (2006) about the implications of adopting fiscal rules, we are yet to come across any 

empirical study on the impact of fiscal rules on fiscal prudence in Nigeria, perhaps owing to data 

constraints arising from the adoption of such rules in the country barely a decade ago. Against this 

backdrop, we attempt to explore the empirical linkages between fiscal rules and fiscal prudence in 

Nigeria using annual data for the 1970-2012 period, with the hope of contributing to the subsisting 

debates in the literature on the credibility of fiscal policy. 

 
The study employs the Autoregressive Distributed Lag (ARDL) model owing to its flexibility in 

analysing the dynamic behaviours of non-stationary multivariate time series. We introduced a fiscal 
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rule dummy variable and estimated the fiscal prudence model separately with budget balance 

and debt-GDP ratio as proxies. We regress fiscal prudence on the fiscal rule dummy and other 

relevant control variables like the debt service ratio, Inflation rate, capital stock accumulation 

and tax effort to determine the interactions between fiscal prudence and fiscal rules in Nigeria. 

The study is structured into six sections with the introduction contained in section one. In 

section two, the theoretical and empirical linkages between fiscal rules and fiscal prudence are 

reviewed. Section three presents the profile of fiscal policy rules in Nigeria. In section four, the 

methodology encompassing the sources of data and estimation techniques are discussed. The 

empirical results are presented and analysed in section five. Section six provides the concluding 

remarks and policy recommendations. 

 
2. REVIEW OF RELEVANT LITERATURE   

2.1 Theoretical Literature and Conceptual Framework   
2.1.1 Theoretical Literature 
 
Public spending in many developing countries is often pushed in timeless manner resulting to 

deterioration in deficit and debt ratios. In resolving some of the adverse consequences, several 

countries imposed restrictions on fiscal conducts with a view to restoring and sustaining the 

credibility of fiscal policy. The International Monetary Fund (IMF) reported that twenty five low 

and middle income countries adopted fiscal rules at the national level.† These ranged from 

Budget Balance Rules (BBR), Debt Rules (DR), Revenue Rules (RR) and Expenditure Rules 

(ER). ERs are typically designed to complement BBRs in tackling deficit bias directly and 

avoiding or moderating pro-cyclical policies (Cioffi et al., 2011)‡. 
 
Under the 1992 Maastricht Treaty, European countries were expected to meet the convergence 

criteria (debt limit of 60 percent of Gross Domestic Product, GDP and deficit limit of 3 percent 

of GDP) in order to qualify for membership of the European Economic and Monetary Union 

(EMU). With the introduction of the euro in 1999, the Stability and Growth Pact (SGP) initiated 

in 1997 was operationalized to sustain the commitment of members to fiscal prudence beyond 

the attainment of convergence targets. Deficit controls were also introduced by the United 

States in 1985 at the national level with a 5 year adjustment path to bring about a balanced 

budget in 1991 (later deferred to 1993), but the target could not be achieved. This led to the 

enactment in 1990 of the Budget Enforcement Act (BEA) which redirected the deficit controls 

to revenue and expenditure rules thereby enhancing fiscal discipline§. 
 
Brazil‟s fiscal rules limit primary balance and debt levels, New Zealand controls operating 
balance and debt levels, while Argentina and Peru impose limits on overall balance and primary 

 
† See IMF (2009) for more information  
‡ Cioffi et al. (2011) further observed that several countries established independent fiscal 
institutions to allow for a transparent implementation of fiscal rules and make fiscal policy 
more consistent with medium-term targets.  
§ See Kennedy and Robbins (2003) for further details 
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expenditure. Fiscal rules are also applied in Kazakhstan, Venezuela and Oman for budgetary 

stabilization all of which transfer oil revenue in excess of specified budget benchmark price into 

a saving account to stabilize budgetary operations. Kuwait, on the other hand, established a 

savings fund into which 10 percent of both oil and non-oil revenue is saved not minding the 

developments in oil prices**. 
 
Schaechter et al. (2012) noted that many countries have adopted new fiscal rules and that 

emerging countries have caught up with developed countries in terms of “the number of fiscal 

rules and the comprehensiveness of the design features”. They added that the new-generation 

fiscal rules are becoming “increasingly complex as they combine the objectives of sustainability 

with the need for flexibility in response to shocks, thereby creating new challenges for 

implementation, communication and monitoring.” 

 
Kopits and Symansky (1998) defined fiscal rules as permanent constraints on fiscal policy achieved 

through the imposition of simple numerical limits on budgetary aggregates. The IMF (2009), on the 

other hand, considered fiscal rules as the entire gamut of mechanisms designed to support fiscal 

discipline and the credibility of fiscal policy. Fiscal rules, therefore, refer to the constraints on fiscal 

policy aimed at moderating fiscal behaviours to mitigate or possibly eliminate deficit and debt bias, 

and pro-cyclical fiscal policy towards providing a more stable and sustainable framework for the 

formulation and implementation of fiscal policy. Pro-cyclical budgets are often driven by volatilities 

emanating from the fluctuations in underlying factors, such as the international oil prices and oil 

revenue. Fiscal rules are thus, designed to check the destabilizing impacts of such oscillations on the 

conduct of fiscal policy towards the realization of policy goals. Fiscal prudence, on the other hand, 

defines the transition from a proactive (expansionary) to a neutral (prudent) fiscal policy that 

guarantees a healthier balance in social and economic growth, and development. The neutrality of 

fiscal policy facilitates the achievement of an equilibrium condition that neither strengthens nor 

weakens the level of aggregate demand. In other words, a neutral fiscal policy aims at sustaining 

macroeconomic stability by taming government spending to control for deficit and debt ratios, while 

seeking to expand revenue. 

 
If properly designed and executed, fiscal rules are capable of strengthening the credibility of fiscal 

policy to enhance fiscal discipline. By breaking the cycle of uncertainties surrounding the budget, 

fiscal rules are able to facilitate the achievement of a more stable expenditure path to enthrone a 

counter-cyclical budget that provides cushion against the transmission of oil price volatility to the rest 

of the economy. Fiscal rules can also help to curb cyclicality by taming recurrent recessions and 

booms via the adjustments in fiscal variables and their linkages with other policy instruments††. 

Kennedy and Robbins (2003), however, argued that fiscal discipline cannot be guaranteed even in the 

presence of the most effective fiscal rules, noting that “political commitment is also necessary 
 

 
** See Baunsgaared (2003) for more 

information. †† See Sucharita and Sethi (2001) 
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if rules are not to be circumvented”. Cioffi et al. (2011) reinforced the above argument affirming that 

strong political commitment, a stable macroeconomic environment and appropriate enforcement 

mechanisms are all desirable for fiscal rules to deliver fiscal discipline. Baunsgaared (2003) further 

observed that fiscal rules will not yield the desired impact unless government takes measures to 

promote fiscal transparency, enhance public accountability and fight corruption. 

 
Fiscal rules are, therefore, not clearly necessary in all countries despite their roles in achieving 

fiscal success in certain countries. Fiscal rules may also turn to be too restrictive, thereby limiting 

the ability of government to conduct discretionary or countercyclical fiscal policies, in particular, 

when such rules are administered by independent institutions. Hauptmeier et al. (2010) opined 

that strong national budgetary institutions may, against public interest, exert significant 

constraints on public expenditure. It is, thus, important that countries put their fiscal rules to 

serious test towards ascertaining their specific impact on fiscal outcomes.‡‡ In recounting the 

scepticisms surrounding the desirability of fiscal rules, Krogstrup and Walti (2007) extended the 

above argument stating that “fiscal rules can always be circumvented when policy makers wish 

to run deficits”, and hence, “fiscal rules do not work as an effective restraint on fiscal policy”. 
 
2.1.2 Conceptual Framework§§  
The theoretical underpinnings underlying the adoption of discretionary fiscal policies provide the 

conceptual framework for our analysis of the impact of fiscal rules on fiscal prudence in Nigeria. The 

motivation for governments to adopt fiscal rules derives from a component of fiscal policy that does 

not represent the response of fiscal authorities to macroeconomic conditions. This reflects the 

political economy of policy making which provides incentives for fiscal authorities to use 

unconventional (discretionary) policies to intervene in the economy beyond the latitude suggested by 

macroeconomic conditions. As noted by Fatás and Mihov (2008), the level and composition of 

government spending, as well as the size of budget deficits differ across countries due to the 

variations in political institutions and electoral rules. The above differences in political institutions 

may greatly influence the response of fiscal policy to economic shocks or to the electoral calendar of 

a given country (Roubini and Sachs, 1989; Alesina and Drazen 1991). 

 
The character of the political system and the institutional environment that justify the variations in 

the response of different fiscal authorities abound in the literature but their detailed discussion is 

clearly beyond the scope of our paper. Suffice it to say, however, that the origin of discretionary 
 

 
‡‡Kennedy and Robbins (2003) further observed that fiscal rules impact budgetary outcomes 
based on the manner the rules are structured, but the literature on whether fiscal rules erode 
government‟s ability to embrace counter-cyclical fiscal policy remains widely divided. The 
consensus in recent studies, however, is that strict rules have the capacity to intensify business 
cycle fluctuations. A number of studies have also suggested that the suitability of fiscal rules 
depends on the level of government that is adopting such rules or the governance system that is 
in place, as to whether a pluralist or proportional representation.  
§§ The conceptual framework draws from the discussions provided by Fatás and Mihov (2008). 
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fiscal policies lies in the electoral cycle to which the literature identifies two categories – the 

opportunistic and the partisan cycles. The opportunistic political budget cycle provides that an 

incumbent party seeks to maximise the chances for re-election by running a larger-than-usual 

budget deficit in an election year. The presence of electoral cycles, therefore, justifies the 

observed changes in spending and taxes in election periods. Shi and Svensson (2001) argued that 

the size of the electoral cycle is essentially determined by the magnitude of the rents derivable 

from the ability to cling on to power. The variations in the volatility of discretionary fiscal 

policy, thus, account for the observed differences in the political rents in various countries. On 

the other hand, the partisan cycle is anchored on the premise that a country‟s fiscal policy may 

witness discretionary changes due to the changes in the preferences of the ruling party (Alesina, 

1987). Though the fiscal policy changes may bear some relationships with the elections in terms 

of the timing, the motivation for their occurrence may be unconnected with the electoral cycle. 

Many other reasons may also account for the use of discretionary fiscal policies, and these may 

include changes in income distribution, rising inequalities and growing demand for some public 

goods that may lead to expansion in government spending. 

 
Our analysis of the impact of fiscal rules on fiscal prudence can, thus, not be fully appreciated 

without an understanding of the theoretical basis and character of these policy rules, as well as 

the expectations surrounding their application in different countries. 

 
2.2 Empirical Literature 
 
Andres and Domenech (2006) used Dynamic Stochastic General Equilibrium (DSGE) models 

to analyse the impact of fiscal rules on the effectiveness of fiscal policy as an instrument of 

macroeconomic stabilization in advanced countries, particularly, the United States and the 

European Economic and Monetary Union (EMU). They demonstrated the usefulness of fiscal 

rules in restraining debt and deficit levels, and concluded that “discretionary fiscal policy and the 

strength of automatic stabilizers were largely unaffected by the “tightness” of fiscal rules,” 

implying that there was nothing in fiscal rules to prevent considerable and sustainable deviations 

in debt levels. 

 
In their assessment of the performance of alternative fiscal instruments in developing resource rich 

countries during the commodities boom and the global financial crisis, Heuty and Aristi (undated) 

established that such fiscal instruments like resource funds and fiscal rules largely failed to provide an 

enabling framework for long-term economic diversification and sustainable development. They 

added that resource funds and rules have only contributed in guiding fiscal policy in countries with 

good records of sound fiscal policy and strong institutions. The further contended that the current 

focus of existing fiscal instruments on saving resource windfall abroad was counterproductive to 

development financing and economic diversification of resource-rich developing countries. They, 

therefore, recommended that fiscal instruments in resource-dependent countries should be 

development-oriented in terms of the need to recognise the most 
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pressing fiscal challenge (commodity price volatility) and the necessity to subordinate the 
accumulation of wealth for future generations to the creation of a diversified economy. 

 
Wierts (2008) used a simple benchmark model to investigate the impacts of supranational and 

national fiscal rules on fiscal outcomes in the EMU. The results revealed that fiscal rules and 

fiscal outcomes were strongly correlated, with stricter rules constraining fiscal outcomes; and 

leading to circumventing behaviours. The results further showed that ex ante fiscal rules (with 

compliance obligation regarding the fiscal plans but not the outcomes) influenced fiscal plans 

more than the outcomes. The obligation for compliance was noted as a necessary condition for 

fiscal rules to be effective, but incentives for compliance were also stressed to be essential even 

if fiscal rules contain a formal obligation for compliance. The study, thus, concluded that “well-

designed fiscal rules, when supported by specific compliance mechanisms and efforts to close 

loopholes, can contribute to conquering spending and deficit biases.” 
 
Using panel estimation techniques, Hauptmeier et al. (2010) examined the primary expenditure 

developments in the euro area for the period 1999-2009, comparing the actual expenditure 

trends with those that would have prevailed if the countries had implemented the neutral 

policies outlined under the expenditure rules at the beginning of the EMU, and analysed the 

implications for debt trends. Apart from Germany, the study found that all the sample countries 

adopted expansionary expenditure policies that resulted in far higher spending and debt paths 

compared to a counterfactual neutral expenditure stance. The study concluded that simple and 

prudent rules-based spending policies could have resulted in much safer fiscal positions that 

align with the rules specified under the Stability and Growth Pact. 

 
In a panel study of the impact of fiscal rules on budgetary outcomes in 75 developing countries, 

Tapsoda (2012) established that the effect of fiscal rules on structural fiscal balance was 

significantly positive and robust to a range of alternative specifications. In another panel study 

of twenty-five sub-federal jurisdictions in Switzerland, Krogstrup and Walti (2007) also found 

that fiscal rules had significant positive effects on real budget balances. Alesina et al. (1999), 

Poter and Diamond (1999), Prakash and Cabezon (2008), Hallerberg et al. (2009), Dabla-Norris 

et al. (2010) and Gollwitzer (2011) all found a positive role for fiscal rules in fiscal discipline in 

developing countries using different approaches***. 

 
Using panel regressions, Afonso and Guimarães (2014) evaluated the impact of fiscal rules on budget 

balances and sovereign yields of 27 European Union (EU) countries for the period 1990-2011, and 

performed a simulation exercise to compute debt developments of the 27 EU countries under the 

assumption that the countries had implemented a numerical expenditure rule in 1990. The results 

indicated that fiscal rules, in particular expenditure rules, led to reductions in budget deficits, thereby 

significantly impacting primary expenditure. The study concluded that countries with rules 

experienced lower sovereign bond yields, though the same rules produced different 
 

 
*** See Tapsoda (2012) for details. 
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simulation results when applied to different countries, principally due to their initial level of 
primary expenditure. 

 
Heinemann and Yeter (2014) also used Panel procedures to assess the impact of fiscal rules on 

the fiscal performance of 27 Organization for Economic Cooperation and Development 

(OECD) countries covering the period 1986-2012. The results of the baseline specifications 

revealed the existence of a positive association between stronger fiscal rules and the cyclically 

adjusted primary balance, signifying a potential disciplining effect of fiscal rules on public 

finances. The dynamic estimations specifically indicated a positive and significant impact of 

more powerful fiscal rules at the 5 per cent level of significance. 

 
3. PROFILE OF FISCAL POLICY RULES IN NIGERIA 

 
Nigeria‟s recent past witnessed strong deficit bias and pro-cyclical fiscal policy, owing to the 

fluctuations in oil prices. The over-reliance on volatile sources of revenue (oil and gas) made it 

difficult for the government to stabilize public spending. The boom-bust cycle that characterized the 

revenue and expenditure of government created instabilities that were antithetical to economic 

growth. This was partly responsible for the failure of fiscal policy to deliver the desired growth. As 

public expenditure became driven by the trends in oil revenue, the government began to seek ways of 

insulating the budget against the fluctuations in the international oil prices. Fiscal rules were, thus, 

adopted in 2003 to ensure the sustainable use of oil revenue and prevent oil price and revenue 

volatilities from spilling over to the budget (Baunsgaared, 2003). 

 
Following this, excess oil revenue (the difference between the actual oil price and the budget oil 

benchmark price) is now being accumulated in an Excess Crude Account (ECA) with 

drawings made from it to augment shortfalls in oil revenue during periods of unfavourable oil 

prices. The ECA has actually helped Nigeria in closing budgetary gaps and augmenting shortfalls 

in public expenditure, thus, meeting the ever-increasing developmental needs at the three tiers of 

government and stabilizing the domestic economy. Drawings from the ECA have also helped to 

settle the nation‟s debt obligations, in particular, the Paris and London club debts in addition to 

the investments in the power sector and other priority projects. A major challenge confronting 

the operation of the ECA is the resistance by subnational governments to the continued 

sterilization of savings of oil revenue in the ECA when it is becoming increasingly difficult to 

meet developmental challenges at the lower levels of government. 

 
The Central Bank of Nigeria (CBN) Act 2007 sets limits on Federal Government borrowing from 

the central bank. Section 38 (d) of the CBN Act 2007 permits the CBN to “grant temporary advances 

to the Federal Government in respect of temporary deficiency of budget revenue at such rate of 

interest as the Bank may determine.” But “the total amount of such advances outstanding shall not at 

any time exceed five per cent of the previous year‟s actual revenue of the Federal 
 
Government. All Advances made pursuant to this section shall be repaid as soon as possible and shall 

in any event be repayable by the end of the Federal Government financial year in which they 
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are granted and if such advances remain unpaid at the end of the year, the power of the Bank to 

grant such further advances in any subsequent years shall not be exercisable, unless the 

outstanding advances have been repaid; and in such form as the Bank may determine provided 

that no repayment shall take the form of a promissory note or such other promise to pay at a 

future date or securitization by way of issuance of treasury bills, bonds, certificates or other 

forms of security which is required to be underwritten by the Bank.” 

 
The Fiscal Responsibility Act (FRA), 2007 also established the Fiscal Responsibility Commission 

(FRC) to promote and enforce adherence to the fiscal policy provisions under the Act (FRA) and 

other related matters towards ensuring the prudent management of state resources and promoting 

greater transparency and accountability in government‟s fiscal operations within the context of the 

Medium-Term Fiscal Policy Framework (MTFPF) for long-term sustainability. Section 12 (1) of the FRA 

provides for a deficit limit of “three percent of the estimated Gross Domestic 
 
Product (GDP) or any sustainable percentage as may be determined by the National Assembly for each financial 

year.” However, section 12 (2) further provides that the aggregate spending for any financial year 

could be allowed to exceed the above ceiling if the president is of the opinion that there is a 

clear and strong threat to national security and Sovereignty of the state. 

 
Section 35 of the FRA also provides for the saving of any excess proceeds above the reference 

commodity price. The CBN is empowered to invest, in a consolidated manner, within the 

Federation the savings of the three tiers of government provided that it consults with the 

Finance Minister, or Commissioners of Finance for states, or Treasurers of local governments 

before investing on behalf of the governments. However, the shares and income due to each 

government from the investment must be clearly identified. The CBN shall also, in the discharge 

of the above obligation, agree with the aforementioned functionaries at the three levels of 

government to ensure that the limits and conditions necessary for safety, prudential regulation 

and maintenance of macro-economic stability are duly observed. No level of government is to 

be allowed to access the savings except the price of the reference commodity drops below the 

predetermined level for a period not less than three consecutive months. The augmentation shall 

not be more than the difference between the actual revenue of government and the level 

provided in the budget estimates. However, the Federal and State Governments may agree to 

appropriate from the savings the following year provided the funds are for capital spending. 

 
Section 41 of the FRA allows government at all tiers to borrow exclusively for capital expenditure 

and human development on the condition that the borrowings are concessional loans with low 

interest rate and reasonably long amortization period; and if necessary, should be approved by the 

appropriate legislative body. The government is to ensure that the share of public debt in national 

income remains sustainable and in line with the approval of the National Assembly on the advice of 

the Finance Minister. Notwithstanding the above provision, the Federal Government may borrow 

from the capital market if approved by the National Assembly. 
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If the consolidated debt of the federal, state or local government exceeds the respective limits at 

the end of any quarter, it shall be brought within the limit not later than the end of three 

subsequent quarters, while at the same time ensuring a minimum of 25 per cent reduction in the 

first quarter. Any level of government that violates these limits is to be prohibited from both 

internal and external borrowing, unless for the purpose of refinancing existing debts. If any tier 

of government continues to disregard the specified limit after the time provided, the affected 

government shall in addition be proscribed from accepting grants from the other levels of 

government. The proceeds of such borrowing shall also be exclusively applied for long-term 

capital spending. The FRC is to conduct quarterly verifications on the compliance status of each 

level of government with the conditions and borrowing limits. 

 
Under section 48 of the FRA, the Federal Government is charged to conduct its fiscal and 

financial dealings in a transparent manner, ensuring timely, wide and full disclosure and 

publication of the sources and level of public revenues and expenditures, as well as their 

implications for government finances. The National Assembly is to ensure that the Medium-

Term Expenditure Framework (MTEF), the Annual Budget and the Appropriation Bill are 

prepared and discussed in very transparent manner. The federal Government is to also publish 

her audited accounts not later than six months from the end of the financial year. In section 49, 

the Federal Government is required to consolidate and publish its audited accounts for the 

previous year in the mass media not later than two years from the commencement of the FRA 

and, subsequently, within 7 months from the end of each financial year. The Federal 

Government is also required in section 50 of the Act to publish within 30 days from the end of 

every quarter a budget execution summary report in manners that may be determined by the 

FRC; and within 6 months from the end of the financial year the Finance Minister is to publish 

a consolidated report on budget execution comparing the budget implementation with 

performance targets to be submitted to the National Assembly and circulated to the public. 

Section 51 of the Act authorizes any interested person to enforce any provisions of the Act by 

“obtaining prerogative orders or other remedies at the Federal High Court, without having to 

show any special or particular interest.” 

 
The Public Procurement Act (PPA) 2007 also established the National Council on Public 

Procurement (NCPP) and the Bureau of Public Procurement (BPP) as regulatory authorities to 

monitor and supervise all public procurement processes and harmonize all the existing procurement 

policies and practices of the government. They are also to set standards and develop the legal 

framework and the professional capacity required for Public Procurement and other related Matters. 

The BPP is to harmonize the existing procurement policies/practices, and provide an enabling 

environment for the application of competitive, fair, transparent, professional and cost effective 

practices for the procurement as well as disposal of public assets and services, including the adoption 

of excellent pricing standards and benchmarks. It supervises the implementation of the approved 

procurement policies with a view to preventing fraudulent practices and abuse of the procurement 

process and where necessary apply punitive measures. It 
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also embarks on bi-annual audit of the public procurement process and practices and submits 

the report to the National Assembly. In general, the BPP is responsible for the formulation of 

the general policies and guidelines, and the administration of the public sector procurement but 

the approval powers are vested with the Council. 

 
The Due Process Mechanism (DPM) provides rules to be followed in the public procurement 

process. The Due Process Rules require all procuring entities to meet advertisement requirements, 

pre-qualification rules; invitation to tender (which specifies the financial and technical bid process), 

opening of tender, bid evaluation requirements and the determination of successful bid. The major 

constraints facing the DPM include the dissatisfaction of the private sector with the level of 

transparency in the public procurement system, the slow approval (due process certification) process 

and the delays in contract payments†††. 

 
Furthermore, the government has established a Sovereign Wealth Fund, the Nigerian Sovereign 

Wealth Fund (SWF) with the passage into law of the Nigerian Sovereign Investment Authority 

(NSIA) Act in May, 2011. The anticipation for gradual depletion in oil reserves and the current 

narrow economic base was what strengthened the call for a more robust savings mechanism by way 

of instituting the SWF that is capable of preserving capital in the saving fund on a continuous basis. 

The Nigerian SWF was also intended to replace the ECA not just for purposes of providing long-

term savings for investments, infrastructural development and generational equity, but also for the 

purpose of economic stabilization. The creation of SWF has provided the right institutional 

framework and the desired constitutional backing that allows for a more stable longer-term savings. 

The new initiative is also expected to strengthen the commitment to fiscal rule, ensure generational 

equity and tackle infrastructural challenges. 

 
In line with global best practices, the Nigerian SWF is fully equipped with robust corporate 

governance structure that allows for transparency, independence, responsibility, accountability, 

effectiveness and efficiency in the management of public resources. The SWF is owned by the 

general government and drawings from the account are to be jointly decided by the three tiers of 

government. The participation of the organized private sector, civil society groups, and the 

academia on the management board of the SWF is expected to promote transparency and 

reduce the kind of suspicion being expressed by the lower tiers of government regarding the 

management of the ECA. 

 
A decade after the implementation of fiscal rules, the trends in fiscal deficits and total debt ratios 

seem to suggest that Nigeria has insulated her economy against the volatilities in oil prices. This, 

perhaps, partly explains why the global financial crisis could not substantially disrupt the fiscal 

operations of the government despite the considerable drop in international oil prices and oil 

revenue. Table 1.0 below shows how the Fiscal Deficit Ratio (FDR) substantially improved from 
 

 
††† See Afemikhe (2006) for details 
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-11.5 percent in 1991 to -2.4 percent in 2012. From 2005 through 2008, the deficit ratio 

remained around zero percent. Similarly, the total debt ratio which stood at 142.5 percent in 

1991 declined drastically to 18.7 percent in 2012. The total debt ratio remained below 18 percent 

throughout 2006 to 2011. 

 
Table 1.0: Nigeria’s Fiscal Deficit Ratio (FDR) and Total Consolidated Debt 

Ratio (TDR)  
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Source: Author‟s computation based on data sourced from various publications of the Debt 
 

Management Office (DMO), National Bureau of Statistics (NBS) and the Central Bank of 
Nigeria (CBN) 

 
The oil boom of the 1970s witnessed strong growths and depressed external borrowing. The 

relatively low debt ratios between 1970 and 1980, therefore, reflected the moderation in debt levels 

during the period. The high debt ratios between 1982 and 2005, however, resulted from the external 

debt surges that were occasioned by the reckless and inefficient borrowing from the global capital 

market following the glut in the international oil market. On the other hand, the declining debt ratios 

from 2006 to 2008 can be attributed to the country‟s exit from the Paris and 
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London club debts by the end of 2006 which led to huge external debt reductions. The gains 

from the Paris and London club exits were later doused by the massive securitisation of arrears 

of domestic debt owed local contractors, with the implementation of a bond issuance 

programme from mid-2007. From 2010, the declining debt ratios were subsequently reversed as 

the government‟s efforts to deepen the bonds market and finance infrastructure development 

pushed domestic debts to unprecedented levels, as the total domestic debt reached N6.5 trillion 

by end-2012 from N2.2 trillion at end-2007. This happened when external debt had started 

rising, leading to deterioration in public debt ratios. 

 
The success of fiscal rules in the years ahead will, however, depend on the willingness of the 

fiscal authorities to continuously commit to fiscal responsibility, ensuring that enforcement 

mechanisms are continuously strengthened to sustain fiscal sanity. In a country where nearly half 

of the total revenue goes to the subnational governments, the persistent absence of fiscal rules at 

the subnational levels should be expected to influence the future performance of fiscal policy 

rules. Massive political support is no doubt needed to allay the fears among the different levels 

of government and to ease the existing tension between the executive and the legislature if fiscal 

rules are to stand the test of time in Nigeria‡‡‡. 
 

4. METHODOLOGY   
4.1 Data Sources and Variable Definitions  
 
The study uses annual time series data for the period 1970 to 2012. The period was deliberately 

chosen to capture the different fiscal policy regimes – including periods of expansionary fiscal policy 

(characterized by high deficits and debt biases) and episodes of fiscal restraint (with low deficits/debt 

ratios) occasioned by the recent fiscal reforms, part of which was the adoption of fiscal rules. The 

choice of period was also inspired by the availability of relevant data necessary for the empirical 

analysis. The time frame was also believed to be long enough to capture the short and long-run 

dynamics. The data were sourced from various editions of the CBN Annual Report and Statements 

of Account, the CBN Statistical Bulletin and the official websites of the Debt Management Office 

(DMO) and National Bureau of Statistics (NBS). The macroeconomic variables chosen for the study 

include the Fiscal Deficit Ratio (FDR) which is the overall fiscal balance in percentage of national 

income; the Debt Service Ratio (DSR) which measures the percentage share of public debt service in 

national income; Capital Stock Accumulation (CSA) proxied by the percentage share of capital 

spending in total productivity, lagged by two years to allow for full completion of capital projects; 

Inflation Rate (INF) which measures the impact of changes in the general price level and Tax Effort 

(TEF) proxied by the percentage share of tax revenue in total income. We also include a simple 

binary measure of fiscal rules, the Fiscal Rule Dummy (FDUM) to capture the presence or otherwise 

of fiscal policy rules over the study period. 

 
‡‡‡ Baunsgaared (2003) argued that political support and commitment remain the critical 
determinants for the success of any rule, but “this may be particularly challenging in Nigeria‟s 
political environment with its strong currents of suspension and tension between the executive 
and the legislative, as well as between the federal and subnational levels of government.” 
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The fiscal rule dummy variable equals one (1) if the period (or year) in question falls under the 

implementation of fiscal rules, and zero (0) if otherwise. Since Nigeria started the implementation of 

fiscal rules in 2003, the fiscal rule dummy takes 0 from 1970 to 2002 and 1 from 2003 to 2012. 

 
We, however, employed two separate measures of fiscal prudence – the fiscal deficit ratio and 

the total debt ratio – to allow for comparison of the two different results. The Total Debt Ratio 

(TDR) is measured by the percentage share of total public debt in national income. 

 
4.2: The Model 
 
The study employed the Bounds test technique developed by Pesaran and Shin (1998) and 

Pesaran et al. (2001) to test for the existence of long-run relationships among FDR, DSR, CSA, 

INF, TEF, and FDUM. The approach has special econometric advantages compared to the 

residual-based procedure developed by Engel and Granger (1987); the Johansen‟s (1988) 

Maximum Likelihood based approach and the Johansen and Juselius (1990) test procedure. 

 
The approach is more flexible in analysing the dynamic behaviours of non-stationary multivariate 

time series, in the sense that it does not require all the variables to be integrated of the same order. 

Furthermore, the estimated coefficients are relatively more efficient in the event that small or finite 

sample size is used. As Pesaran and Shin (1998) established, the estimated parameters of long-run 

ARDL model will be unbiased, consistent and asymptotically normal§§§. The Augmented Dickey 

Fuller (ADF) test and the Phillips Perron (PP) test were employed to assess the time series properties 

of the individual series. Unlike the ADF test, the Phillips-Perron (PP) test is a non-parametric, more 

robust test that does not require a selected level of serial correlation, apart from its ability to modify 

the Dickey Fuller (DF) test statistic to correct for any serial correlation and heteroskedasticity in the 

error term. The PP tests are robust to general forms of heteroskedasticity in the error term and do 

not require a lag length to be specified for the test regression. The PP-test was, thus, included for the 

purpose of comparison and confirmation of the ADF test results. 

 
After confirming the order of integration of the series, the bounds test was applied; followed by 

the specification of an error-correction mechanism of the Fiscal Deficit Ratio (FDR) toward its 

desired level to correct for disequilibrium, by letting a distinction between the long-and short-

run behaviours in the deficit ratio. 

 
4.3 ARDL Bounds Test for Cointegration  
We specify the functional form of our econometric models as follows:  
Model 1: 
FDRt = ƒ (DSRt, CSAt, INFt, TEFt, FDUMt)…………………………………………….…  
(4.1)  

Model 2: 
 

 
§§§ See Golit and Adesanya (2012) 
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TDRt = ƒ (DSRt, CSAt, INFt, TEFt, FDUMt)……………………… (4.2)  
Where: 
 
FDRt = Fiscal Deficit Ratio 

TDRt = Total Debt Ratio 

DSRt = Debt Service Ratio 
 
CSAt = Capital Stock Accumulation 

INFt = Inflation Rate  
TEFt = Tax Effort 
 
FDUMt = Fiscal Rule Dummy Variable 
t = time t  
The linear specifications of (4.1) and (4.2) above yield the following structural models: 
 
FDRt = α0 + β1DSRt (4.3) 
 

TDRt = ϕ0 + 1DSRt (4.4) 

+ β2CSAt + β3INFt  + β4TEFt + β5FDUMt +  et…………..………....  

+ 2CSAt +   3INFt  +   4TEFt +   5FDUMt +  μt………..….…....  

 
Where: 
α0 and ϕ0are the intercept terms.  

β1-β5 and 1- 5 capture the relative effects of the included regressors. et and μt are the stochastic error terms 
 
Models (4.3) and (4.4) above were estimated to obtain the results of our long-run static models. 

β1, β3,   1, and   3 ≥0;   β2, β4, β5,    2,  4, and  5 ≤0 

 
The calculated F-statistic in equations 4.3 and 4.4 above are compared with two sets of critical 

values (the lower and upper bounds asymptotical critical values) for a given level of significance. 

The calculation is based on a first level assumption that the variables are all integrated of order 

zero, however, the second level assumption holds that the variables are integrated of order one 

(Belloumi, 2012). When the calculated F-statistic exceeds the upper bound critical value, the null 

hypothesis which states that there is no cointegration is rejected but we do not reject the null 

hypothesis when the test statistic falls below the lower bound critical value indicating the 

absence of cointegration among the variables. The result is said to be inconclusive when the 

calculated F-statistic falls between the upper and the lower bounds critical values. We, thus, 

express the null hypothesis (H0) and the alternative hypothesis (HA) as follows: 
Ho: β1i = β2i = β3i = β4i = β5i = β6i = 0 
HA:  β1i ≠ β2i ≠ β3i≠ β4i ≠ β5i ≠ β6i≠ 0 for i = 1, 2, 3, 4, 5, 6. 
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We represent the F-statistic which normalizes on FDR by: FFDR (FDR\ DSR, CSA, INF, TEF, 

FDUM), while the F-statistic which normalizes on TDR is denoted by: FTDR (TDR\ DSR, CSA, 

INF, TEF, FDUM). 

 
4.4: Autoregressive Distribute Lag Models  
Equations (4.3 - 4.4) give rise to ARDL representations in equations 4.5 - 4.6 as expressed below: 
 

 
ARDL Model 1  

   

= + ∑  + ∑ α + ∑  
 

0 1 − 2 − 3 − 
 

 

=1 
 

=0 
 

=0  
 

    
 

+ ∑  + ∑  + ∑  + 
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=0  =0  =0   

+  2     −1 +  3     −1 + 4     −1 +  5     −1 +  6        −1 + 
… ………………………………….…………………………………….. (4.5) 
 
 
 

 
ARDL Model 2 

   
 =  + ∑  + ∑  + ∑  
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=0 
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+ ∑  + ∑  + ∑  + 
4 − 5 − 5 − 1      −1 

=0  =0  =0   

+   2     −1 +  3     −1 +  4     −1 +  5     −1 + 

6        −1 + 
… ………………………………………………………….……………………………….  
(4.6) 
 

Where D denotes the first difference operator; α0, 0 are the drift components, and et, are the error terms. β1 − β6, 1- 6 are the long-run coefficients while α1 − α6, 1 − 6 

represent the short-run coefficients. 
 

 
5.0 ANALYSIS OF EMPIRICAL RESULTS   

5.1 Unit Root Test  
 
The results of the unit root tests using the Augmented Dickey-Fuller (ADF) and Phillips-Peron 

(PP) procedures are reported in Table 5.1 below. The results indicated that the Total Debt Ratio 
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(TDR) and the Fiscal Dummy Variable (FDUM) were non-stationary at levels while the Fiscal 

Deficit Ratio (FDR), The Debt Service Ratio (DSR), Capital Stock Accumulation (CSA), 

Inflation Rate (INF) and Tax Effort (TEF) were stationary at levels. However, all the non-

stationary series became stationary after taking their first differences. 

 
 

 
Table 5.1: Results of Unit Root Test  

Variables  Augmented Dickey- Order of Phillips-Perron Order of 
  Fuller  Integration   Integration 
        

  Test Critical  Test Critical  

  Statistic Value  Statistic Value  
FDR -4.049 -3.596*** I (0) -4.194 -3.596*** I (0) 
DSR -3.170 -2.933** I (0) -3.263 -2.933** I (0) 
CSA -9.339 -3.600*** I (1) -2.607 -2.604* I (0) 
FDUM -6.403 -3.600*** I (1) -6.403 -3.600*** I (1) 
INF -3.902 -3.596*** I (0) -3.873 -3.596*** I (0) 
TEF -4.164 -3.596*** I (0) -4.173 -3.596*** I (0) 
TDR -4.547 -3.600*** I (1) -4.547 -3.600*** I (1) 

         
Note: ***, ** and * denotes level of significance at 1%, 5 % and 10 %, respectively 

 

 
5.2: Bound Test Cointegration Results 

 
The results of the co-integration tests for the existence or otherwise of long-run relationships 
among the variables in the two ARDL models specified above are reported in Table 5.2. 

 
Table 5.2: Results of Bounds Test for Cointegration  

Equation Lag order Calculated  
 

   F- statistics  
 

Decision     
 

     

(1) FFDR (FDR\ DSR, CSA, INF, TEF, FDUM), 2 3.4073* Co-  
 

integration      
 

(2) FTDR (TDR\ DSR, CSA, INF, TEF, FDUM). 2 2.5535* 

  
 

 
 

Inconclusive  
Note: The bounds critical values were obtained from Pesaran and Pesaran (1997) and the critical 

values of the F-statistic for the 6 variables (FDR, DSR, CSA, INF, TEF and FDUM) with 

unrestricted intercept and no trend (Case III) are 1.9612 - 3.1888 at a 10% significance level. The 
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critical values of the F-statistic for the other 6 variables (TDR, DSR, CSA, INF, TEF and 

FDUM) with intercept and no trend are 1.9612 - 3.1888 at a 10% significance level. ***, ** and 

* denotes 1%, 5% and 10% significance level, respectively. 

 
For ARDL model 1, we reject the null hypothesis since the calculated F-Statistic is 3.4073, that is, 

FFDR (FDR\ DSR, CSA, INF, TEF, FDUM = 3.4073) exceeds the upper bound critical value of 

3.1888 at 10 per cent significance level. We, therefore, conclude that the linear combination of the 

fiscal deficit ratio, debt service ratio, capital stock accumulation, inflation rate, tax effort and the fiscal 

rule dummy are co-integrated in the long-run. However, we do not reject the null hypothesis neither 

can we reject the alternative hypothesis for FTDR (TDR\ DSR, CSA, INF, TEF, FDUM = 2.5535) in 

ARDL model 2 as the calculated F-statistic falls in the inconclusive region, that is, between the lower 

and upper bounds critical values at 10 per cent level of significance. 

 
5.3 Analysis of the Error Correction Model 
 
Based on their presentation theorem, Engel and Granger argued that the existence of a long-run 

relationship among a given set of variables indicates the presence of short-run error correction 

relationships among the same set of variables. The results of the short-run dynamic coefficients and 

the long-run static parameters of the ARDL Model 1 above are presented in table 5.3 below. 

 
Table 5.3: Error Correction Model: ARDL (1, 0, 0, 2, 0, 0) selected based on Schwarz 
Bayesian Criterion. Dependent Variable is dFDR 
 

Regressors Coefficient Standard Error T-Ratio T- 
    Probabili 
     ty 

dFDR(-1) 0.4060 0.1165  3.4852*** 0.001 
dDSR -0.9704 0.2447  -3.9653*** 0.000 
dCSA -0.6487 0.1308  -4.9581*** 0.000 
dINF 0.1833 0.0300  0.61015 0.546 
dINF(-1) 0.0414 0.0309  1.3376 0.190 
dINF(-2) 0.0540 0.0279 -1.9359*  

     0.061 
dTEF 0.29060 0.0970  2.9945*** 0.005 
dFDUM -2.2904 1.3496  -1.6971* 0.099 
ECM(-1) -0.59392 0.11651 -5.0975***  
0.000      

Ecm = FDR+1.6339*DSR + 1.0923*CSA -.19171*INF -.48929*TEF+  
    3.8563*FDUM  

R-Squared   0.65708 R-Bar-Squared 0.58434 AIC -105.2696SBC - 
112.1238      

SER   2.8922    F-Stat. F(6,34)   10.5386 [0.000] RSS 276.0416DW-Statistic 
2.1759       

Note: ***, **, *denotes levels of significance at 1%, 5% and 10%, respectively. 
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At -0.59, the estimated coefficient of the lag error correction term, ECM (-1) is statistically 
significant at the 1 percent level and correctly signed, thus, validating our claim about the 
existence of long-run equilibrium relationships among the variables in the fiscal prudence model 
expressed in ARDL Model 1. This indicates that the shocks generated by the exogenous factors 
can be corrected to restore equilibrium and the adjustment process demonstrates the dynamics 
existing between the fiscal deficit ratio and the included regressors. This coefficient is quite high, 
suggesting a swift adjustment process towards the restoration of equilibrium as approximately 
59.4 percent of the disequilibrium generated from the error shocks can be corrected each year. 
In other words, 59.4 percent of the disequilibrium arising from the previous year‟s shocks 
adjusts back to equilibrium in the current year. 

 
The normalized long run results show that the fiscal rule dummy variable is negatively signed in 

tandem with the aprori expectation but could only be adjudged weakly significant in view of the fact 

that it is statisticaly significant at only 10 percent level. The empirical results therefore shows that 

although the adoption of fiscal rule could be a step in the right direction but its impact on fiscal 

deficits is weak in Nigeria. The limited impact of the fiscal rule in Nigeria could be mainly attributed 

to the nature of the fiscal system in the country as the constitution recognizes sub-national 

governments with full fiscal autonomy. The fiscal rule is entrenched at the level of Federal 

Government only while the sub-national governments, which obtain the major share of accrued 

revenues, are yet to subscribe to fiscal rules. As a result, the implementation of the fiscal rules 

normarlly suffers severe setback with pressure emanating from the sub-national governments on the 

need to deplete the savings on Excess Crude Account in contravention to the rule. Perhaps, in other 

to enhance the potency of the rule on fiscal deficit, the procedure could be strengthened through 

appropriate legislation as well as adoption of fiscal rule at the sub-national levels. The results equally 

show that rate of inflation is weakly significant at the 10 percent level and impacts on the deficit ratio 

with a considerable (two year) lag. The estimated result suggests that a significant positive but delayed 

relationship exists between inflation rate and the deficit ratio. The above finding partly conforms to 

apriori expectation as price increase has a modest impact on government expenditures. The result is 

mainly due to the structure of government expenditure in which recurrent cost like wages and salaries 

constitutes a substantial portion. Unlike in some advanced countries, wages and salaries are not 

indexed with inflation in Nigeria and as such that component of government expenditure does not 

rise contemporaneously with inflation. As inflation persists however, agitations by workers normally 

compel government to undertake upward review in emoluments, hence the lag in response of 

inflation variable. 
 
The debt service ratio is statistically significant at the 1 percent level but wrongly signed; 
implying that increase in debt service improves the fiscal balance. This, however, is much of a 
puzzle but the likely underpinning could be the fact that rising debt services ratio serves as 
warning indicator to the fiscal authority and possibly engenders retrenchment of expenditure 
particularly the recurrent component. The tax effort ratio is also significant at the 1 percent level 
but wrongly signed; showing that increase in tax efforts worsens the fiscal position of the 
government. This probably suggests that improvement in revenue collection would most likely 
spur expenditure above the level of revenue that is collected. 
 
Capital stock accumulation is significant and negatively signed in conformity with aprior expectation, 
implying that increase in capital spending will in the long-run improve government‟s fiscal position by 
decreasing deficit levels. The elasticity of about -0.65 implies that a unit expansion in capital spending 
decreases the deficit ratio by 0.6 percent per annum, thus improving 
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fiscal prudence. In other words, capital spending plays important role in determining the level of 
fiscal discipline in Nigeria. Further analysis indicates a positive relationship between fiscal deficit 
ratio and its own previous lag. The one period lag of the dependent variable is statistically 
significant at the 1 percent level and also correctly signed, implying that improvements in the 
deficit ratio will further enhance the fiscal position of the government. 

 
The above results further support the conclusions by Krogstrup and Walti (2007) that fiscal 

rules might work for the purposes of keeping the budget balances in check over the medium to 

long-term; and the position by Baunsgaard (2003) that sufficient precautionary savings are 

needed for Nigeria to build up financial assets in periods of high oil revenue to be used in 

financing government programs when oil prices fall low. 
 

6. CONCLUSION/POLICY RECOMMENDATIONS 
 
The paper has explored the relationships between the fiscal deficit ratio and fiscal rules in 

Nigeria using the Autoregressive Distributed Lag (ARDL) approach to Co-integration and Error 

Correction Modelling (ECM). It examined the relationship between the deficit ratio and the 

fiscal rule dummy variable in conjunction with some important control variables thought to 

capture the dynamics in the deficit ratio during the period under review. The results of our 

Error Correction Model provide vital insights into the determination of fiscal prudence in 

Nigeria. The Bounds tests rejected the null hypothesis which states that no long-run equilibrium 

relationships exist among the variables. 

 
The long run equation, on the other hand, shows that the fiscal rule dummy is weakly 

significant, suggesting that the fiscal rule may be a step in the right direction but its impact on 

fiscal prudence is weak. This was mainly attributed to weak implementation framework given 

that the sub-national governments which do not subscribe to fiscal rule have considerable 

influence on the operation of Excess Crude Account where savings arising from adherence to 

the fiscal rule are kept. The result equally shows that inflation does not significantly lead to 

deterioration in fiscal prudence but perhaps more importantly, its impact is with a lag. 

 
The study further finds out that accretion to capital stock translates to significant improvement 

in fiscal viability. The elasticity of capital stock at -0.648 suggests that a unit expansion in capital 

accumulation decreases the deficit ratio by 0.6 percent, thereby enhancing fiscal prudence. On 

the basis of the findings, there is, therefore, the need to strengthen the implementation 

framework of fiscal rule possibly giving a constitutional recognition to its operation as well as 

encouraging the sub-national government to embrace it 
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