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ABSTRACT

Fiscal decentralization, which mirrors the amount of fiscal autonomy and responsibility accorded to subnational government, has been an important subject in the policy equation of many developing, transition, and developed countries. This thesis investigates the impact of fiscal decentralization on macroeconomic performance in Nigeria. Specifically, it seeks to analyze the effects of fiscal decentralization on economic growth, inflation rate, exchange rate, and interest rate in Nigeria, examine the evolution, structure, and practices of fiscal federalism in Nigeria, investigate the underlying factors promoting or inhibiting the true practice of fiscal federalism in Nigeria, and determine the extent of fiscal decentralization in Nigeria. Within the framework of a simple endogenous growth model, the Vector Autoregressive (VAR) estimation technique was employed in this thesis on a set of four dynamic time series data models with latent variables. Three indicators of fiscal decentralization, subnational fiscal autonomy, subnational spending share, and subnational dependency were used to measure the degree of fiscal decentralization in Nigeria. Data for the study were sourced from secondary sources. The findings are many and offer strong evidence that there is a connection between fiscal decentralization and macroeconomic performance in Nigeria. Fiscal decentralization has a significant positive impact on growth suggesting that fiscal decentralization promotes economic growth in Nigeria. However on the contrary fiscal decentralization has an insignificant negative impact on the other three indicators of macroeconomic performance in Nigeria: inflation rate, exchange rate, and interest rate. Nigeria has not operated as a true federation since it adopted a federal constitution in 1946 till date. Fiscal responsibility and taxing powers still remain considerably centralized, while subnational levels experience fiscal mismatch between spending and taxing powers. The true practice of fiscal federalism in Nigeria has been inhibited by several factors which include, the dominance of the federal government in the sharing of national financial resources from the Federation Account, the imposition of the command structure of the military on fiscal federalism, the pattern of assignment of responsibilities by the constitution among federating units, and over-reliance on the revenue from the Federation Account. No doubts, fiscal federalism is unarguably a potent economic strategy that can be used to maximize provision of public services as well promote macroeconomic stability. Central to the success of fiscal decentralization, is clarity in revenue and expenditure authority and responsibilities. The urgent reform that is required is the need for government to redress the prevailing fiscal mismatch at subnational government levels through appropriate policies to increase tax revenues to subnational governments as well as reforms of expenditure responsibilities to enhance their efficiency in the provision of public services.
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