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ABSTRACT

This research was carried out to investigate ttieat$ of ‘Tax Revenue Allocation on Consumptiorthaseconomy
grows and to determine the dynamics (stability}hef various tax revenue allocations to the Calabarnicipal
Council with predetermined time covering a perid®8 years (1980 to 2002), and to partly obsenteribemporal
changes, if any, in the behavior of revenue fléijocoefficients. Secondary data of tax revenemords were used
for the study. The data collected was analyzedgudie ordinary least square method to evaluatertipact of tax
revenues allocation to the local government aneftsct on consumption tax (VAT ) also known $ssdax levied
on the value added at each stage of productionistridution of goods and services and paid by thenate
consumer. The emerging results, established tleietivas not sufficient tax revenue generated witménperiod of
study through consumption (VAT), hence the inflityilof Federal Government Tax Revenue AllocatiState
Government Tax Revenue Allocation and Internallynébated Tax Revenue with respect to consumptiome T
implication of this result was that consumers contt easily shift their consumption due to theadtrction of
value-added tax by the federal, state and localegowments. The study ended by making some recomtioersda
thus: Local Governments should mobilize more regemithin their domain and in order to enhance ¢tenomic
growth at the rural level, the federal and statevgmment should discourage any fiscal policy thamild cause a
decline in revenue allocation to local government.

Key Words: Revenue generation, revenue allocation, tax buoyaffexibility), tax stability (dynamics),
consumption tax, Value Added Tax, tax elasticity,

INTRODUCTION

Every organization saddled with responsibilities Bame financial obligations to discharge. Finamagardinal in
all-functional organizations in any economy.

It is a crucial prerequisite, which enables an gmige, public or private, to maintain it and effeely meet its
commitment to individuals and groups who consurs@ittput of goods and services according to Bellarh [L].
The Federal Republic of Nigeria recognized and ptezkthe local government as the third tier of goreent in the
1979 Nigerian constitution. Of course, local goweent being a public sector organization is assignactions
responsibilities for both maintaining itself anehdering its statutorily assigned functions to itzens [1].
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Indeed, under section 7""4chedule of the 1989 constitution, local governtsevere given power to provide the
following services: provision and maintenance df@ry schools, adult and vocational schools, dguakent of
agricultural and natural resources, other than ekploitation of minerals, establishment and maiatee of
slaughter houses, markets, motor parks, public @oiewnces and health services, registration of bitdath, and
marriages. In addition, they were to perform otherctions and provide other services that the Sthiase of
Assembly might assign to ther]]

In order to discharge these responsibilities, tiel ttier of government is empowered to raise hathand non-tax
revenue in addition to statutory allocation fronddeation accountl]. It need be pointed out that in Nigeria; the
bulk of the revenue is federally collected and paid a common account; the Federation Account\faide Added
Tax (VAT) Pool Account, before distribution is matte the three tiers of government based on thegiiey
allocation formulae. Thus, in a federal systene INigeria, revenue allocation is synonymous with distribution

of national revenue among the three tiers of gawemt of the federation and is done in such a waefiect the
structure of fiscal federalisnd]. This indeed arises from the advantage, whiehf¢ldleral government has over the
other tiers of government by virtue of the powgrassesses to generate revenue.

Moreover, the amount of revenue allocated to lecaincils as well as the other tiers of governmesgethds on
what is generated within the whole economy for doge The size of revenue generated, on the dthed, is
influenced by the resource endowment (revenue bdse@l of economic activity (often provided by Gso
Domestic Product, GDP), and the efficiency of teeenue collection machinerg][

A tax is considered flexible, if its yield increaser decreases more than proportionately in regptman increase
or decrease in GDP, with the tax parameter assumeblanged. In other words, where the index ofilfiésy
exceeds unity, the tax or tax group is GDP elastifiexible. However, where the index of flexilbyiis less than
unity, the tax is GDP inelastic or inflexible. $uan inflexible tax would suggest a resort overetitm discretionary
alteration of the tax rate/base if reliance musplaeed on revenue productivity of the t&k [

Consequently, the questions germane to the stidy ar

1) Does tax revenue structure in the Local Governn@nincil have any shift in revenue productivity akes or
tax type?

2) Is the share of tax revenue by the Local Governr@enincil in national income sufficiently income stia?

3) Does growing tax revenue match the highly elasticant expenditure at the grass root level but tlsgenerate
savings to finance local government capital expteineliprograms?

This study attempts to provide answers to thesstoumes and other related ones.

Specific objectives of the study are:

i) To ascertain the responsiveness of the variousetgeque allocations to the local government cotinaiélation

to consumption (VAT) also known as sales tax lewviadhe value added at each stage of productiatistaibution

of goods and services and paid by the ultimatewoes.

ii) To attempt to appraise the existing and potentiatees of income for local governments.

iii) To make policy-related recommendations based ofirttimgs.

As pointed out by Nyong3] fiscal policy is concerned with changes in goveemt expenditure and taxation for
influencing the pace and direction of economicwitgtiat any given time. The Keynesian income deteamnt theory
forms the theoretical foundation of this study whis based on government active intervention palicgromoting
development at all level. Hence we examined britfly theory of income determination in an open eoonwith
particular attention to the local government issu@scording to Keynesian theory, growth in govermte
expenditures leads to growth in general econongt; ifhgovernment expenditure is largely governedamtrolled
by government revenue or taxation. As the econamy hence income grows, tax revenue would risesliyer
enabling government expenditure to rise in lindwgitoss national product.

MATERIALS AND METHODS

Data sources and limitations

The main limitation in the study which covered ai@e of 23 year is the inaccuracy of Nigerian dafar instance,
the statistical bulletin of the current year mayrgaadjustments done to previous year’s data. Tinigriably
indicates that the data used may not be errorifrés entirety. Therefore, we assume that theiptes year’'s data
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are more accurate than the current year's dataubeaaf possible error discoveries and correctidhs. secondary
data used for the study is presented in Appendix 1.

Choice of functional form

The relationship for the variables as well as tlestimated parameters has been established by rn€andinary

least squares (OLS) method used in establishingxtent to which consumption (VAT) explains vamais in tax

revenue allocation to the local government coundihe estimates were obtained by means of comgoféerare

package and were analyzed in terms of t-valueJdem R-squares (adjusted), and D-W statisticse Sthtistical

tests: t-values, standard error tests, and f-tesewmployed to check for statistical significanéghe parameter
estimates.

The validity of the estimated parameters were ts=thaon known accounting and economic theories statistical
and econometrics interpretations of regressionltesilihe interpretations specifically relate to thigns and
magnitudes of the parameter estimates. In othedsydhese statistical tools were used in examimihgther the
exogenous variables explain well the variatiorhie éndogenous variable, economic growth, in alhtlodels.

However, because of the various casual factorseénriodel, it seems more appropriate to use théregs form of
estimation. The log-linear captures the imporfaot that various casual factors in the model adetogether to
influence the dependent variables. Another adgmnta that its estimation yields elasticity dirgctthereby
facilitating comparison of the relative impactsvafiables.

The coefficient of determination {Rmeasures the extent to which the variation indéyeendent variable is caused
by changes in the explanatory variables, and &ratso indicates the level of reliability of theé Bsing the
econometrics test. The Durbin Watson (DW) stassts used in judging the evidence of serial catieh among
the variables.

Given the exceeding complex, dynamic and unstabfeliions, which the Nigerian local government areae
naturally prone, many unknown factors can exertageiinfluence on the magnitudes of those estimatetbles.
To capture those unpredicted influences, a stoichaatiable is introduced in each of the functions.

To enable us articulate precisely and quantify éheffects, some kinds of model, based on the tkieale
foundations, were constructed and properly integratith some indigenous variables to reflect theuparity of
Nigerian local government councils.

Assumptions for the model

The following assumptions are made to facilitate filvmulation and analysis of the model. We asstimae

1)The variables with which the model is defined & tost important variables; other influences ésoebed by
the stochastic error term. In addition, the nunsnalues of these variables are not distorted.

2)The relationships are correctly identified and specified models are suitable for the analysis igeNan fiscal
policy performance at local government level.

3)That rapidly growing tax revenue is needed to matagghly elastic local government current and cdpita
expenditures.

Definition of key variables

In line with the focus of this study, certain kegfors have been identified. These include tHeviahg:
(a) Local Government Revenue Structure (explanatorsipkites:

i) Tax Revenue Allocation from Federal Government (EMR

ii) Tax Revenue Allocation from State Government (SAREV

iii) Internally Generated Tax Revenue (INTEREV)

The links between tax revenue allocation stab(litynamics) of the local government with respectdaasumption
(VAT) were regressed in sets using simple regressiodels. We have carefully examined and analyhed
estimates in line with theory.
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Specification of the model
Based on the key variables of study, we have dpdcthe relationship of consumption (VAT) at grasset level
with the local government tax revenue structurthiere models with respect to consumption (VAT).

The relationships are as follows:

i) Tax Revenue Allocation Buoyancy = F (Consumphi@)

The function considering Tax Revenue Allocation famcy of the local government with respect to Comstion
(VAT) could be written in log-linear form as:

LNFAREVt =d, + ilLNCONSt + Ut ovvviiiiieiei e, (1)

LNSAREV; = Ky + KiILNCONSt + Wt vvvvvvieee e, 2)
LNINTREV; = jo+ jiLNCONS + Ust c.evvieieeiiiiieie e, 3)
Where;

LNCONSt = log form of total consumption (VAT) fropear t

LnFTREVt = log form of total federal government tavenue from year t
LnFAREV! = log form of revenue allocation from feekegovernment from year t,
LnSAREVt = log form of revenue allocation from gtgovernment from year t
LnINTREVt = log form of internally generated revenfiom year t.

Ui are the stochastic error terms,

d; are constant parameters in equation 1
k; are constant parameters in equation 2,
ji are constant parameters in equation 3,

The parameters are expected to have the followgrss

d; >0: The higher the Consumption (VAT), the highlee amount of federally allocated tax revenue, hehee
higher the level of tax revenue flexibility.

K, >0: The higher the Consumption (VAT), the highee amount of state allocated tax revenue, hencaiter

the level of tax revenue flexibility.

j1 >0: The higher the Consumption (VAT), the highlee amount of internally allocated tax revenue, kethe

higher the level of tax revenue flexibility.

The function considering the total tax revenue @iogy to the Local Government council could be eritin a linear
form as:
TOTREV, = FAREVt + SAREVt + INTREVt

Where: TOTREY= the linear form of total tax revenue to the Uagavernment from year t.

If the expected signs of all the parameters ardipest indicates that increase in any of the axgltory variables
would lead to increase in the value of consumpf\éAT), which would lead to increase in tax reverumyancy.

These, of course, are our a priori expectationthenstudy. The estimates of the structural pararsevill be

obtained by solving the equation separately, usoanometric method of ordinary least squares.

We therefore expect that as the level of local gowent revenue increases, consumption (VAT) alsceise, the
revenue productivity of taxes or the growth potandif the various sources of tax revenue to thallgovernment
council should increase.

Model estimation technique and meaning of statistal tests used

The empirical estimates of the parameters wereyagdlbased on the F-statistic and t-statistic. His¢atistic was
used in testing the overall significance of thdnested regression. In other words, this statiktical tests the
model as a whole. The higher the value of thetie-lculated the greater the overall significantéhe estimated
regression model; where the calculated F-raticgesitgr than table F-value, the F-statistic showstthere is a high
degree of association between the dependent argdéndent variables.

Moreover, the T-statistic was used in examiningdtwetribution of each independent variable to thgation in the
dependent variables according to the absolute salfi¢heir T-values. If the t-calculated is gredtean t-value in
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the table at a given degree of freedom and thed tdvagnificance, then the variable is significamtexplaining the
variation in the dependent variable. Explanatoayiable with low t-statistic value can be elimirchttom the
regression model without substantial decreaseeanvitiue of the R-squared that is co-efficient aedmination or
increase in the standard error of the regressi@urbin- Watson statistic tests the existence or ofoauto-
correlation among the explanatory variables.

Regression results and test of hypotheses

The regression results

This section concentrates mainly on data presentatinalysis and interpretation of regression tesahd testing of
hypotheses. We evaluated the validity of the tesagainst the theoretical expectations among énielles under
study. The empirical results are presented in thegarate models. The first model relates tax revdmioyancy of
federal government allocation with Consumption (JJATThe second model relates tax revenue buoyahstate
government allocation with Consumption (VAT). Ttlérd model relates tax revenue buoyancy of intéyna
generated revenue of the local government with @Qmpsion (VAT). Tables 1 to 3 summarize the estirdatsults,
and their respective interpretations are brougfiédore in this section.

TABLE 1: Revenuefrom federal government allocation

Variable | Estimated Coefficient | Standard Error | t-statistics | p-value
Constant -0.269817 2.58957 -0.104194 0.919
LnCONS 0.77655 0.185989 4.17524 0.00

o

Equation 1: Federal tax revenue allocation with regect to Consumption (VAT)

LnFAREVt = -0.269817 + 0.77655LnCONS
R?=61.31%, R= 57.79%, F (1, 11) = 17.4328, D-W stat = 1.14883

Equation 1 of Table 1 presents the regression treguthe relationship of federal allocated tax mwe, with
Consumption (VAT). The model evaluates the contidn of Consumption (VAT) on federal allocated taxenue
at the grass root level. In the equation, the taomiscoefficient, which indicates autonomous (VAskatus is —
0.2698. This constant is independent of changesthier explanatory variables. It is a negativericept in the
model. It gives impression that where the magmritofl the coefficient of the explanatory variableaches or
remains constant, VAT status would revolve arounsl autonomous level of the coefficient and it statistically
significant at 5 percent and 10 percent level.

The estimated coefficient of the explanatory vddabdicates an existence of a positive linearti@tahip between
the independent and dependent variable. Spetyfithe magnitude of (VAT), which is 0.77655 givapression
that, ceteris paribus, a unit increase in (VAT),uldocause 0.77655 percent increase in internalhegeed tax
revenue. This invariably means that as consump{oAT) grows revenue allocated federally to thedbc
government increases. The sign of the estimateahpeter is consistent with our postulate, and thefficient is
statistically significant at 10 percent and 5 patdevel with 11 degrees of freedom, because catledlt-statistic of
4.1752 is greater than tabulated t-statistic 063.8nd 1.796 respectively.

The coefficient of determination from the resulbwis that 61.31 percent variation in federal reveallecation
(FAREV) to the local government is explained by éxplanatory variable (VAT) used in the model. STbonfirms
that the model fits the data and that it explairedl whe variation in FAREV. The remaining 38.69 qant are
captured by stochastic error term. This indicairsaverage level of association between federatatibd tax
revenue in the local government and VAT. The dated F-ratio of 17.4328 being greater than théet&bvalue of
4.84 at 5 per cent level with 11 degrees of freedonfirms that the data fit the model.

However, the D-W statistic of 1.1488 falls intolugive region and this means that we cannot coectudexistence
or non-existence of auto-correlation among theanguiory variables. Therefore, the estimated resuhot be used
for forecasting because of inappropriate correfatmnong the independent variable. However, itseful, in
analyzing the past performance of the federal regeailocation in relation to consumption (VAT) atgs root
level.
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TABLE 2: Revenue from state government allocation

Variable | Estimated Coefficient Standard Erjor tistes | p-value
Constant 0.386088 1.76650 0.218561 0.8B31
LnCONS 0.505878 0.126874 3.9872p 0.002

O

Equation 2: State tax revenue allocation with respe to consumption (VAT)

LnSAREVt = — 0.386088 + 0.0505878LnCONS
R? = 59.10%, R=55.38%, F (1, 11) = 15.8982, D-W stat = 1.16705

Equation 2 of T able 2 presents the regressionltre$uthe relationship of state allocation tax reue, with
Consumption (VAT). The model evaluates the contidn of Consumption (VAT) on state allocated taxanue at
the grass root level. In the equation, the constaafficient, which indicates autonomous (VAT)tesg is 0.386.
This constant is independent of changes in othplaeatory variables. It is a positive intercepttive model. It
gives impression that where the magnitude of theffimdent of the explanatory variable changes amans
constant, VAT status would revolve around this aatoous level of the coefficient and it is not stally
significant at 10 percent and 5 percent level.

The estimated coefficient of the explanatory vddabdicates an existence of a positive lineartiatahip between
independent and dependent variable. Specificdlyymagnitude of (VAT), which is 0.5058 gives, iregsion hat,
ceteris paribus, a unit increase in (VAT) would s&®.5058 percent increase in state allocatedetsenue. This
invariably means that as the economy grows revetiaeated by the state to the local governmenteiases. The
sign of the estimated parameter is consistent aithpostulate, and the coefficient is statisticalignificant at 10
percent and 5 percent level with 11 degrees ofdfree because calculated-t statistic of 3.987 isatgrethan
tabulated t-statistic of 1.363 and 1.796 respelgtive

The coefficient of determination from the resultowsis that 59.10 percent variation in state allocatenue

(SAREV) to the local government is explained by ¢ixplanatory variable (VAT) used in the model. sTbonfirms

that the model fits the data and that it explairedl whe variation in SAREV. The remaining 40.90rqant are

captured by stochastic error term. This indicatesiverage level of association between stateatiddax revenue
in the local government and VAT. The calculatechfte of 15.898 being greater than the table Fealfi4.84 at 5
percent level confirms that the data fit the modelowever, the D-W statistic of 1.167 falls intalmsive region

and this means that we cannot conclude an existenoen-existence of auto correlation among thdamaiory

variables. Therefore, the estimated result cahaaised for forecasting because of inappropriatelkedion among
the independent variable. However, it is usefulamalyzing the past performance of the state tevatiocation in

relation to consumption (VAT) at grass root level.

TABLE 3: Internally generated revenue at local government

Variable | Estimated Coefficient Standard Erjor  tists | p-value
Constant 0.404660 2.42206 -0.1670773  0.8]70
LnCONS 0.65661. 0.17395:i 3.7745! 0.00:

Equation 3: Internally generated tax revenue alloction with respect to consumption (VAT)

LnINTREVt = —0.404660 + 0.65661INcons
R? = 56.43%, R=5247%, F (1, 11) = 14.2472, D-W stat = 1.00843

Equation 3 of Table 3 presents the regression treduthe relationship of internally generated tavenue, with
Consumption (VAT). The model evaluates the contidn of Consumption *(VAT) on internally generatéak

revenue at the grass root level. In the equatt@constant coefficient, which indicates autonosn@UAT) status,
is -04.4046. This constant is independent of chang other explanatory variables. It is a negaititercept in the
model. It gives impression that where the magmritofl the coefficient of the explanatory variableaches or
remains constant, VAT status would revolve aroums autonomous level of the coefficient and itas statistically
significant at percent 10 percent and 5 percerdllev

The estimated coefficient of the explanatory vdedhdicates an existence of a positive linearti@taship between
independent and dependent variable. Specifictill,magnitude of (VAT), which is 0.6566 give im@ien that,
ceteris paribus, a unit increase in (VAT), wouldig®a 0.6566 percent increase in internally generaedevenue.
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This invariably means that as consumption (VAT réases, revenue generated internally in the looa¢mment
increases. The sign of the estimated parameteorisistent with our postulate, and the coefficignstatistically
significant at 10 percent and 5 percent level viithdegree of freedom, because calculated-t stat§tB.7745 is
greater than tabulated t-statistic of 1.363 an@@.réspectively.

The coefficient of determination from the resulowils that 56.43 percent variation in revenue geedrat the local
government (INTREV) is explained by the explanateayiable (VAT) used in the model. This confirnmat the
model fits the data and that it explains well tlagiation in INTREV. The remaining 43.57 percerd aaptured by
stochastic error term. This indicates an averagel lof association between internally generateddsenue in the
local government and VAT. The calculated F-ratfold.247 being greater than the table F-value 8#4at 5
percent level conforms that the data fit the model.

However, the D-W statistic of 1.008 fails into imsive region and this means that we cannot con@dndexistence
or non-existence of auto-correlation among theanquiory variables. Therefore, the estimated resulhot be used
for forecasting because of inappropriate correfatmnong the independent variable. However, itgsful, in
analyzing the past performance of the internalljegated tax revenue in relation to consumption (VAT grass
root level.

Investigating into the buoyancy of the tax revemllecation on consumption (VAT), consumption (VAWas
regressed on Federal Government Tax Revenue Alboggbtate Government Revenue Allocation and irtéyn
generated revenue. These results are presentedi@tions 1 to 3.

a)Tax revenue structure buoyancy with respect to wmpsion
In equation 1 - 3, we investigated the effect afouas tax revenue allocations, with respect to oomgion (VAT).

The quantitative result shows that all the revesllgrations were inflexible (inelastic) with respéz consumption
(VAT). Revenue generated from consumption (VAT)akhs accorded to the Federal Allocation, Stat®dstion
and Internally generated revenue is not much.

This implies that tax revenue within our periodstididy could not be generated much through consomtfAT),
as such the inflexibility of federal government t@&venue allocation, state government tax revetioeation and
internally generated tax revenue with respect tisumption. The implication of this result is tikahsumers could
not easily shift their consumption due to the idtrction of value-added tax by the federal, statd kotal
government.

The responsiveness of the consumers to the federsrnment revenue allocation is 0.77655%. That%s
increase in consumption will lead to 0.77655% iaseein federal government revenue allocation cefefibus.
This result is statistically significant at 5% I&vmeaning that consumption expenditure is an ingedrsource of
revenue generation by the federal government. itaease in consumption tax will yield more reveria the
federal government than if the consumption taxeisrdased.

In the case of the state government, the buoyahtiyeotax from consumption is 0.505878, meaning #ry 1%
increase in consumption will lead to 0.505878% éase in revenue generated and allocated by the stat
government. This shows that consumption will respsluggishly with increase in VAT. In other wordsate
government will generate more revenue with increassonsumption tax than with reduction in consuomptax.
This result is also statistically significant at bfbeaning that consumption tax is an important@®wif revenue to
the state government.

With regard to the internally generated revenug, % increase in consumption expenditure will léa®.6566%
increase in internally generated revenue by thallgovernment council (Calabar Municipality). Tisisows that
the Calabar Municipality Council has the abilityggnerating more revenue with increase in consumgéx, than
with the decrease in consumption tax. This remultlso statistically significant at 5% level, mean that
consumption tax is an important source of reveonube Calabar Municipality Council.

From the coefficient of our regression result, viesarved that the Federal Government has the abiligenerate
more tax from consumption expenditure than the Land State Government respectively.
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Research hypotheses

The following hypotheses were tested in the study:

i) There is a significant statistical relationshipvibetn consumption (VAT) at the local government &udkeral
allocated tax revenue.

i) There is a significant statistical relationshipvoetn consumption (VAT) at the local government atate
allocated tax revenue.

iii) There is a significant statistical relationshipvbetn consumption (VAT) at the local government amernally
generated tax revenue.

a) Test of hypothesis 1

In this section we test the null hypothesis t§ = 0, against alternative hypothesig Hil# O.

H, means that dis not statistically significant and that therens positive linear relationship between consummptio
(VAT) and federal government tax revenue allocatiorthe local government council (Calabar Munidigalin
equation 1 of Table 1.

H; means that dis statistically significant and that there is @sipive linear relationship between consumption
(VAT) and federal government tax revenue allocatiorthe local government council (Calabar Munidigyalin
equation 1 of Table 1

Using t-statistic, to test the regression coeffitief consumption (VAT), t* = 4.1752 anglgt = 1.796. since t* is
greater thangls, that is, 4.1752 > 1.796 with 11 d. f. at 5% leweé conclude that,ds statistically significant,
therefore the alternative hypothesig)Holds while we reject the null ¢H

b) Test of hypothesis 2
In this section we test the null hypothesis Hg= R, against alternative hypothesig K, # 0

H, means that Kis not statistically significant and that therent positive linear relationship between consunmptio
(VAT) and state government tax revenue allocatiorthte local government council (Calabar Municigaliin
equation 2 of Table 2.

H; means that Kis statistically significant and that there is @sitive linear relationship between consumption
(VAT) and state government tax revenue allocatmthe local government council (Calabar Municipalit

Using t-statistic to test the regression coeffitiehVAT, equation 2 of Table 2, t* = 3.987 ang4= 1.796. since
t* is greater thanglys, that is, 3.987 > 1.796 with 11 d. f. at 5% lewe conclude that Kis statistically significant,
therefore the alternative hypothesis)Xi$ accepted while we reject the nullf{H

c) Test of hypothesis 3

In this section we test the null hypothesis k= 0, against alternative hypothesig H# 0

H, means that Kis not statistically significant and that theren positive linear relationship between consunmptio
(VAT) and internally generated tax revenue of theal government council (Calabar Municipality) igquation 3 of
Table 3.

H; means that Kis statistically significant and that there is @sitive linear relationship between consumption
(VAT) and internally generated tax revenue of theal government council (Calabar Municipality) iguation 3 of
Table 3.

Using t-statistic to test the regression coeffiti@hVAT, equation 3 of Table 3, t* = 3.7745 ands= 1.796. since
t* is greater thanyls, that is, 3.7745 > 1.796 with 11 d. f. at 5% lewed conclude that js statistically significant,
therefore the alternative hypothesis)i$ accepted while we reject the null{H
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CONCLUSION

Summary of findings

In this study, our findings gave impression tha #tonomic well being of those in the local govezntrareas is
enhanced by the value of revenue received by tbal loouncil. The following was the summary of thejon
findings of the study.

1. The effects of the buoyancy of tax revenue, acgum the local government with respect to consuompti
(VAT); the quantitative results show that all tlevenue allocations and generation in the local gowent council
were inflexible (inelastic) with respect to consuimp (VAT). The implication of the result is thednsumers could
not shift their consumption due to the introductiminvalue-added tax by the federal and state gonems. As
such, consumption tax could not generate much teveiithin our period of study.

2. That consumption expenditure is an important sowfceevenue generation by the federal, state awdl lo
government and that more revenue could be generatedincrease in consumption tax, than with deseein
consumption tax.

3. Comparatively, the stability (dynamics) of reveraiéocation to the local government council(Appendix
shows that between 1980-89; federal tax revenwealbn was relatively stable than internally geted revenue
and state allocated tax revenue in that orderw8et 1990-94, revenue allocation from the stateegovent was
relatively stable than that of internally generataxl revenue and federal allocation in that ord€his is also true
for the period from 1994-2002. Based on this testate allocation and internally generated taseneie can be
used for long term planning than federal governmewtnue allocation.

4. The percentage increase of internally generateghteshas declined significantly over the years ustialy.

5. We also discovered that local governments rely ieaan federal allocation instead of mobilizing and
generating within their councils.

Based on the evidence presented and analyzedctineray at the grass root level changes as the wdltevenue
received changes. This implies that revenue redein a local government area has a strong inflient the
consumption growth process in the local governmentother words, the general economic activitythe local
government area is stimulated by the amount ofip@xpenditure.

Policy implications and recommendations

The implications of the findings of this study &at:

(1) The influence which the adequate revenue receiyellbcal government wields on the economy is iatdid by
positive response of the total value of the loealegnment expenditure.

(2) Federal government policy, which could cause aidedh revenue allocated to the local governmenthe

policy that retards economic growth at the grass l@vel, given that federal allocation contributggnificantly to

the economic growth of the rural communities.

(3)Fiscal policy that does not encourage revenue rzekibn at the local government area causes ardedt

economy, given that internally generated revenlata@ directly with economic growth indicators.

(4) The provision of social and economic infrastructimreural areas would decline and hence the eatiomomy at
that level if the federal government reduces thecation given to the local councils. This will lggm since only
federal revenue makes a significant contributiotheogrowth in the infrastructure.
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APPENDIX 1: Federal and state government revenue

FREV LFREV CONS LCONMN SAREV FAREV INTREV
198( 12993.0000 9.4721° 36746.0000 10.5117: 198( | 1072.3000 444.7000 268.1000
1981 7511.6001 8.9242( 41182.0000 10.6257! 1981 | 901.5999 1268.0999 106.4000
1982 581€.1001( 8.6689( 43100.0000 10.6712i 1982 | 987.0000 1225.5000 84.0000!
198: 6272.0000 8.7438! 48946.0000 10.7984 1982 | 493.5000 1185.0999 768.4000
198¢ 7267.2000( 8.8911: 54881.0000 10.9129: 198¢ | 345.5000 1261.6999 900.9000
198t 100(1.0000( 9.2104« 61408.0000 11.0253( 198t | 128.3999 1576.5999 1492.4000
198¢ 7969.3999 8.9433¢ 63691.0000 11.0618I 198€¢ | 154.1000 1341.0999 2402.3000
1987 16129.0000 9.6883° 85723.0000 11.3588:i 1987 | 231.1000 1676.4000 1598.5000
198¢ 155£8.5996: 9.6542¢ 122320.0000 11.7144( 198¢ | 323.5000 2514.6001 1831.0999
198¢ 25893.5996 10.1617! 148904.0000 11.91101 198¢ | 420.6000 3771.8999 1944.0000
199( 381£2.1015¢ 10.5493. 166742.5937 12.0242. 199C | 630.9000 5657.7998 1791.1999
1991 30829.19922 10.33622 234958.906p5 12.3671f | 1991 | 458.29999 6978.7998( 2149.39990
1992 53264.89844 10.88303 424613.906p5 12.95894 | 1992 | 503.29999 11890.79980 2643.800p5
1993 53493.60156 10.88732 597373.000p0 13.3003p 3 19905.90002 31097.5000 3436.89990
1994 90622.60156 11.41446 782570.000p0 1357034 199421.19995| 29408.0000 4124.29980
1995 | 249768.09375 12.42829 189848.00000 12.15398 95 192151.50000] 30348.90039 3401.69995
1996 | 369267.00000 12.81927 2511050.00000 14.73621 996 | 2581.80005 28131.90039 3654.30005
1997 | 423215.00000 12.95564 2605890.00000 14.77328 997 | 2366.69995  26412.50000 4750.60010
1998 | 353724.00000 12.77627 2961340.00000 14.90115 998 | 1894.40002 39561.80078 7125.89990
1999 | 662585.00000 13.40390 2549440.00000 14.75138 999 | 2280.60010  80020.29688 8573.500p0
2000 | 597282.12500 13.30015 2895656.00000 14.87872 000 2 2180.19995 161124.40625 18823.50000
2001 | 796976.68750 13.58858 3000000.00000 14.91412 001 2 4142.39990 198035.50000 54083.19922
2002 | 714454.18750 13.47969 3500000.00000 15.06827 002 2 5592.20020 211727.000Q0 27160.09961
CONS FREV GDP GDF TOTAL FAT SAT INTT
198( | 36746.0000 12993.0000 66186.6015 50848.6015 198( 0.491: 0.6006¢ 0.1501¢ 1.0000(
1981 | 41182.0000 7511.6001 70395.8984 50749.1015 1981 0.5571« 0.3961: 0.04674 1.0000(
1982 | 43100.00000 5819.1001( 70157.20313 51709.19922 1982 0.53364 0.42978 0.036577 1.00000
1983 | 48946.00000 6272.0000( 66389.50000 57142.10156] 1983 0.48431 0.20168 0.31402 1.00000
1984 | 54881.00000 7267.2002( 63005.39844 63608.10156| 1984 0.50305 0.13775 0.35920 1.00000
1985 | 61408.00000 10001.00000 68916.29688 7235543984 | 1985 0.49309 0.040158 0.46675 1.00000
1986 | 63691.00000 7969.3999( 71075.89844 73061.89844 1986 0.34409 0.039538 0.61637 1.00000
1987 | 85723.00000 16129.00000 70741.39844 108885.1p1 | 1987 0.47815 0.065916 0.45593 1.00000
1988 | 122320.00000 15588.59961 77752.50000 145283.2P 1988 0.53855 0.069284. 0.39217 1.00000
1989 | 148904.00000 25893.59961 83495020313 224788.9D 1989 0.61467 0.068541 0.31679 1.00000
1990 | 166742.59375 38152.10156 90342.10156 260636.7D 1990 0.70023 0.078083 0.22169 1.00000
1991 | 234958.90625 30829.19922 94614.10156 32400000( 1991 0.72798 0.047807 0.22421 1.00000
1992 | 424613.90625 53264.89844 97431.10156 54986081 1992 0.79072 0.033469 0.17581 1.00000
1993 | 597373.00000 53493.60156 100015.20313 69708000 1993 0.87746 0.025561 0.096977 1.00000
1994 | 782570.00000 90622.60156 101330.00Q00 91403000 1994 0.83419 0.048824 0.11699 1.00000
1995 | 189848.00000 249768.09375 103510.00000 197000100 1995 0.84532 0.059927 0.094749 1.00p00
1996 | 2511050.0000 369267.00000 107020.00000 28233000 1996 0.81855 0.075122 0.10633 1.00p00
1997 | 2605890.0000 423215.00000 110400.00000 2839BH00 1997 0.78773 0.070585 0.14168 1.00p00
1998 | 2961340.0000 353724.00000 113000.00000 28313100 1998 0.81435 0.038974 0.14668 1.00p00
1999 | 2549440.0000 662585.00000 116000.00000 38528300 1999 0.88056 0.025096 0.09434p 1.00000
2000 | 2895656.0000 597282.12500 120090.00000 43308200 2000, 0.88468 0.011971 0.10335 1.00p00
2001 | 3000000.000C | 796976.6875 | 116363.2968 | 5639865.000C 2001 0.7727¢ 0.01616! 0.2110! 1.0000(
200z | 3500000.000C | 714754.1875 | 117484.3984 | 4657819.000C 200z 0.8660: 0.02287. 0.1110¢ 1.0000(
Indicators Data: Local Government Revenue and &tem Growth.
Source: CBN Statistical Bulletin Vol. 12 Decemi2002 Calabar Municipal Council Account Section
APPENDIX 2: Test for dynamics (stability) of tax revenue allocation to the Calabar Municipal Council
Perioc Uni-variate statistic |
1980- 198¢
Variable! Standard deviatic Variance
FAT 0.1069. 0.01143;
SAT 0.1997! 0.03990!
INTT 0.1880! 0.03536.
1990- 199
FAT 0.07319i 0.005357'
SAT 0.02007: 0.0004031
INTT 0.05862! 0.003436
199t — 200z
FAT 0.03937: 0.001550
SAT 0.02372i 0.0005630
INTT 0.03721! 0.001385
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