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Abstract 

This study examined the impact of fiscal policy shocks on 

unemployment in Nigeria based on Lerner’s framework by 

employing Structural Vector Autoregression (SVAR) 

methodology to analyze annual time series data on the 

relevant variables from 1985-2018. Augmented Dickey-

Fuller (ADF) test for unit root results shows that all the 

variables were found to be integrated of order one and 

Johansen cointegration test confirms the absence of long-

run convergence among the variables. Vector 

Autoregression (VAR) residual LM test shows no serial 

correlation among the error terms. Findings of the SVAR 

model shows that shocks in public capital expenditure 

attributes stable negative impact on unemployment. 

Increase in public recurrent expenditure was found to have 

positive effect on unemployment while shocks in money 

supply was found to have insignificant impact on 

unemployment in Nigeria. The study recommends that 

government should reschedule its budgeting system by 

allocating more funds to capital expenditure and less to 

recurrent expenditure so as reduce unemployment. 

 

 

Introduction 

The main macroeconomic goals of every nation in the world is reducing 

unemployment, price stability against inflation, economic growth against 

underutilization of resources and healthy balance of payment against deficit (Begg, 
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Fischer & Dornbusch, 1994). Fiscal policy amongst other policies is a major tool used 

in achieving these objectives especially reducing unemployment to the lowest rate 

(Joseph, 2016). Fiscal policy deals with the government decisions on collecting tax 

and spending patterns to influence the economic activities in the economy (Begg, et 

al., 1994). 

Obayori, (as cited in Joseph, 2016) refined that for a country which the majority of its 

populace are poor, reducing the unemployment rate is the most difficult task. This is 

because raising capital for re-producing output will be a problem; that solving it, is not 

an easy task. Nigeria as a democratic nation in 1999 was having 80 million poor 

populaces. There was a decrease in the number of poor people in Nigeria as at the end 

of 2008 totaling 74 million (1.33%) against 75 million in 2007. By December 2013, 

the world bank reported that the number increases rapidly to 100 million (25% increase 

between 1999 & 2013). The Nigeria National Bureau of Statistics (NBS) indicated that 

as at 2014 there has been an increase in the poverty condition to 112.519 million about 

12.52% increase from 2013. (Osenweokwu, 2017). Thus, increase in the poverty levels 

accounts for the high rate of unemployment. (Joseph, 2016) 

The fact that there is no universal definition of unemployment (as countries use terms 

to suit their local conditions) thus, countries uses the International Labor Organization 

(ILO) definition as a yardstick (by modifying it) to ascertain unemployment estimates. 

ILO defined unemployment as people of age ranges between 15-64 who are available 

for work and actively seeking work to do but unable to find the work, at the time of 

administrating the survey. (NBS, 2019) As in the case of Nigeria, NBS reframe the 

ILO definition that Unemployment rate is the ratio of labor force (unemployed) 

actively searching for job but could not find the work for at least 40 hours a week over 

the reference period. Person is unemployed if he/she is doing nothing at all or is doing 

something but less than 20hours a week. (NBS, 2019) 

Hence, unemployment rate =   
number of unemployed

labor force
 ×

100

1
 

Working less than 40 hours but at least 20 hours, referred to as underemployed.  

It can be deduced that unemployment is when a person that is physically or mentally 

fit for a job who is at the working age, willing and looking for work to do but unable 

to find the befitting job.  

As at 2018 third quarter (Q3), NBS conducted a survey of labor force and indicated 

that Nigeria labor force totaled 90.47 million nationwide (Kano, Lagos, Akwa-Ibom, 

Oyo and Rivers have 26.23% of the total labor force) with 20.92 million with no work 

and 18.21million underemployed, totaling 39.13 million unemployed. Moreover, 

Rivers, Kaduna, Akwa-Ibom and Lagos are having the highest unemployed populace 

that Rivers (1,673,352) Akwa-Ibom (1,357,754), Kano (1,257,130) Lagos (1,088,352) 

and Kaduna (940,480). Meanwhile Akw-Ibom, Rivers, Bayelsa, Abia and Borno states 
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are having unemployment rate ranging from 30-38% of their state populace. (NBS, 

2019) Increase in unemployment rate lead to decrease in aggregate output which 

hindered growth. Socially, it paves the way for criminal activities as it provides idle 

minds. Hence, reducing unemployment comprises expenditures on social and 

economic infrastructures like health, education, transport and communication, 

agriculture and construction etc. (Onodugo, Onyebuchi, Anowor, Georgina & 

Ofoegbu, 2017).  

The governor of Central Bank of Nigeria, (CBN), Dr. Emefiele, warned that high rate 

of unemployment rate may drive the economy to crisis. He lamented that despite the 

economy’s recovery from a recession going down to 18.72% in 2017 and currently 

11.37%; reserve increase exchange rate stability but we still have issues resulting from 

high unemployment rate. However, despite the current and projected effort from the 

monetary policy to enhance domestic production of goods and improve financial 

stability, but there is more needed from fiscal policy on spending decisions to work 

together with the monetary policy to save the economy. (Bello, Adaramola, Micheal 

& Ekundayo, 2019). It is on this report that the need for this study arose to investigates 

on the relationship between government policy on spending decisions and reduction 

in unemployment rate.  

It is against this backdrop that this study is set to examine the impact of fiscal policy 

towards reducing unemployment in Nigeria.  

The null hypothesis of the study is that H0: fiscal policy does not significantly reduce 

unemployment in Nigeria. 

 

Review of Related Literature  

Unemployment has been a trending issue in the world for centuries and decades of 

which so many economists try to postulate the way forward in fighting unemployment. 

The classical economists are in the believe that flexible wage rate and prices will be 

self-adjusting to restore to full employment, there by taking unemployment as 

temporary problem. Keynes argued that public spending and reduction in personal 

income tax (couple with a rigid minimum wage) will increase output towards 

aggregate demand thereby reducing unemployment. Learner, in his idea of functional 

finance, argued on Keynes fiscal policy to include money supply as part of the 

responsibility of the government to print more money or to borrow in order to hold the 

economy stable. And that deficit budget should not always be observed. 

 

Functional Finance 

Abba P. Lerner, in 1943 two years to the end of second world war, theorized functional 

finance in his work Functional Finance and Federal Debt for the purpose of providing 
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post-war economic security. The central idea of fiscal policy comprising the 

government spending and collecting tax, borrowing and repayment of loans, issuance 

of new money and withdrawal of money shall be applicable to witness the effect in 

reality. Therefore, the doctrine of evaluating fiscal measures by the way of their 

working or function in the economy is called functional finance (Lerner, 1943). 

Financial decisions as a responsibility of a central government (cetaris paribus) is to 

control finance and set it equal to the value of goods and services to be produce in the 

economy, neither surplus funds (inflation) nor deficit funds (unemployment) in the 

economy. The government can either increases spending to ensure funds flow or 

reduces tax to enable the tax payers to have much money to spend. As such total 

spending have to be regulated to meet the supply of goods and services not to fall to 

inflation or unemployment. The first law of functional finance signifies that 

government may collect more tax & spend less or spend much & collect low tax. The 

former is to have excess for debt repayment while the latter is to go for borrowing or 

print more money. None of this decision is considered more appropriate at all time, 

but rather to moderate both, neither too small nor to great. With this decision, it will 

prevent both unemployment and inflation (Lerner, 1943).  

 

Empirical Literature 

Several studies were conducted on the relationship between Fiscal policy and level of 

employment as well as unemployment rate in developed and developing countries. 

Some of these studies reviewed in this research includes:  

In the study of Bruckner and Pappa (2011) Structural VARs revealed that in many 

Organization for Economic Co-operation and Development (OECD) countries, 

increase in government expenditure over different schemes leads to significant 

increase in unemployment rate. The study was theoretical and was not undertaken 

reference to Nigeria.  

Where Estache and Garsous (2012) examined the magnitude of government 

expenditure on infrastructure on job creation, directly or indirectly in developing 

economies. The study employs qualitative methodology using content. The study 

found that government spending on infrastructure, as an input into a growth process, 

can directly create jobs within the industry and  indirectly by creating jobs in other 

sectors of the economy, among the providers of inputs into infrastructure and also 

among new  and existing businesses being created or get improved as a result of 

infrastructural facilities provided by the government. This study is not related to the 

Nigeria.   

Auwal (2012) studied the link between public expenditure, employment and poverty 

in Nigeria from 1980-2010. The study estimated the Seemingly Unrelated Regression 
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(SUR) using the Feasible Generalized Least Squares (FGLS). The study concludes 

that there I a link between public expenditure and poverty reduction; increase in public 

expenditure and raising wages will increase employment and reduces poverty. The 

study recommends increase in public expenditure by the government as it has an 

inverse relationship with poverty. There was no theoretical/empirical evidence in 

selecting variables of study; that there is no measurement specification of the variables 

and also the scope to the study is old.  

Leigh and Neill (2012) studies the effect of government spending on unemployment 

using a panel data during election cycle of 2001and 2004 with 150 observations in 

Australia. Ordinary Least Square and Instrumental Variables Model were used and the 

findings of the study reveals that higher government expenditure on road-building 

reduces local unemployment. The study was un able to specified clearly the theory and 

model used. Also, the study was not conducted reference to Nigeria. 

Arewa and Nwakahma (2013) investigated the relationship between government 

expenditures and a set of macroeconomic variables Gross Domestics Product (GDP), 

consumer price index and unemployment in Nigeria for the period of 1981-2011. The 

study adopted the Johansen multivariate cointegration for the estimation were the 

findings of the study reveals that there is long run relationship between government 

expenditure and the specified macroeconomic variables. Meanwhile increase in capital 

expenditure enhances economic benefit and recurrent expenditure is detrimental to 

growth. The study was unable to explore the nature and extent of the relationship. The 

econometric modeling was not enough to differentiate between capital expenditure 

and recurrent expenditure as the study reveals.   

Abubakar (2016) conducted a research on the effect of fiscally policy shocks on output 

and unemployment in Nigeria for the period of 1981-2015. Structural Vector 

Autoregression (SVAR) methodology was use. The Augmented Dickey-Fuller (ADF) 

result shows that all series are stationary of order one. Cointegration confirms the 

presence of long run relationship among the variables. Findings of the SVAR model 

shows shock in public expenditure which is having a positive long-lasting effort on 

output. Revenue shocks has a positive effect on output and negative effect on 

unemployment but in the short run. The study suggest that government should 

restructure its spending pattern by allocating more to productive expenditure and also 

diversify it revenue streams by efficient and effective taxation system. There was no 

theoretical/empirical underpinning in selecting the variables in the study. The study 

also lacks specification of measurement of the variables.  

Joseph (2016) investigated the impact of fiscal policy on unemployment in Nigeria for 

time period of 1980-2013.  As Shehu (2016) focuses on public expenditure on road 

infrastructure, transport, agricultural sector, and education on employment rate in 
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Nigeria within the period of 1980-2014. They both uses Cointegration and Error 

Correction Model (ECM. Findings of the former study shows that capital and current 

expenditures have both negative and significant relationship with unemployment in 

Nigeria, even in the long run, also that of the latter shows that expenditures on 

agriculture and road construction have significant negative effect on rate in 

employment, while expenditures on transport and education have significant effect on 

rate of employment both papers recommends that federal government should increase 

expenditure especially in the area of infrastructural development, on road construction, 

education, transportation and agriculture to reduce unemployment rate in Nigeria. The 

study of Joseph fails to shows the individual effect of the variables while that of Shehu 

fails to describe the data necessary for choosing the ADF model. The scope to their 

studies is old.  

Onodugo, et al., (2017) conducted a study on whether public spending affect 

unemployment in an emerging market covering the period of 1980 and 2013. 

Regression model was used for the analysis. Findings of the study reveals that both 

capital expenditure and private investment in the medium to long run were found to 

serve as catalyst towards reduction of unemployment while recurrent expenditure is 

statistically insignificant in reducing unemployment tin Nigeria. The study 

recommends that government should increase capital expenditure and increases 

recurrent expenditure in her budgets and provides enabling environment for private 

sector investment. There has been changes in the period not covered by the study and 

the study makes short run and long run regressions but end up concluding the effect 

amongst the variables from medium term.   

Chales, Nenbee and Krama (2018) uses Dynamic Ordinary Least Square and Ogechi 

(2016) uses ordinary least square and found that federal government expenditure on 

administration and education reduces unemployment from `80-`16 and `81-`14.  They 

recommended increase in government expenditure on education and social and 

community services. In the former, there is gap in scope, variables chosen and ADF 

model used, while in the latter there is gap in scope and wrong functional form as well 

as technique of analysis 

 

Methodology 

Data description 

This study employed an annual time series data of macroeconomic variables of interest 

for the period of 1985- 2018. Data on Public Capital Expenditure (CEXP), Public 

Recurrent Expenditure (REXP) and Broad Money Supply (M2) were sourced from 

CBN Statistical Bulletin (2018). While data on Unemployment rate (UNEMP) was 

sourced from NBS (2019). Data of the explanatory variables were transformed to log 
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form to have the relative changes of the variables over unemployment. The analysis 

was carried out using the econometric software E-Views 10 

 

Method of data analysis 

This study adopts the Structural Vector Autoregression (SVAR) methodology with 

restrictions to long run as first proposed by Blanchard and Quah (Abubakar, 2016). 

The genesis of adopting this methodology is because it enables the researcher to 

impose restrictions on the model based on economic theory and regain the responses 

of the variables to structural shocks. Sims (1980) criticized using such model(s) of 

keeping one variable as dependent and other(s) as independent variables in an 

econometric study, but rather all the variables should be treated in the same was as 

endogenous. Sims suggests an alternative, the Vector Autoregression (VAR) 

approach, where each endogenous variable is a function of its lag value and other 

endogenous variables in the model (Abubakar 2016, Enders 2014, & Asteriou & Hall 

2007). Consider a simple bivariate time series model:    

    

  𝑦𝑡 = 𝑏10 −  𝑏12 𝑧𝑡 +  𝛾11𝑦𝑡−1 + 𝛾12𝑧𝑡−1 + 𝜖𝑦𝑡 … … … … … (1) 

𝑧𝑡 = 𝑏20 −  𝑏21 𝑦𝑡 +  𝛾21𝑦𝑡−1 + 𝛾22𝑧𝑡−1 + 𝜖𝑧𝑡…………… (2) 

From equation (1) and (2) 𝑧𝑡 and 𝑦𝑡 are endogenous variables and 𝜖𝑦𝑡 and 𝜖𝑧𝑡 are 

uncorrelated white-noise error terms. -b12 and -b21 are the contemporaneous impact of 

𝑧𝑡on 𝑦𝑡 and 𝑦𝑡 on 𝑧𝑡 respectively. The coefficient 𝛾i captures the effect of the lagged 

variables. Rewriting the system in a matrix algebra, we get: 

[
1 𝑏12 

𝑏21   1
] [

𝑦𝑡

𝑧𝑡
]= [

𝑏10

𝑏20
]+[

𝛾11 𝛾12

𝛾21 𝛾22
] [

𝑦𝑡−1

𝑧𝑡−1
]+[

𝜖𝑦𝑡

𝜖𝑧𝑡
]………………(3) 

Or  

𝐶𝑥𝑖 =  Γ0 +  Γ1𝑥𝑡−1 +  𝜖𝑡 … … … … … … … … (4) 

Where  C =  [
1 𝑏12 

𝑏21   1
],   𝑥𝑖=[

𝑦𝑡

𝑧𝑡
],  Γ0 =  [

𝑏10

𝑏20
], Γ1 = [

𝛾11 𝛾12

𝛾21 𝛾22
] , 𝑥𝑡−1 =

 [
𝑦𝑡−1

𝑧𝑡−1
] , 𝑎𝑛𝑑 𝜖𝑡=[

𝜖𝑦𝑡

𝜖𝑧𝑡
] 

 

Multiplying both side by C -1 we obtain: 

𝑥𝑖 =  A0 + A1𝑥𝑡−1 +  et……………………. (5) 

Where A0 = C-1 Γ0, A1 = C -1 Γ1 and et = C -1𝜖𝑡 

For simplification of the notational purposes, we denote a10 as the ithe element of the 

vector A0, aij as the element in row i and column j of the matrix A1 and eit as the ith 

element of the vector et. using the new notation, we can rewrite the VAR model as: 

𝑦𝑡 =  𝑎10 − 𝑎11𝑦𝑡−1 +  𝑎12𝑧𝑡−1 +  e1t … … … … … (6) 

𝑧𝑡 =  𝑎20 − 𝑎21𝑦𝑡−1 + 𝑎22𝑧𝑡−1 + e2t … … … … . . (7) 

To distinguish between the system shown in equation (1) and (2) versus (6) and (7) is 

that the former is the VAR in primitive system or in its structural form while the latter 

is the reduced (standard) form of the VAR. The new error terms e1t and e2t are the 

composites of the two shocks 𝜖𝑦𝑡 and 𝜖𝑧𝑡 since et = C -1𝜖𝑡 we obtained e1t and e2t as: 
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e1t =
𝜖𝑦𝑡 − 𝑏12 𝜖𝑧𝑡

1 − 𝑏12 𝑏21 
… … … … … … … (8) 

e2t =
𝜖𝑧𝑡 − 𝑏21 𝜖𝑦𝑡

1 − 𝑏12 𝑏21 
… … … … … … . (9) 

e1t and e2t are white noise process with zero mean, constant variance and serially 

uncorrelated since 𝜖𝑦𝑡 and 𝜖𝑧𝑡 are white noise.  

As identified by Enders (2014), the primitive system of the VAR model cannot be 

estimated directly. This is because 𝑧𝑡 is correlated with the error term  𝜖𝑦𝑡 and 𝑦𝑡 is 

correlated with the error term 𝜖𝑧𝑡. Standard estimation technique requires that the 

regressors be uncorrelated with the error term. Such problem is not in the standard 

form only if the equation is identified, but the issue is the possibility to recover all 

information in the primitive system, because the number of the parameters in the 

primitive system outweighs that of the standard form by 1. Sims (1980) proposed 

“recursive system” of identifying the model. Suppose that we are willing to impose 

restriction on the primitive system such that the coefficient 𝑏21 equals zero, equation 

(1) and (2) will be: 

𝑦𝑡 = 𝑏10 −  𝑏12 𝑧𝑡 +  𝛾11𝑦𝑡−1 + 𝛾12𝑧𝑡−1 + 𝜖𝑦𝑡 … … … … … (10) 

𝑧𝑡 = 𝑏20 −  𝛾21𝑦𝑡−1 + 𝛾22𝑧𝑡−1 + 𝜖𝑧𝑡………………...…… (11) 

It is clear from equation (10) and (11) that 𝑧𝑡 has a contemporaneous effect on 𝑦𝑡but 

𝑦𝑡 only affects the 𝑧𝑡 with one lag period. Both 𝜖𝑧𝑡 and 𝜖𝑦𝑡 shocks affect 

contemporaneous value 𝑦𝑡 but only 𝜖𝑧𝑡 affect the contemporaneous value 𝑧𝑡. To 

identify the structural model from an estimated VAR, it is necessary to impose (n2- 

n)/2 restrictions on the structural model (Enders, 2014:325). It is to be noted that 

placing restrictions on the A-matrix implies decomposing the residuals in triangular 

fashion; this is referred to as the “Cholesky decomposition”.  Such that: 

e1t = 𝜖𝑦𝑡 − 𝑏12 𝜖𝑧𝑡 … … … … … … … (12) 

e2t = 𝜖𝑧𝑡…………………………… (13) 

By using equation (12) and (13), all the errors observed from {e2t} sequence are from 

the shocks of 𝜖𝑧𝑡. Constraining the system with Cholesky decomposition,  𝜖𝑦𝑡 shocks 

has no direct effect on 𝑧𝑡. Explicitly, decomposition constrain a possibly important 

asymmetry on the system since𝜖𝑧𝑡  shock has contemporaneous effects on both 𝑧𝑡 and 

𝑦𝑡. As such, equation (12) and (13) are said to use ordering of variables. An 𝜖𝑧𝑡 shock 

directly affect e1t and e2t but  𝜖𝑦𝑡 shock does not affect e2t. Hence 𝑧𝑡 is “prior” to 𝑦𝑡. 

Therefore, the decomposed errors can be presented by: 

 
 𝜖𝑦𝑡 = e1t + 𝑏12 𝜖𝑧𝑡 … … … . … … … … (14) 

 𝜖𝑧𝑡  =  e2t……………………………(15) 

The rationale behind the ordering depends on the magnitude of the correlation 

coefficient between the error terms. If it is zero ordering can be ignored otherwise it is 

necessary because failure to consider it will make the result misleading (Enders, 2014). 

The study adapts ‘Wold Causal Ordering’ from Abubakar (2014) that the variables are 
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categorized into two: policy variables and fast-moving variable. According to Enders 

(as cited in Abubakar, 2014), there are basically two tools analyzing SVAR model as: 

1. Impulse Response Function (IRF)  

This is a tool that enable us to trace out the time path of the various shocks on 

the variables in VAR system. It is a practical way to graphically depict the time 

path response of variable shock to itself and to other variables in the model. 

2. Forecast Error Variance Decomposition (FEVD)   

This too enables us to know the proportion of the movements in a sequence 

between it “own” shocks versus shocks to the other variables. If none of the 

forecast error variance of {𝑦𝑡} are explained by  𝜖𝑧𝑡 shocks at all forecast 

horizons, then we can deduce that the {𝑦𝑡}sequence is exogenous.  

 

Model Specification 

To examine the impact of fiscal policy shocks on unemployment in Nigeria, together 

with the consideration to Wold causal ordering, the endogenous variables to include 

in the VAR system are ordered as: 

[∆𝑙𝑛𝐶𝐸𝑋𝑃, ∆𝑙𝑛𝑅𝐸𝑋𝑃, ∆𝑙𝑛𝑀2, ∆𝑈𝑁𝑀𝐸𝑃] 
Where 𝑀2 = Money Supply in billion Naira, UNEMP = Unemployment rate, CEXP 

= Public Capital Expenditure in billion naira, REXP = Public Recurrent Expenditure 

in billion naira, 𝑙𝑛 = natural log and  ∆= difference stationarity process.   
The SVAR model is identified to retrieve the structural shocks by using the recursive 

system of identification proposed by Sims (1990) where the residuals are decomposed 

in triangular fashion since Cholesky decomposition requires all the elements above the 

diagonal to be zero as below: 

[

휀∆𝑙𝑛𝑐𝑒𝑥𝑝

휀∆𝑙𝑛𝑟𝑒𝑥𝑝

휀∆𝑙𝑛𝑀2

휀∆𝑢𝑛𝑒𝑚𝑝

] = [

1 0 0 0
𝑏21 1 0 0
𝑏31 𝑏32 1 0
𝑏41 𝑏42 𝑏43 1

] [

𝑒∆𝑙𝑛𝑐𝑒𝑥𝑝

𝑒∆𝑙𝑛𝑟𝑒𝑥𝑝

𝑒∆𝑙𝑛𝑀2

𝑒∆𝑢𝑛𝑒𝑚𝑝

] 

 

RESULTS AND DISCUSSION 

Descriptive statistics 

Descriptive statistics was carried out to explore the characteristics of our data as 

follows: 

Table 1: Descriptive Statistics  

 UNEMP LNM2 LNCEXP LNREXP 

 MEAN  13.90294  6.984981  5.302644  5.995293 

 MEDIAN  12.45000  7.231713  5.817129  6.454159 

 MAXIMUM  43.30000  10.12981  7.427798  8.643859 

 MINIMUM  1.800000  3.104553  1.698309  2.025038 

 STD. DEV.  11.51311  2.333827  1.739691  2.060978 

 SKEWNESS  1.006032 -0.225186 -0.825605 -0.451004 

 KURTOSIS  3.152982  1.709130  2.349901  1.913067 

JARQUE-BERA  5.768386  2.648006  4.461253  2.826308 
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 PROBABILITY  0.055900  0.266068  0.107461  0.243375 

 OBSERVATIO

NS 

 34  34  34  34 

 Source: Author’s computation using EViews- 10 

 

Table 1 shows the descriptive nature of the variables in terms of their mean and 

standard deviation. Where unemployment (UNEMP) is having the highest mean and 

standard deviation while is capital expenditure (lnCEXP) having the lowest mean and 

standard deviation. All the values of skewness show that only UNEMP is positively 

skewed with long right tail but lnM2, lnCEXP and lnREXP are negatively skewed with 

long left tail. All the values of Kurtosis show that only unemployment is greater than 

3 which is Leptokurtic while lnM2, lnCEXP and lnREXP are Mesokurtic, all against 

normal. 

Figure 1: Growth curve of the variables UNEMP, InM2, InCEXP, and InREXP
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Source: Author’s computation using EViews 10  

 

Figure 1 above, shows the characteristics of the variables using graphical method. All 

the variables are not distributed around their mean. Unemployment UNMEP is a little 

bit volatile after some period it moves linear with a trend. Meanwhile, all the remaining 

variables (lnREXP, lnM2 & lnCEXP) are distributed with a linear trend. The next 

stage is to check for stationarity.  
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Stationary Test 

Apart from the descriptive statistics, testing the stationarity of any time series data and 

to determine the order of integration of the variable is the most crucial step. To do this, 

the Augmented Dickey Fuller (ADF) for unit root was applied; the result is presented 

below: 

Table 2: ADF Unit Root Test Result. 

 

VARIABLES 

LEVEL 

NONE        CONSTANT         TREND 

FIRST DIFFERENCE 

NONE             CONSTANT                TREND 

 

ORDER 

UNEMP 3.9268 2.5018 -0.4838 -2.9915** -3.5139** -4.6234** I(1) 

INCEXP 2.1503 -1.9768 -1.6694 -2.2764** -6.3661** -6.6498** I(1) 

INREXP 3.2125 -3.1976** -1.4048 -2.4307** -7.9580** -9.3529** I(1) 

INM2  1.7473 -2.0474  0.3335 -1.5227** -3.7073** -4.3105** I(1) 

Source: Author’s computation using EViews 10 

** means rejection of Null hypothesis at 5%. 

 

Using Augmented Dickey-Fuller unit root test, we reject the null hypothesis of unit 

root (no-stationarity) of a series when the computed ADF t-statistics is greater than the 

ADF tau critical value. The ADF unit root test result in Table 2. indicates that all the 

variables are stationary at first difference looking at random walk with deterministic 

trend. We could thus, say that the time series of the variables follows a difference 

stationary process (DSP).  

 

Lag Selection Criteria 

In time series analysis, the number of lags to be included in a model has an impact on 

the result of the analysis; it becomes essential to include the optimal lag in running the 

models. From several lag selection criteria, the number of lags indicated by the 

majority of the individual criteria, is regarded as the optimal lag length to include. The 

lag selection criteria result is presented below.  

Table 2. Lag Selection Criteria 

LAG LR FPE AIC SC HQ 

0 NA 1.010934 11.36228 11.54911 11.42205 

1 225.4124*   0.000361*   3.412456*   4.346588*   3.711293* 

2 14.75179 0.000554 3.776657 5.458093 4.314563 

3 17.07478 0.000698 3.838925 6.267667 4.615900 

4 12.72375 0.001095 3.926841 7.102889 4.942886 

Source: Author’s computation using EViews 10  

* indicates lag order selected by the criterion 
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LR: sequential modified LR test statistic (each test at 5% level) 

FPE: Final prediction error 

AIC: Akaike information criterion 

SC: Schwarz information criterion 

HQ: Hannan-Quinn information criterion 

 

From Table 3.0 it can be seen that all the criterions selected a lag of one as the optimal 

lag length. As such, all subsequent analysis will be carried out using the optimal lag 

length of one.  

 

Cointegration Test 

Cointegration becomes imperative for any non-stationary time series data. Because 

regressing non-stationary over non-stationary series will lead to spurious regression. 

But if the series is cointegrated it becomes stationary, were the problem of spurious 

regression is solved. Cointegrated time series indicates that there is long run 

relationship between the variables (Engle & Granger, as cited in Asteriou & Hall, 

2007). Since our variables are non-stationary of order zero, it is necessary to test 

whether or not the variables are cointegrated. And the study adopted the Johansen 

Cointegration Trace test; the result is presented in Table 4. 

 

Table 4: Johansen Cointegration Trace Test Result   

TRACE TEST 

HYPOTHESIZED NO. OF 

CE(S) 

Trace statistics 0.05 critical value 

NONE  44.27640 47.85613 

AT MOST 1  24.49004 29.79707 

AT MOST 2  8.122624 15.49471 

AT MOST 3  2.090294 3.841466 

Source: Author’s computation using EViews 10 

*denotes rejection of null hypothesis at 0.05 level  

 

The decision rule to reject null hypothesis is when the computed trace statistics is 

greater than the critical value. The result in Table 4 shows the non-rejection of the null 

hypothesis and will thus, say that there is no cointegration. Hence no long run 

relationship exists among the variables.   

Table 5: VAR Residual Serial Correlation LM Tests Result  

LAG LRE* STAT DF PROB. RAO F-STAT DF PROB. 

1  14.51021  16  0.5608  0.906889 (16, 61.7)  0.5651 

Source: Author’s computation using EViews 10 



Page 187 of 422                                                             JMSE Vol. 19 (7) 2019 ISSN – 2370-9878 

 
 
 

The decision rule to reject null hypothesis is when the probability of the ratio statistics 

is less than 0.05. the result in table 5 show the non-rejection of the null hypothesis, 

hence the residuals are serially uncorrelated. 

 

 Impulse Response Function Results (IRF) 

This shows the response of unemployment to innovations in fiscal policy variables in 

the model. The IRFs are presented below: 
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Figure 2: Response of Unemployment to Own Shock  

 

Figure 2 visualizes the response of unemployment to own shocks in Nigeria. The IRF 

plot shows a positive increasing response since period one through all the time horizon 

to the tenth period. From the above, we could thus conclude that unemployment has a 

positive impact to itself in Nigeria.  
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Figure 3: Response of Unemployment to Recurrent Expenditure 
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Figure 3 depicts the response of unemployment to a percentage shocks in recurrent 

expenditure in Nigeria. The IRF plot shows that right from period one, unemployment 

has a positive increasing response up to period two. The response becomes mild from 

period two to half of period four, after wards the response becomes positively 

increasing all through the time horizon but not as much as response of unemployment 

shocks to itself. From above, we can conclude that recurrent expenditure has a positive 

impact on unemployment in Nigeria.  
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Figure 4: Response of Unemployment to Shocks in Capital Expenditure. 

 

Figure 4 visualizes the response of unemployment to a percentage shocks in capital 

expenditure in Nigeria. The IRF plot shows that right from period one the response 

was negatively increasing throughout the time horizon up to period ten. It could thus 

be inferred from above, that capital expenditure has a negative impact on 

unemployment in Nigeria.  
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Figure 5: Response of Unemployment to Shocks in Money Supply 
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Figure depicts the response of unemployment to a percentage innovation in money 

supply in Nigeria.  The IRF plot shows no-response at period one, all through the time 

horizon to the tenth period. From the above, we could thus infer that money supply 

has no impact unemployment in Nigeria. 

 

Forecast Error Variance Decomposition (FEVD)   

The result of the FEVD from the estimated SVAR model is presented in Table 6. 

Table 5 Variance Decomposition of UNEMP   

 PERI

OD 

S.E. DLNCEXP DLNM2 DLNREX

P 

UNEMP 

 1  2.328779  4.808163  8.54E-06  4.160261  91.03157 

 2  3.492343  5.349167  0.000163  5.799571  88.85110 

 3  4.483519  5.486124  0.001809  5.916688  88.59538 

 4  5.433426  5.536478  0.002441  6.070466  88.39061 

 5  6.378607  5.571264  0.002885  6.125506  88.30034 

 6  7.345009  5.591979  0.003143  6.174231  88.23065 

 7  8.347984  5.607053  0.003333  6.203096  88.18652 

 8  9.400836  5.617700  0.003467  6.225901  88.15293 

 9  10.51466  5.625775  0.003568  6.242228  88.12843 

 10  11.70006  5.631920  0.003646  6.255032  88.10940 

Source: Authors computation using EViews 10 

 

Table 5 presents the forecast error variance decomposition of UNMEP. From the 

result, 91 percent movements of UNEMP are influenced by the shocks in itself, shocks 

in CEXP is attributed to 0.048 units movement in UNEMP and shocks in REXP is 

responsible for the movement of UNEMP by 0.041 units at period one. Throughout 

the tenth period horizon, M2 is insignificant to cause movements in UNEMP. Going to 

the third period horizon, movements in UNEMP is attributed to 88.5 percent own 

shocks while shocks in CEXP contributed to 0.0548 units. shocks in CEXP and REXP 

continue to contributes movements in UNEMP less than the contribution of own 

shocks.   As at the tenth period horizon, 88 percent of the movements in UNEMP is as 

a result of own shocks while shocks in CEXP and REXP resulted to the movement in 

UNEMP by 0.0625 and 0.0563 units respectively. From the FEVD result, we could 

thus infer that of the three fiscal variables, CEXP and REXP was found to exact 

influence on UNEMP while M2 has no influence. These findings authenticate the 

findings of impulse response obtained.  
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CONCLUSIONS AND RECOMMENDATIONS  

Conclusions  

This study examined the impact of fiscal policy comprising public expenditure (which 

is divided into capital and recurrent expenditure) and money supply on unemployment 

in Nigeria. The scope of the study covered the period of 1985-2018. The findings of 

the studies show that capital expenditure in the short run serve as a measure in reducing 

unemployment rate, while recurrent expenditure was found to be increasing 

unemployment in Nigeria. Money supply was found to be insignificant in affecting 

unemployment during the period of the study. This will not interrogate the view of 

Lerner that money supply affects unemployment, this is because public expenditure 

and capital expenditure affects money supply on economic stands. The relationship 

amongst the policy variables and the unemployment in Nigeria will not converge even 

in long-run, meanwhile no different long-run relationship from the short run.  

The findings of the study correlate with that of Keynesian view, Lerner that fiscal 

policy, and Onodugo et al., (2018) that capital expenditure both in the short run and 

long run serve as a driving tool of solving the problem of unemployment in Nigeria. 

This indicates the rejection of the null hypothesis and concludes that shocks in fiscal 

policy reduces unemployment in Nigeria.   

The findings oppose the findings of Abubakar (2016) that recurrent expenditure has a 

marginally insignificant (positive mild) impact on unemployment in Nigeria. And this 

is because the recurrent expenditure is attributed to unproductive spending like 

salaries, debt servicing subsidy, maintenance of public assets and properties (which 

depends on importation of the materials in use) which will not decrease unemployment 

but rather increasing it.  

 

Recommendations 

From the findings of the study, recommendations will be offered as first, the current 

administration have been proposing financial flow (budgeting) which recurrent 

expenditure exceeds the capital expenditure form 2016 up 2019. From the findings of 

the study, this design has to change there by making capital expenditure the priority it 

will help in saving the economy from the problem of recession as unemployment has 

a negative relationship with growth. 

Secondly, as stated by Begg, Fischer and Dornbusch, (1994) that not just capital 

expenditure, but rather which kind of capital expenditure that matters. Capital 

expenditure on economics services (construction, agriculture and 

communication/transportation), social and community services (education and health) 

are to be considered the most, which for all the budgets from 2016-2019, none of the 

individual subsectors absorbed 10% of the budget. Emphasis should be on them. 
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However, capital expenditure on economic services and social and community 

services will provide an enabling environment for entrepreneurship in the economy 

which will also play a role in reducing unemployment in the economy. as Dr. Emifiele 

signifies that measures were taken to maintained money supply but there is a need of 

sound fiscal policy effort to provide security for the proper implementation of the 

monetary policy measures as to as to save the economy from going back to recession,   

Lastly, the findings of the study also revealed that if government will increase capital 

expenditure then there is the need to reduce the money supply from the central bank 

monetary measures and vice versa. So as to ensure stability and growth. Learner, 

explained that none of the decision of the federal government of public spending, 

taxation, supply of money, and public borrowing should be sound in at all the time for 

ensuring stability and growth thereby reducing unemployment and inflation rate. But 

rather the current situation has to be addressed with the most desirable combination.  
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Appendix  

YEAR

S 

UNEMP* 

(RATE) 

CEXP** 

(BILLION 

NAIRA) 

REXP** 

(BILLION 

NAIRA) 

M2** 

(BILLION 

NAIRA) 

1985 6.1 5.46 7.58 22.29924 

1986 5.3 8.53 7.70 23.8064 

1987 7.0 6.37 15.65 27.57358 

1988 5.3 8.34 19.41 38.3568 

1989 4.0 15.03 25.99 45.90288 

1990 3.5 24.05 36.22 47.42329 

1991 3.1 28.34 38.24 75.40118 

1992 3.4 39.76 53.03 111.1123 

1993 2.7 54.50 136.73 165.3387 

1994 2.0 70.92 89.97 230.2926 

1995 1.8 121.14 127.63 289.0911 

1996 3.8 212.93 124.29 345.854 

1997 3.2 269.65 158.56 413.2801 

1998 3.2 309.02 178.10 488.1458 

1999 8.2 498.03 449.66 628.9522 

2000 13.1 239.45 461.60 878.4573 

2001 13.6 438.70 579.30 1269.322 

2002 12.6 321.38 696.80 1505.964 

2003 14.8 241.69 984.30 1952.921 

2004 13.4 351.30 1,032.70 2131.819 

2005 11.9 519.50 1,223.70 2637.913 

2006 12.3 552.39 1,290.20 3797.909 

2007 12.7 759.32 1,589.27 5127.401 

2008 14.9 960.89 2,117.36 8008.204 

2009 19.7 1,152.80 2,127.97 9411.112 

2010 21.4 883.87 3,109.38 11034.94 

2011 23.9 918.55 3,314.51 12172.49 

2012 27.4 874.83 3,325.16 13893.22 

2013 24.7 1,108.39 3,689.06 15154.64 

2014 25.1 783.12 3,426.90 16238.52 

2015 29.2 818.37 3,831.95 18525.22 

2016 35.2 653.61 4,160.11 21624.63 

2017 40.9 1,242.30 4,779.99 22363.43 

2018 43.3 1,682.10 5,675.19 25079.72 

Source: **Central Bank Statistical Bulletin 2018 *National Bureau of Statistics, 2019 

 


