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ABSTRACT

Over the years, there have been many argumenthe@nnipact of the government at the grass root. Reop
generally complain about failure of government toyide necessary social amenities and infrastruesuin the
rural areas. There is need therefore to empiricaaluate the nature of influence tax revenuedsieh the grass
root economy. This, of course, would assist inkdisaing the type of tax, from the tax structuteggttmakes most
contribution to the growth of the grassroots ecogorfhisresearch was carried out to evaluate ‘Tax Revenue
Structure and its Effect on Economic Growth’ on thied tier of government in Nigeria using Calablstunicipal
Council as the case study. The study was to daterthe impact of revenue structures on economiwiirand the
dynamics (stability) of the various tax revenuensf@rs (statutory allocations) to the local goveemh council
covering a period of 23 years (1980 to 2002). Tlaénrobjective of the study was to ascertain th@oesiveness of
economic growth (GDP) in relation to the various t@venues accruing to the local government couarod how
economic growth generates increase in revenue teasiso the municipal council. Secondary data wesed for the
study. The data collected from secondary sourceamadyzed using the ordinary least square methoeviduate
the impact of tax revenue structures (income vademlfrom the federal, state and local governmenteoonomic
growth (GDP). The emerging results, established therease in revenue from the federal and stateegument
would exert positive effect on the Gross Domestadéct (GDP), whilst increase in internally genezdtrevenue
resulted in decline in the GDP. The study endethbiting some recommendations thus: Local Governnséoisid
mobilize more revenue within their domain to enteatite economic growth at the rural level. The thtiees of
government should discourage any fiscal policy #t@ild cause a decline in revenue generation atmcation.
Given that tax is a two edged sword it will alsdphie discouraging further implementation of any faolicy that
has a negative effect on the economic growth ofuted area in particular and the whole country geally.

Key Words: Tax buoyancy, economic growth (GDP), revenue atlonarevenue productivity, revenue stability

INTRODUCTION

In an economy, some interest groups such as holdseHoms, public and private sectors often calliete and
participate in the process of economic developmeétawever, the government sector plays a predomirae in
achieving the desired changes in the structurenpfegonomy. Indeed, the uniqueness of public segtses from
the fact that, apart from being part of the econdh®/government sector plays a decisive role iairdttg macro-
economic objectives of stability, growth and depahent, through a package of economic policy measars
regulatory framework.
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The government sector is defined in IMF (Governnf@nancial Statistics Year Book 1994) as compriselgunits
that implement public policy by providing non-matrlservices and transferring income; these are fiedrmainly
by compulsory levies on other sectors. The cergmlernment includes all units representing theitteial
jurisdiction of the central authority throughout@untry”.

In Nigeria, government sector includes all the ¢htiers of government: the federal, state andl lgogernment as
well as government parastatals. All other agenttias provide public goods as services with fundiram the
public treasuries also come under government sed@be government sector is often referred to paldic sector
given the characteristic of the type of goods aemises supplied by the sector. CBN {2000(a)} disxs public
goods as ‘goods possessing the basic characterigtioon-appropriability, non-rivalry and non-exa#bility in

consumption’.

Indeed public goods, are collectively and indivitlu@onsumed while consumption by an individual slasot
reduce the amount available to others. Examplethede types of goods are roads and highways, skefand
national security as well as other social infrasties.

It needs be said, that government is saddled \mghrésponsibility of managing the economy. Governindoes
this by formulating and implementing some econoputicies such as fiscal and monetary policies. c@irse,
fiscal policy is designed to achieve the objectigéprice stability, economic growth, equilibriurfi the balance of
payments, and full employment. It is evident ttie#se objectives have wielded strong influencehenetconomic
policy design and development effort of Nigeriarvggmments since independence. It could be acceptdn
pursuit of the same macro-economic objectives, fgegovernments had designed and implemented four
development plans between 1960 and 1985. More@tanctural Adjustment Programme (SAP) was adopted
1986 and thereafter, three-year rolling plans fedid, all in an attempt to achieve the desired l@fetconomic
growth and development and hence improve uponithiglconditions of the people down to the grasstrorhese
objectives are vigorously pursued by the threestigNigerian government based on the availablemeg.

Perhaps there is no exaggeration to say that ue ithat has received much attention in Nigeriktrfgom the
colonial era is revenue transfer (allocation). sTindeed arises from the federal system of goventnwéhich has
been in operation in the country even before attaint of political independence in 1960. Each efttiree tiers of
government has responsibilities, which involvegéacapital expenditure. For instance, the fedgoalernment
being the first tier of political administration MNigeria has to provide infrastructure and othecessary social
services as education and health facilities. Ial® saddled with the primary responsibility offedeling the
nation’s territorial integrity, ensuring security bves and property, maintaining external relatoas well as
engaging in productive activities, which the pravagector cannot conveniently provide given lackmfit or huge
capital outlay. The state government among othiegs sees to the provision of education, healtk,caads and
portable water within their boundaries. While tioée of local government (third tier), include theovision and
maintenance of primary education, markets, and Bdiorethe destitute and in firm, public convenienead refuse
disposal {].

This study, therefore, examines the local goverrintax revenue in the context of its contribution general
economic growth in Nigeria right from the grasstroo

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 Hoage 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 teeanue collection machinerg][

There is no doubt therefore that the stabilityi(stability) and growth of revenue is a functiontbé ability of the
government, at all levels, to stimulate and sussaimgh level of economic activity and an optimak rof revenue
generating instrumentdl][ Thus, the responsiveness of revenue to changésfrastructures and other resource
endowment (revenue base), level of economic agtivaind the tax rate has great implications on regen
mobilization at local government level as it doesther tiers of government. A tax is consideredible, if its
yield increases or decreases more than proporébnigt response to an increase or decrease in @R the tax
parameter assumed unchanged. In other words, wieradex of flexibility exceeds unity, the tax tax group is
GDP elastic or flexible. However, where the ind#xflexibility is less than unity, the tax is GDRelastic or
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inflexible. Such an inflexible tax would suggesteaort over time to discretionary alteration of tax rate/base if
reliance must be placed on revenue productivityeftax.

The main objective of this study is to evaluate thmpact of tax revenues on economic growth at theall
government level. Other specific objectives detifrem the primary objective are:

i) To ascertain the responsiveness of GDP (EconomievtB) about the various taxes revenue generated and
allocated to the local government council.

ii) To investigate individually, the buoyancy or thexbility of the federal government tax revenueoedition,
state government tax revenue allocation to thel lgogernment council and internally generated tewenue of
local government council with respect to GDP (EcoitoGrowth).

iii) To statistically determine the dynamics (stabilibf)the various tax revenue allocation to the laggalernment
council with predetermined time dimensions to peristimates of tax flexibility and partly to obserinter-
temporal changes, if any in the behavior of flelitipicoefficients.

iv) To attempt to appraise the existing and potentiaices of income for local governments.

v) To make policy-related recommendations based ofirtHimgs.

Moreover, the analytical tools required by the awlams, state house of assembly members, natior@hamic
planners and researchers would, be generated asricaimestimates from the study statistical analysindeed,
such estimated coefficients would provide governnagrents an informed basis for design and manageofie¢ax

revenues for the betterment of taxpayers and thadse settle at rural places. Besides, proper taemee
management will act as stimulant in taxpayers aildemcourage them pay their taxes regularly. dotf it will

increase the level of tax compliance even at thalrarea given that people see evidence of goodnrey
management by the availability of infrastructufiéhis in turn will boost up the tax bas#.[

Finally, the study forms a solid foundation foruté studies in identifying some potential areasfdiother research
to build up the pool of knowledge about the impzEgbroper tax revenue management at the grasseosit

Keynesian income determinant theory forms theréttezal foundation of this study.

According to Keynesian theory, growth in governmerpenditures leads to growth in general econonay ith
government expenditure is largely governed or adlel by government revenue or taxation. As thenemy and
hence income grows, tax revenue would rise thesstabling government expenditure to rise in linehwgtoss
national product.

MATERIALSAND METHODS

Data sour ces and limitations

The main limitation in the study is the inaccuraxfyNigerian data. For instance, the statisticdldtin of the
current year may carry adjustments done to preweas’'s data. This invariably indicates that tlaadused may
not be error free in its entirety. Therefore, vaswane that the previous year's data are more decthian the
current year’'s data because of possible error digées and corrections.

Choice of functional form

More importantly, the relationship for the variablas well as their estimated parameters has béablissed by
means of ordinary least squares (OLS) method usexbtablishing the extent to which economic gro(@P)
explains variations in tax revenue allocation te thcal government council vis-a-vis tax revenueyauncy and
stability since Time Series Data (1980 — 2002) @sed. The relationship between the dependent Vesiand
independent variables is assumed linear and tfosns our use of regression analysis in the stilitig validity of

the estimated parameters would be based on knowouating and economic theories, and statistical and
econometrics interpretations of regression resdlke interpretations would specifically relate tee tsigns and
magnitudes of the parameter estimates. The statisésts: t-values, standard error tests, ardtfsvere employed

to check for statistical significance of the paréanestimates.

The estimates were obtained by means of compufervese package and were analyzed in terms of teyalu
values, R-squares (adjusted), and D-W statistics.other words, these statistical tools were use@xamining
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whether the exogenous variables explain well thraatian in the endogenous variable, economic grovrttall the
models. Descriptive analysis has also been emplayesie necessary.

However, because of the various casual factorseénrodel, it seems more appropriate to use théinegr form of
estimation. The log-linear captures the imporfact that various casual factors in the model atetogether to
influence the dependent variables. Another adggntia 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 thé Rsing the
econometrics test. The Durbin Watson (DW) statistias used in judging the evidence of serial tatiom 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 estimatethbles.
To capture those unpredicted influences, a stochaatiable 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.

Assumptionsfor the model

The following assumptions were made to facilitéie formulation and analysis of the model. We asstimat:

1) The variables with which the model is defined de most important variables; other influences asoebed 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 mdihly elastic local government current and capita
expenditures.

Definition of key variables

In line with the focus of this study, certain kegfors have been identified. These include tHeviahg:
(a) Economic growth indicator gross domestic produchatket prices (GDP), and,;

(b) Local Government Revenue Structure (explanatorgipies:

i) Tax Revenue Allocation from Federal Government (EMR

i) Tax Revenue Allocation from State Government (SAREV

iii) Internally Generated Tax Revenue (INTREV)

(c) Total Federal Government Tax Revenue (FTREV)

Specification of the model

Based on the reviewed literature, we have specifiedelationship of the economic growth at grasg revel with
the local government tax revenue structure in ondehand tax revenue structure buoyancy at the gmwaernment
with respect to GDP in three models. The relatigmsare as follows:

i) Gross Domestic Product = F (total federal goverrimiar revenue, total tax revenue received from ri@de
government, total tax revenue received from statemment, internally generated tax revenue),

ii) Tax Revenue Allocation Buoyancy = F (Economic Gloy@DP]), and

Formally, the function considering gross domestadpct could be written in log-linear form as:

LnGDP1 =Bo+B1LNFTREV1 +B2LNFAREV1 +BLNSAREV1 +BALNINTREV + Ult................. 1)

The function considering Tax Revenue Allocation farcy of the Local Government with respect to GDBId be
written in log-linear form as:

LNFAREV; = @, + @1LNGDR+ Uy v vveoveeeeeeee e, @)
LNSAREV; = by + BlLNGDP, + Uspevvvvoeeeeeeeee e, ©)
LNINTREV; = Co+CiLNGDP, + Ug c.vvveeeeeiee e @)
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Where;

LnGDPt = log form of gross domestic product fronarye

LnFTREV1 = log form of total federal government t@venue from year t
LnFAREV! = log form of revenue allocation from feekegovernment from year t,
LnSAREVt = log form of revenue allocation from gt@overnment from year t
LnINTREVt = log form of internally generated revenfiom year t.

Ui are the stochastic error terms,

B; are constant parameters in equation 1

g are constant parameters in equation 2,

b; are constant parameters in equation 3,

¢, are constant parameters in equation 4

The parameters are expected to have the followgrgs

Bi, B2, B3, B4 > O: the higher the amount of revenue receivee hilgher the GDP and hence the higher the level of
economic growth at the grass root

a; >0: The higher the GDP, the higher the amountdéfally allocated tax revenue, hence the higretetbel of

tax revenue buoyancy.

b, >0: The higher the GDP, the higher the amountatesallocated tax revenue, hence the higher tred td tax
revenue buoyancy.

c. >0: The higher the GDP, the higher the amounnbternally allocated tax revenue, hence the highetavel of

tax revenue buoyancy.

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.

The function considering the stability (Dynamic$)tax revenue structure of the Local Governmentr@iwcould
be written in ratio form:

SATT = SAREY
TOTREV,
FATT = FAREV
TOTREV,
INTT = INTREV
TOTREV,
Where:

SATT = State Statutory Tax Revenue to the Local&oment Council.
FATT = Federal Statutory Tax Revenue to the Locavé&@nment Council.
INTT = Internally Statutory Tax Revenue to the LoGavernment Council.

The estimates of the structural parameters of thbilty (dynamics) of tax revenue structure in thecal
Government Council will be obtained by solving sapely using Uni-variate statistics.

The expected signs of all the parameters are pesifrhis indicates that increase in any of thdanatory variables
in equation 1 would lead to increase in the valfigross domestic product. The same is applicabliederal tax
revenue allocation, state tax revenue allocatiahiaternally generated tax revenue models with eespo GDP,
which would lead to increase in tax revenue buoyanthese, of course, are our a priori expectatiornbe study.
The estimates of the structural parameters wilbb&ined by solving the equation separately, usic@nometric
method of ordinary least squares.

As aforementioned, in equation 1 local governmeavenue is expected to stimulate economic growthe W
therefore expect that as the level of local govemimevenue increases the value of gross domestitugt should
increase and hence the level of entire economiyeagtass roots. Also in equations 2 to 4, as toa@my (GDP)
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grows the revenue productivity of taxes or the dlopotential of the various sources of tax revetwthe local
government council should increase.

Analytical procedures

In this study, time series data were analyzed. igleltand simple regressions of ordinary least segiarere used in
establishing the extent, to which the revenue weckin the municipal council explains variationstlie economic
growth, measured by gross domestic product foptreod 1980 to 2002 and the extent to which econarowth
(GDP) explains variations in tax revenue allocationhe local government council vis-a-vis tax meve buoyancy
and stability.

The data used in the analysis are presented in rjppel (CBN statistical Bulletin vol. 12, 2002). Aearlier
mentioned these data were extracted from the sacpsdurce.

Table 1: Relationship of revenue with economic growth variable GDP

Variable | Estimated Coefficient | Standard Error | t-statistics | p-value

Constant 10.1656 0.154624 65.743)7 0.000
LnFTREV 0.110617 0.040141 2.75571 0.013
LnFAREV 0.00460: 0.3650: 0.12623i 0.901
LnSAREV 0.01667! 0.04315! 0.38638! 0.704
LnINTREV -0.014969 0.033526 -0.446489 0.66L

Equation 1: Estimated coefficients of revenue variablesasrelated to economic growth indicator (GDP)
LnGDP = 10.1656 + 0.1106LnFTREV + 0.0046LnFAREV.@167LnSAREV — 0.0149LnINTREV

R? = 87.66%, R= 84.91%, F (4, 18) = 31.95, D-W stat = 1.07892

Equation 1 of Table 1 shows the regression redulhe relationship between amount of revenue rexkby the
local government and economic growth proxy by gmasestic product. The model evaluates the effedtich
total federal government tax revenue, tax revetloeation from federal government, state governmastwell as
internally generated revenue have on the levelcohemic growth. In this model, the resultant cieéght that
captures the autonomous status of GDP is 10.17% il positive intercept in the equation. Thkisndependent of
the variation in the explanatory variables in thedel. This constant suggests that whether the imatgnof the
estimated parameter (explanatory variables) chaogest, the GDP status would revolve around thi®@omous
level. The coefficient is significant at 5 percéntel.

The result further discloses existence of a limekationship between the variables (dependent mahebiendent). In
specific terms, the sign of the estimated coeffici&f total federal government tax revenue (FTREVgquation 1
is positive. This indicates that an in increaseréwenue would lead to increase in the level @hemic growth at
the national level. The magnitude of the estimgtews that a 10% increase for revenue would leadl. 186

increase in GDP ceteris paribus. The coefficiergtatistically significant at 5% level becausecgkited t-statistic
of 2.75 is greater than tabular t-statistic of #.%@th 18 degrees of freedom. In addition, thensif federal tax
revenue allocation to the local government (FAREW)equation 1, being positive, indicates that iasee for

revenue allocated to the local government would lkeaincrease in the level of economic growth rigoim the

grass root. The magnitude of the estimates shoatslih percent increase for revenue, allocated byfederal

government to the local government, would lead.@ (ercent increase in gross domestic productrisgtaribus.
This sign is consistent with our a priori expeaati The coefficient is statistically insignificaat 5 percent level
because calculated t-statistic of 0.126 is less thbular t-statistic of 1.734 with 18 degreesre&flom.

The estimated coefficient of revenue allocatiomfrstate (SAREV) also indicates existence of a jyesiinear

relationship with GDP. The result gives impresdivat if the revenue from state government wereciaged by 10
percent, the general economy would increase by pet6ent, other factors held constant. The estinmtalso
insignificant at 5 percent level because calculatstatistic of 0.386 is less than tabulated tistiatof 1.734 with 18
degrees of freedom. Of course, the sign is cardistith our theoretical expectation.
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The estimated parameter of internally generate@me® (INTREV) relates indirectly with the gross dmstic

product, the sign being negative. The result shibnasall things being equal, a unit increase terimally generated
revenue would cause the level of general econonggtoease by 0.0149 percent. The sign of the ic@aff is not

consistent with our a priori expectation. Howeubg estimate is not statistically significant exatrconventional
10 percent level. This suggests that internallyegated revenue make a negative contribution tgitbeth of the
economy. This would suggest that internally geteeraax revenue is rather too small or not usedherintended
purpose of economic growth and development or thgrist the dwindling (shortage) in the remittanénternally

generated revenue.

The adjusted coefficient of determination from tlesult indicates that 84.91 percent variation ia tlependent
variable (GDP) is explained by the explanatory alalés used in the model. This confirms that the ehéits the

data and that it explains well the variation ingralomestic product. The remaining 15.09 percentaptured by
other factors that are not included in the modéelrather represented by stochastic error term. ceheulated F-
ratio 0of31.95 is greater than the table F-value2®3 at 5 percent level of significance, shows that overall

regression is significant.

However, Durbin-Watson statistic of 1.0789 fallsoifinclusive region and this means that we canpnatltide an
existence or non-existence of auto-correlation agntire explanatory variables. Notwithstanding, etves in
analyzing the past revenue performance in terneswfribution to the economic well being of the sbgi

ii. Tax revenue buoyancy as related to economic gr¢&P)

Table 2: Revenue from federal gover nment allocation

Variable | Estimated Coefficient | Standard Error | t-statistics | p-value
Constant -4.4995 0.712201 -6.31775 0.0(
LnGDP 1.04665 0.54355 19.2559 0.00p

o

Equation 2: Tax revenue buoyancy with respect to (GDP)

LNnFAREVt = -4.4995 + 1.0467LnGDP
R? = 94.64%, R= 94.38%, F (1, 21) = 370.79, D-W stat = 0.794591

Equation 2 of Table 2 presents the regressiontre§tihe relationship of federal government taxemve allocation
with economic growth (GDP). The model evaluatesdbntribution of economic growth on federally alited tax
revenue at the grass root level. In the equattmconstant coefficient, which indicates autonosn@EDP) status,
is -4.4995. This constant is independent of chamgesher explanatory variables. It is a negativercept in the
model. It gives impression that where the mageritofl the coefficient of the explanatory variableacbes or
remains constant, GDP status would revolve arohisdaiutonomous 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
independent and dependent variables. Specificdly,magnitude of (GDP), which is 1.04665, givepriession
that, ceteris paribus, a unit increase in (GDP) ld/aause 1.04665 percent increase in federallycaféa tax
revenue. This invariably means that as the econgrows revenue allocated from federal governmetteisses.
The sign of the estimated parameter is consisté&htour postulate, and the coefficient is statatic significant at
10 percent and 5 percent level with 21 degreeseafdom, because calculated t-statistic of 19.255feater than
tabulated t-statistic of 1.323 and 1.721 respelstive

The coefficient of determination from the resulbwls that 94.64 percent variation in revenue reckivem the
federal government (FAREV) is explained by the arpltory variable (GDP) used in the model. Thidficms that
the model fits the data and that it explains wad variation in FAREV. The remaining 5.36 percémaptured by
stochastic error term. This indicates a high I@fehssociation between federal government taxmesellocation
to the local government and economic growth. Tdleutated F-ratio of 370.79 being greater thantéiste F-value
of 4.32 at 5 percent level confirms that the ditthé model.

215
Scholars Research Library



Sackey, Jacob Acquah and Ejoh, Ndifon Ojong Arch. Appl. Sci. Res,, 2014, 6 (1):209-222

However, the D-W statistic of 0.795 indicates extiste of auto-correlation. This implies that theutecould not be
used in forecasting future performance of GDP iati@n with revenue.

Table 3: Revenue from state gover nment allocation

Variable | Estimated Coefficient | Standard Error | t-statistics | p-value
Constant 0.639827 1.00817 0.634644 0.583
LnGDP 0.473436 0.076943 6.15301 0.00

o

Equation 3: Tax revenue buoyancy with respect to (GDP)

LnSAREVt = 0.6398 + 0. 4734LnGDP
R? = 64.32%, B= 62.62%, F (1, 21) = 37.86, D-W stat = 0.404139

Equation 3 of Table 3 presents the regressiontre§tie relationship of tax revenue allocatiomirthe state, with
economic growth (GDP). The model evaluates theritmriion of economic growth on state allocated texenue
at the grass root level. In the equation, the t@orscoefficient, which indicates autonomous (GBBRjtus, is
0.6398. This constant is independent of changesthier explanatory variables. It is a positive iiogpt in the
model. It gives impression that where the magnitofiehe coefficient of the explanatory variable ©bes or
remains constant, GDP status would revolve arohisdetutonomous level of the coefficient and itas statistically
significant at 5 percent and 10 percent level.

The estimated coefficient of the explanatory vddabdicates an existence of a positive linearti@tahip between
independent and dependent variable. Specificdilymagnitude of (GDP), which is 0.4734 gives imnspien that,
ceteris paribus, a unit increase in (GDP), wouldsea0.4734 percent increase in state allocatedeteenue. This
invariably means that as the economy grows revafioeation from state government increases. The ef the
estimated parameter is consistent with our postuéatd the coefficient is statistically significatitlO percent and 5
percent level with 21 degrees of freedom, becaakrilated t-statistic of 6.153 is greater than lated t-statistic of
1.323 and 1.721 respectively.

The coefficient of determination from the resulbwls that 64.32 percent variation in revenue reckivem the
state government (SAREV) is explained by the exglary variable (GDP) used in the model. This aondi that
the model fits the data and that it explains wed# variation in SAREV. The remaining 35.68 percamt captured
by stochastic error term. This calculated F-ratid®7.86 being greater than the table F-value 824t 5 percent
level confirms that the data fit the model.

However, the D-W statistic of 0.40414 falls intoegection region; this means that there existsutn-aorrelation
among the explanatory variables. Therefore, themated result cannot be used for forecasting beeanf
inappropriate correlation among the independeriabbe. However, it is useful in analyzing the pastformance of
the state revenue allocation in relation to ecoragndwth at grass root level.

Table4: Internally generated revenuein the Local Government

Variable | Estimated Coefficient | Standard Error | t-statistics | p-value
Constar -52.741! 12.027° -4.3850: 0.00¢
LnGDP 5.30294 1.05372 5.0250 0.00D

Equation 4: Tax revenue buoyancy with respect to (GDP)

LnINTREVt = -52.7415 + 5.30294LnGDP
R? = 54.67%, B= 52.51%, F (1, 21) = 25.3261, D-W stat = 0.43818

Equation 4 of Table 4 presents the regression tre$uhe relationship of internally generated tavenue, with
economic growth (GDP). The model evaluates thedritnriion of economic growth on internally generhtax
revenue at the grass root level. In the equatf@constant coefficient, which indicates autonosn@EDP) status,
is -52.7415. 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 variableacges or

216
Scholars Research Library



Sackey, Jacob Acquah and Ejoh, Ndifon Ojong Arch. Appl. Sci. Res,, 2014, 6 (1):209-222

remains constant, GDP status would revolve arohisdaiutonomous level of the coefficient and it @ statistically
significant at 5 percent and 10 percent level.

The estimated coefficient of the explanatory vdedhdicates an existence of a positive linearti@taship between
independent and dependent variable. Specificdleymagnitude of (GDP), which is 5.3029, gives ieggion that,
ceteris paribus, a unit increase in (GDP) wouldseab.3029 percent increase in internally genertedevenue.
This invariably means that as the economy growsrreg generated internally in the local governmeateiases.
The sign of the estimated parameter is consisté&htour postulate, and the coefficient is statatic significant at
10 percent and 5 percent level with 21 degreesesfdbm, because calculated t-statistic of 5.02fréster than
tabulated t-statistic of 1.323 and 1.721 respelgtive

The coefficient of determination from the resulowls that 54.67 percent variation in revenue geedrat the local
government (INTREV) is explained by the explanateayiable (GDP) used in the model. This confirinattthe
model fits the data and that it explains well tlagiation in INTREV. The remaining 45.33 percerd aaptured by
stochastic error term. This indicates an averagel lof association between internally generatedesenue in the
local government and economic growth. The caledldi-ratio of 25.3261 being greater than the t&blalue of
4.32 at 5 per cent level confirms that the datehBtmodel.

However, the D-W statistic of 0.43818 falls intaegection region; this means that there exists wtn-eorrection

among the explanatory variables. Therefore, themated result cannot be used for forecasting beeanf

inappropriate correlation among the independeribliby. However, it is useful, in analysis of thespperformance
of the internally generated revenue in relatioe¢onomic growth at grass root level.

Summary of regression result and test of hypotheses

Theregression results

The empirical results are presented in four separaidels. The first model deals with the postdlatdationship
between revenue and economic growth measured Isg glamestic product at the market price. The sboelates
tax revenue buoyancy of federal government allocatiith GDP (Economic Growth); and the third modshtes
tax revenue buoyancy of state government allocatiith GDP (Economic Growth); the fourth model relthttax
revenue buoyancy of internally generated revente @DP (Economic Growth).

In equation 1, we regressed Total Federal Goverhifex Revenue, Federal Government Tax Revenue atilor,
State Government Tax Revenue Allocation and Intbriigzenerated Tax Revenue on GDP of Nigeria. Tdwult
shows that the constant term is positive and i Viith a priori expectation.

This constant suggest that whether the magnitudeeoéstimated parameter (explanatory variableh@és or not,
the GDP status will have a constant growth ratel@fl656 accounted for by the stochastic error teeteris
paribus.

The coefficients of federal government tax reveall@cation, state government tax revenue allocateme positive.
This shows that an increase in these revenuesexéltt positive effect on the GDP in Nigeria. Thefficient of
internally generated tax revenue reported negativeGDP; this is in line with the regressive tax ttyesis.
Precisely the result shows that if the entire exalary variable specified in equation 1, is heldstant, any 1%
increase in internally generated revenue will retsuD.14969 percent decline in the GDP of NigefTdis could be
explained by the fact that most of the internallgngrated revenue is not effectively, directed towar
productive/economic means in equation 1, Federalegonent Revenue generated is an important variable
influencing economic growth in Nigeria.

Federal and State Government tax revenue allocatsmexert positive impact on economic growthdugh effect
is not significant. This might be due to the in@éincy associated with this revenue generatioratde production
and acquisition of means of and objects of producti

The adjusted coefficient of multiple determinatiai®.849121 shows that the regression model ceptunore than
84% of the total variation in GDP due to variatiarthe explanatory variable, with less than 16 petaccounted
for by the stochastic error term.
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The joint test of significance of all the paramegstimated (F-statistics) shows that the observadto is 31.953,
and is greater than the theoretical value of 2193% level of significance, hence we conclude that estimated
result in equation 1, is 95% reliable.

The Durbin — Watson (D.W) statistics shows thattest for serial correlation is trapped in an eisglrsnarl and as
such, we cannot establish clearly whether thesetigl correlation or not.

i Tax revenue structure buoyancy

Investigating into the buoyancy of the tax revestreicture on GDP, we regressed GDP on Federal Gt

Tax Revenue Allocation, State Government Revenl@calion and internally generated revenue. Theselts are
presented in equations 2 to 4.

a) Tax revenue structure buoyancy with respect to GDP

As indicated in equations 2 to 4 the GDP has remmbftexibility or buoyancy coefficient of 1.04668.473436, and
5.30287 induced by Federal Government Revenue dtilat, State Government Revenue Allocation andraiéy
Generated Revenue respectively.

Precisely, the findings show that high degree ekiliility (buoyancy) were accorded with internaljgnerated
revenue followed by federal Government Revenue oallion and inflexibility in the case of State Gawaent
Revenue Allocation. In other words, the regressiesult shows that the degree of responsivenedsedéral
Government Revenue allocation and internally gerdraevenue due to variations in gross domestidymio
(economic growth) are elastic. This shows thatrimilly generated tax revenue has the ability $paoed faster to
GDP than with the case of Federal Generated Tare

The degree of responsiveness of state governmeng¢tanue allocation with respect to GDP is slugdirelastic).
From the result, it is clear that economic growtthuld have more profound effect (increase) on irgkyrgenerated
tax revenue and federally generated tax revenaa,ittwould on state generated tax revenue.

ii. Stability (dynamics) of tax revenue allocatigeneration at the local government council

We observed appendix 2 that from 1980 — 1989; F¢d8overnment Tax Revenue Allocation to the Local
Government was relatively stable than internallgegated revenue and state revenue allocation trotdar. The
most unstable was that from the state government.

Between 1990 — 1994, revenue allocation from theegjovernment was relatively stable than thahefinternally
generated revenue and federal government allocatighat order. This is also true for the periodnf 1995 —
2002. Based on the above result state allocatimhiaternally generated revenue can be used fog temm
planning than federal government revenue allocation

Research hypotheses

The following hypotheses were tested in the study;

i) There is a significant relationship between locakggnment tax revenue variables (structure) ancergén
economic growth measured by gross domestic prd@RP).

ii) There is a significant statistical relationshipvie¢n general economic growth measured by gross stamme
product (GDP) at the local government and fedelycated tax revenue.

iii) There is a significant statistical relationshipvibe¢n general economic growth measured by gross stame
product (GDP) at the local government and statecated tax revenue.

iv) There is a significant statistical relationshipvibe¢n general economic growth measured by gross stame
product (GDP) at the local government and inteyngdinerated tax revenue.

a) Test of hypothesis |

We wish to use F-statistic and formally test thé hypothesis.
Ho, B1=B>=B3 = P1 =0, against the alternative hypothesis,

Hy, B1#P2# B3 # Ba#0

H, means that there is no significant regressiorticgiship between the dependent variable, econonowtt, and
the three independent variables, revenue from &dgrvernment, revenue from state government, atanally
generated revenue in equation 1 of Table 1.
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H;, on the other hand, means that there is a significegression relationship between the dependareble,
economic growth, and the four independent varialftsteral government total tax revenue, revenwgeation from
federal government, revenue allocation from stateeghment, and internally generated revenue in teqquéd. of
Table 2.

Using F-statistic to test the overall significardée¢he regression coefficients in the multiple exgion model, F* (4,
18) and kg5, tabular F. Since F* (4, 18) is greater thagsfrom the F-table, that is, 31.95 > 2.93, we rejhaetnull
hypothesis that the relationship is not significartience, we conclude that; Hholds. Therefore, the 84.91%
variation in gross domestic product is caused biatian in revenue variables.

b)Test of hypothesis 2
In this section we test the null hypothesig &ll = 0, against alternative hypothesis &+ 0

H, means that al is not statistically significant &mat there is no positive linear relationship begw the level of
economic growth (GDP) and federal government taemae allocation to the local government councalébar
Municipality) in equation 2 of Table 2.

H; means that al is statistically significant andt ttieere is a positive linear relationship betweka kevel of
economic growth (GDP) and federal government taemae allocation to the local government counciléBar
Municipality) in equation 2 of Table 2. Using f&#stic to test the regression coefficient of Eaoim Growth
(GDP), t* = 19.2559 ang 5= 1.721. since t* is greater thaynd that is, 19.2559 > 1.721 with 21 d. f. at 5% leve
we conclude that;ds statistically significant, therefore the altatime hypothesis (H holds while we reject the null

(Ho),

c) Test of hypothesis 3
In this section we test the null hypothesig B{ = 0 against alternative hypothesig By # 0

H, means thap; is not statistically significant and that thererie positive linear relationship between state
government tax revenue allocation to the local gowvent and economic growth within the local goveentrarea.

H; means that bl is statistically significant and thare is a positive linear relationship betwettesgovernment
tax revenue allocation to the local governmenttiiedevel of economic growth.

Using t-statistic to test the regression coeffitiehGPD, equation 3 of Table 3, t* = 6.153 apgst= 1.721. since
t* is greater thanylys, that is, 6.153 > 1.721 with 21 d. f. at 5% lewe¢ conclude tha; is statistically significant,
therefore the alternative hypothesis)i$ accepted while we reject the null{H

d) Test of hypothesis 4
In this section we test the null hypothesis €, = 0 against alternative hypothesis &, # 0

H, means that C1 is not statistically significant ahdt there is no positive linear relationship betw internally
generated tax revenue in the local government éoand economic growth.

H; means that Cis statistically significant and that there is asiive linear relationship between internally
generated tax revenue in the local government éoand economic growth.

Using t-statistic to test the regression coeffitiehGDP, equation 4 of Table 4, t* = 5.025 apgst- 1.721. Since
t* is greater thanglys, that is, 5.925> 1.721 with 21 d. f. at 5% leweé conclude that {Os statistically significant,
therefore the alternative hypothesis)i$ accepted while we reject the null{H

Summary, conclusion and recommendations

Summary of findings

Our findings showed that the economic well beinghaise in the local government areas is enhancdtiebyalue
for revenue received by the local council. Théofwing is the summary of the major findings of gtady.
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(1) The regression results disclose that revenue femharfl government and state government has signifeffects
on economic growth. Whilst internally generatedersie has a negative effect on economic growtk;abuld be
explained by the fact that internally generatecenesxe is minimal compared to other allocations at thternally
generated revenue is not effectively directed towg@roductive and economic means.

(2) The federal government total revenue is an imporariable influencing economic growth in Nigerikederal
and state government tax revenue allocation toldhal government also exerts positive impact onneatc
growth, but such effect is not significant. Thisght be due to the inefficiency associated with thgenue
generation.

(3) The findings show that high degrees of flexibilfuoyancy) were accorded with internally generatanue
followed by federal government revenue allocatiord anflexibility in the case of state governmenvesue
allocation. In other words the regression resuitves that the degree of responsiveness of intgrgeltherated tax
revenue and federal government revenue allocatioe th economic growth are elastic. The degree of
responsiveness of state government tax revenueaitho with respect to economic growth inelastic.

(4) The result above is clear that economic growth @duhve more profound effect (increase) or inteynall
generated tax revenue and federally allocatedeeerue, than it would on state allocated tax regenu

(5) Comparatively, the stability (dynamics) of revenakocation to the local government council showatth
between 1980-89; federal tax revenue allocation retsively stable than internally generated reveand state
allocated tax revenue in that order. Between 1990revenue allocation from the state governmerst retatively
stable than that of internally generated tax reeeand federal allocation in that order. This isoalrue for the
period from 1994-2002. Based on this result; séfitecation and internally generated tax revenueloaused for
long term planning than federal government reveiloeation.

(6) The percentage increase of internally generateshiey has declined significantly over the years ustigly.
(7)We also discovered that local government reliesvihean federal allocation instead of mobilizing dan
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 infiient the
economic growth process in the local government. other words, the general economic activity in tbeal
government area is stimulated by the amount ofipubipenditure. Of course, the amount of revendledad in
the fiscal year enhances the public expenditure.

CONCLUSION

In this study, we have evaluated empirically a $emmodel of the links between local government nexeand
economic growth from the grass root level. Theanéipding is that revenue received by the localegament has
stimulated the economy and caused a noticeabletigraithe grass root level.

The major policy conclusion is that federal andestpovernment should avoid a policy which wouldseaa decline
for revenue allocated to local government, as Woslld lead to a decline in economy at the rurahsreThis is
necessary given that federal allocation makes rifgignt contribution to growth in infrastructurec hence the
entire economy. Although the internally generamdnue has not made a significant contributicimftastructural
provisions in the local government areas, we recendad mobilization of more revenue at this levelcsi
internally generated revenue relates directly wiffastructural expenditure

Policy implications and recommendations

The implications of the findings of this study &hnat:

(1) The influence which the adequate revenue receiyealbcal 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 governmenthée
policy that retards economic growth at the grass level, given that federal allocation contributsggnificantly to
the economic growth of the rural communities.

(3)Fiscal policy that does not encourage revenue rzakibn at the local government area causes ardedt
economy, given that internally generated revenlatae 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 thacation given to the local councils. This is wikkppen since only
federal revenue makes a significant contributiotheogrowth in the infrastructure.
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Based on these and other policy implications of shely findings, the following policy recommendatoare
proffered, which if considered, would improve tleeomy right from the grass root level:

a.For the local economy to experience a steady grolgie should be an accountability and optimumnizatilon of
tax funds by government agencies right from thegraot level.

b.That federal and state government should discouaayefiscal policy that could cause a decline inmeraue
allocation to local government, as this would lgéada decline in gross domestic product, which messithe
economy growth. This is necessary since fedemlistate allocated revenue directly relates witeodc growth
indicators.

c. That local government should mobilize more revewitkin their domain in order to enhance the econamthe
rural level. This invariably would enable more t@venue to be raised since tax-base would be witletndeed,
this seems appropriate given that gross domestidugt which measures tax-base relates directly imtrnally
generated revenue.

d.The formulation of deliberate policy that would uee the rate of tax evasion in local governmenasias this
has a negative effect is reflected in the declihéhe total local government expenditure and hetheelevel of
economic growth.

e.That the enforceable laws should be made to punidiiduals and organizations that falsify theircagnting
records in order to be under-assessed.

f. Adequate estate valuation should be done on propertietermine reasonable tenement rate to be lpaithe
owner.

g.We recommend that local government should ensatealhagencies charged with the responsibilitgalfecting
taxes and rates do that judiciously and that seebnue goes to the local council purse.

h.That public infrastructure like roads; pipe-bornater and school buildings at rural areas shouldgiben
attention. Of course, provision of these amenitiesld increase the level of tax compliance atlraraas.

i. Public awareness should be carried out by way tfleening the masses on the need to pay tax. tibexa
should not be viewed, as punitive measures fromegowent but rather as a civil responsibility, whiah the
eligible adults are under the obligation, to cany.

j. Tax officers should be given adequate training keflhey are saddled with responsibility of revertag
collection, and that needed tools be given to tfmmearrying out this important assignment.

j- Finally, we recommend that adequate machineguishbe put in place to ensure that collected tagsgto
government accounts, adequate internal controbsysthould be set up in local government councilerdter to
guard against any possible fraud.
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APPENDI X 1: Tax revenue structure and economic growth

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 5819.1001 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
198¢ 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 Boto Growth.
Source: CBN Statistical Bulletin Vol. 12 Decemi2®02 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
1995- 200z
FAT 0.03937: 0.001550
SAT 0.02372i 0.0005630
NTT 0.03721! 0.001385
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