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Abstract

Against the background of the significant role of
institutions in economic growth and development,
this paper examines the features of institutional
quality and macroeconomic fundamentals, and the
impact they have on economic growth and
development in Nigeria. The study uses data
obtained from World Development Indicators
(WDI) 2023, covering the period 1996 to 2023. It
employs the Autoregressive Distributed Lag
(ARDL) model, using EViews 13 econometric
software for the model estimation. The results show
that institutional quality such as rule of law, political
stability, voice and accountability, government
effectiveness and control of corruption have causal
relationship to economic growth and development in
Nigeria. Also brought to the fore is the adverse
effect of inflation and aggregate investment on
economic performance in Nigeria. The study
therefore, stresses the need for improvement in all
the indicators of institutional quality.
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. Introduction

THERE is a renewed interest in economic
literature since the work of North (1990) on the role
of institutional quality in economic growth and
development in developing countries. Many
scholars in recent years have found that there are
country-specific elements that should be taken into
cognizance while addressing economic
performance. These elements constitute the
indicators of institutional quality, including rule of
law, political stability, government effectiveness,
control of corruption, regulatory policy, voice and
accountability amongst others which institutions
most perform for economic advancement. North
(1990), has defined institutions as set of rules,
norms, compliance procedures, ethical and moral
behaviour that are designed to regulate the
behaviour of individuals in the society for wealth

and utility maximization of principal.Institutions
structure incentives in human exchange in both
political, social and economic sphere. They support
the mechanisms and processesfor enforcement of
contract, protection of property rights, rule of
law,democratic structure, and market functioning.
The quality and efficiency of institutions vary across
countries and regions and are interconnected in a
country, operating to influence economic
performance.

Recent empirical studies have increasing
highlighted the crucial role of institutional quality in
influencing economic performance in developing
countries, particularly in the Sub-Sahara African
(SSA) countries. For instance, Sobhee
(2014),Hodge et al. (2011), Stiglitz (2012) among
others have attributed the poor economic
performanceof most African countries to low
institutional quality with the indicators of weak
regulatory policies and corruption taking leading
position as the constraining factors. Poor
institutional quality reflects poorly managed
governmental organizations, corruption, political
instability, violation of rule of law amongst others.
Compromising institutional quality leads to several
undesirable consequences such as creating
macroeconomic instability and increasing high cost
of doing business. As argued inWilliamson (1995),
quality institutions play important role in shaping
the development process, particularly in developing
countries, including Nigeria. As noted in
Willaimson (1995), institutional quality creates
economic and political enabling environment in
which a country operates while effectively
managing the affairs of the country for a sustainable
economic growth and development.

Good institutional quality and stability in
the macroeconomy play important role in bringing
about rapid increase in aggregate investment,
economic growth and development in developing
countries.  Several empirical studies have been
undertaken to buttress the indicators of institutional
quality and macroeconomic fundamental factors
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constraining aggregate investment and economic
performance in developing countries (Ekpo, 2016;
Geddafa, 2023; Ejedegba, 2024; Sobhee, 2014;
Aghion et al., 2010; Acemoglu & Robinson, 2010;
etc.). Majority of the studies have argued that bad
institutional quality and unchecked macroeconomic
fundamentals hinder economic growth and
development in less developed countries (LDCs).
For example, poor control of corruption,
government ineffectiveness, poor administration of
justice affects contract enforcement and hinder
aggregate investment. An unchecked
macroeconomic fundamental through expansionary
fiscal and monetary policies could result in high
interest rate and exchange ratefluctuations.High and
volatile interest rate is a manifestation of
macroeconomic instability that affects firms’
investment decisions. Interest rate is key in
determining economic activity. Unchecked high and
excessive fluctuation of interest rate has the
tendency to disrupt economic planning, thus
constraining investment needed for economic
growth and development. Similarly, bad institutional
quality indicators, including poor regulatory policies
on inflation and exchange rates fluctuation constrain
investment performance and eventual slowdown of
economic performance.

Economic agents react to changes in
policies on macroeconomic fundamentals and hence
the quality of government policies have profound
effects on the relative stability of the
macroeconomy.  Therefore, poor and inefficient
implementation of institutional quality indicators,
including control of corruption, rule of law,
regulatory policy, among others and unchecked
macroeconomic fundamentals have the tendency of
disruptive effect on investment and economic
performance | developing countries. Good
institutional quality and efficient macroeconomic
policies on the other hand play significant role in the
implementation of successful economic policies that
enhances growth and development (Dixit, 2009;
Ahlerup et al.,, 2016; Ejuvbekpokpo&Ejedegba,
2024). From the various studies and the policy
prescriptions, there is the need to address wrong
movement of macroeconomic fundamentals and
poor institutional quality. For instance, most of the
cross-country studies asserted that corruption,
government effectiveness and rule of law are key to
economic prosperity in the SSA region. In
particular, corruption was identified as the heart of
the constraining factor in the region poor economic
performance. Poor institutional quality can
orchestrate corruption, leading to decline in

aggregate investment and by extension adversely
affect economic performance.

Under the foregoingscenario, the paper
examines the impact of institutional quality and
macroeconomic fundamentals on economic growth
and development in Nigeria over the period 1996 to
2023. In particular, the study seeks to adopt several
indicators of institutional quality and
macroeconomic fundamentals to establish the links
between the variables. The imperative is to improve
on the institutional quality and implement sound
macroeconomic policies that promote investment
and economic performance in Nigeria. Following
the introductory section, section 2 presents the
conceptual issues as related to the study; section 3
reviews the related literature; section4 presents the
theoretical ~ framework and the  research
methodology; section 5 discusses the empirical
results while section 6 concludes the paper.

1. Conceptual Issues/Notion of the
Macroeconomic Fundamental
Variables, Institutional Quality, Economic
Growth and Development

Sub-Saharan Africa (SSA) countries have
the characteristic features of poor policy on
macroeconomic fundamental variable, including
interest rate, exchange rate and inflation control
among others. Macroeconomic policies on the
fundamental variables have not favoured utilization
of the abundant resources in the SSA region for a
sustained economic performance (Ejedegba, 2022).
Interest rates affect borrowing costs for businesses
and household consumers. Lower rates encourage
growth while higher ones discourage growth
through restraining of spending on consumption and
investment. Ironically, high interest rates are often
the result when a central bank sets out to tame
inflation. High interest rate inhibits credit creation
as it becomes more expensive for investors to get
finance, thereby constraining the growth of
investment and economic performance.

Economic growth has been described as a
dynamic process that encompasses goals for more
possibilities,  higher living  standards, and
technological breakthroughs beyond the simple
expansion of output. Economic growth mirrors a
nation’s ability to consistently produce more goods
and services over time, fostering an environment
where innovations, employment and wealth creation
thrive. Gross Domestic Product (GDP) which offers
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a thorough overview of a nation economic health, is
frequently used to express the measure of economic
growth. Achieving positive and consistent GDP
growth serves as a social indicator of advancement
and success in a country. It is a force that drives a
country towards a future in which the people enjoy
higher living standards and more access to
opportunities and resources. Investment in
technology, education and physical infrastructure are
important  catalysts for economic  growth.
Investment along with sound macroeconomic
policies create an environment conducive to
innovation and productivity gains that are hallmarks
of nation’s health.

Economic development on the other hand
concerns expanding the choices of people on how to
lead lives that they value and improving the human
condition so that people have the chance to lead full
lives (Streeten, 1994). It entails economic growth
with structural transformation, including
governance. Theoretically, there cannot be
development without growth in an economy, but
there can growth even at exponential rate without
experiencing development in an economy. In recent
times, particularly in the SSA countries, growth has
not resulted in development which is dubbed
inclusive growth. Inclusive growth as defined in
lanchovichina and Galbe (2012) is a rapid, sustained
growth that includes a large portion of a country’s
labour force, that stresses productive employment
rather than income redistribution. It is the
responsibility of government to ensure inclusive
growth  through effective management of
institutions.

Institutions have been variously
conceptualised in economic literature in recent
times. For instance, North (1990) defined
institutions as the rules of the game in a society or
humanly devised constraints that shape human
interaction. Concisely, institutions pertain to specific
elements that have to be in place to encourage an
enabling macroeconomic business environment and
stability. It entails the political system, contract
enforcement, the degree to which laws and
regulations are applied, the control of corruption,
property rights and investors protection (Sobhee,
2014). Thus, high quality institutions should be able
to provide a conducive economic environment for
investors and social environment pertaining to
security, reduced political risks, protection of

property rights, freedom of expression and low cost
of doing business (Acemoglu and Johnson, 2003).
Institutions play key role in determining economic
outcomes. Low level of corruption, economic and
political freedom, efficient protection of civil and
property rights have shown to be positively
associated with higher economic performance
(Collier, 2006, Rodrik, 2000 and Kaufmann et al.,
2007). As pointed out in Ejuvbekpokpo and
Ejedegba (2024), good institutional quality in
developing  countries influences  investment.
Strongest economic growth occurs when investors
are convinced that improvement in institutions will
endure. On the other hand, poor or bad institutional
quality reflects infringements of civil rights, lack of
freedom for the media. Political instability,
corruption, unfair elections and electoral processes,
poorly managed public organisation amongst others.
Compromising institutional quality as noted earlier,
result in several undesirable consequences,
including raising cost of doing business, that would
frustrate investors, corruption, uncoordinated policy
implementation and generally creating instability in
the macroeconomy.

Kaufmann (2005) capture institutional
quality with six indicators, including, voice and
accountability, political ~ stability, government
effectiveness, regulatory quality, rule of law and
control of corruption. The voice and accountability
index measures whether the citizens can choose
their government and the extent to which political
rights and civil liberties are respected along with the
degree of freedom of the press, so that all groups
have their rights respected such that these are well
reflected in policy making.

The political stability index measures
perceptions of the likelihood that the government
will be overthrown by unconstitutional and/or
violent means. Both political stability and, \Voice
and Accountability indexes can be used to proxy
democracy. The more democratic a country, the
more will due processes be adhered to, thus ensuring
greater meritocracy. Empirical studies also
demonstrate that more democratic countries tend to
grow faster and are characterised by higher income
levels, Aron (2000).

The government effectiveness measures the
quality of public service, the competence and
independence of civil service and the credibility of
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the government’s policies. Government
effectiveness refers to the soundness of the policies
implemented as well as the quality of the services
provided to the population such as education and
health care facilities. The educational and health
status are important determinants of the human
capital of a country. The human capital endowment
is in turn of prime significance for the growth path
of the country as a better educated and healthier
labour force will be more productive.

The regulatory quality index relates to
government controls on the goods market, banking
system, international trade, and  business
development. An increase in the regulatory quality
index theoretically implies a reduction of market
unfriendly policies and in the regulatory burden in
terms of less bureaucracy and lower transaction
costs. This indicator ensures the establishment of
market-friendly practices to ensure efficiency in
resource allocation.

The Rule of Law index measures the extent
to which property rights are protected and the
perceptions on the incidence of crime, the
effectiveness of the judiciary and the enforceability
of contracts. A high rating on the rule of law index
translated by proper safeguarding of property rights
and enforcement of contracts will create an
optimistic and attractive business environment for
local as well as foreign investors.

The control of corruption index measures
the rent seeking behaviour of civil servants and all
those involve in the delivery of public goods and
services. In other words, control of corruption
identified by a decrease in the frequency of irregular
payments made to officials and members of the
judiciary might spur growth in the sense that
efficiency and productivity will be enhanced with
the reduction of rent seeking behaviour.

I11.  Review of Related Literature

Quite vast literature exists on the subject
but a few of them would be reviewed. For instance,
Afolabi (2019) investigated the impact of
institutional ~ quality  indicators  (voice and
accountability, political ~stability, government
effectiveness, regulatory quality, rule of law and
control of corruption) employing the system GMM
approach. He found that all the indicators related
directly to development in the long run. Specifically,
political stability, voice and accountability, rule of

law and government effectiveness positively related
to development in the short run.

The study of Ejuvbekpokpo, et al. (2021)
examined how institutional quality impact on
economic growth and development in SSA
countries, using data covering the period 2005 to
2013 with educational attainment as indicator of
development. The authors found negative impact of
indicators of institutional quality on economic
growth and educational attainment in SSA countries.
The study prescribed policies to strengthen rule of
law and effect control of corruption to achieve
desired economic performance.

Jeleta and Takyii (2017) examined the
relatiOonship between institutional quality and
economic growth in SSA, using data panning 1996
to 2014 in a panel of 27 countries and found a log
run relationship between institutional quality and
economic growth in the region. The study
recommended enhancement of institutional quality
in order to achieve desired level of economic
growth. Zaheer and Khalid (2021) also investigated
the impact of institutional quality on economic
growth, employing a panel data analysis on
institutional variables such as democracy index,
human right, rule of law, voice and accountability,
and freedom of association. The authors found a
positive correlation between the institutional
variables and economic growth.

The study of Orayo (2016) analysed the
relationship between major government indicators
and economic growth in East Africa community
countries, using data covering the period 1999 to
2013 and found specifically that regulatory quality
and political stability related negatively to economic
growth. The study recommended urgent need to
enhance more effective regulation in institutions.

lyoha, Arodoye and Erediauwa (2019)
investigated the relationship  between good
governance indicators, fiscal policy and economic
performance in ECOWAS countries, using data
covering the period, 2000 to 2015 in a panel
framework and found that governance indicators
have statistically significant effect on fiscal policy
and economic performance of the ECOWAS region.
Hence, the study recommended improvement in
governance and institutional quality.

The study of Salawu, et al. (2018)examined
the impact of governance indicators on economic
performance of SSA countries, using a panel of
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three selected countries including Nigeria, Ghana,
and South-Africa, with data spanning 1996-2016.
The study found that governance in Ghana and
South-Africa positively affect economic growth
whereas a negative impact was revealed in the case
of Nigeria. Thus, the study suggested that control of
corruption and political stability be enhanced to
achieve effective governance and economic growth
in the SSA region.

lheomu, et al. (2017) analysed the
relationship between institutional quality and
economic performance of ECOWAS countries,
using data covering the period 1996 to 2015 in a
panel that employed the system GMM and found
that indicators of institutional quality such as
regulatory quality, government effectiveness,
control of corruption and rule of law related
positively to economic performance in the region.

Duwal and Suwal (2024) examined the
relationship  between institutional quality and
economic growth in 18 Asian countries with data
covering the period 2012 to 2020, employing a
panel data fixed effects model. They found that
effective regulation positively impacts economic
performance. The study also brought to the fore that
the size of government, legal systems and property
rights as indicators of institutional quality are not
statistically significant in explaining economic
growth in the Asian countries. The study thus
recommended that regulatory policy should be
strengthened to boost economic performance.

The study of Ozegbe and Kelikume (2022)
investigated the interaction between institutional
quality with corruption as a key indicator and
economic growth in Nigeria, using data obtained
from WDI, Transparency international (IT) and
Central Bank of Nigeria (CBN) and covering the
period 1970 to 2020. The study employed the
ARDL model and found that corruption negatively
impact economic performance in Nigeria. The study
recommended improvement in institutional quality
to achieve desired sustainable  economic
performance.

Sali (2022) examined the impact of
institutional quality on economic growth in
Cameroon through an ARDL model, using data
from world bank over the period 1996 to 2019. The
study found that in the short-run, control of
corruption as an indicator of institutional quality
positively affects economic growth. On the contrary,
in the long-run, control of corruption is found to

have negative effect on economic growth in
Cameroon, corroborating the perception that
corruption undermines economic performance in the
long-run and thus the study recommended that effort
should be made to fight corruption in order to
achieve sustainable economic growth.

Utile, ljirshar and Sem (2021) investigated
the influence of institutional quality on economic
growth in Nigeria, using time series data spanning
the period 2001 to 2019, employing ARDL model.
The study found a significant negative impact of
institutional quality indicators on economic growth.
The study thus recommended improvement in the
quality of institutions, particularly instituting a
strong fight against corruption, increased
accountability, freedom of expression and
government effectiveness.

The above reviewed literature provides
conflicting results, thus calling for new evidence
with empirical study on Nigeria.

IV.  Theoretical Framework and
Methodology

The model of interest in this study is the
extended neoclassical model of economic growth.
This model takes into account physical capital,
knowledge, labour and output as key explanatory
variables impacting economic performance in any
economy. The model takes saving rate, technical
progress and growth in population as given.

Hence, the production function takes the form;

YF f( Kt, AtLt)
Y= K& (ALY 0<o<1
@

Where;

Y=output at time t. K = physical capital, L = labour
(work force), A = total productivity.

Incorporating the public sector into the equation
following the route of Barro (1991), the equation
can be recast as;

YF f(K[ G[,A[Lt)
Y= K&Gy, (At
(2)

Where, G represents the public sector. All other
variables remain as previously defined.

(@ +vy) <1

Following the route of Mankiw, Romer and Weil
(1992), the extended neoclassical model included
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human capital variable, thus resulting to the
following equation:

Y= f(K¢, Hy, G, AdLy)
Y= K HPGE, (AL) P (at-Bry) <1
3)

Where, H=human capital.

There are several other factors that can impact
economic growth in a country. As argued by North
(1990), the quality of institutions in a country
determines the long run economic performance of
the country. Following this route, the study captures
institutional quality with rule of law, government
effectiveness, control of corruption, political
stability, and voice and accountability.To that effect,
equation 3 can be reinstated to capture the elements
of institutional quality. Allowing for this
specification, and following the work of Ekpo
(2021), the study assumes that:

A(0) = Ag™ _
where,0 <0 < 1,A-Ae™, W= (4)

0 = index of government/institution.

The assumption here is that,

dAt d?At
—<0an <
o~ 0and——-<0

This informed the intensive production function that
the study adapted.

Based on the following theoretical framework, the
study adapts the following model to establish the
impact of institutional quality and macroeconomic
fundamentals on economic performance in Nigeria.
LnGDP = ap+ ouLnGFCF + oaoreer + 3RINT +
wINFR + asRLAW + agGEFF + a7;CORR

+ 0gVOA + wPOSTAB + o10TOP + g
(5)

LnGDP = Bo + BanGFCF + BZREER + ﬁsR'NT +
B4INFR + BsRLAW + BsGEFF + 3;CORR

+ BsVOA + BoPOSTAB + B1oTOP
+ B11LnGDP + &> ()
where;
GDP=gross domestic product; GFCF = aggregate
investment; REER=real exchange rate; RINT = real
interest rate; INFR = inflation rate; RLAW= rule of
law; GEFF= government effectiveness;
CORR= control of corruption; VOA= voice and
accountability; POSTAB= political stability; and
TOP= openness of the economy.
Ln is natural log, ai-a11 are the elasticities to be
estimated.
The data used are obtained from World
Development Indicators (WDI), 2023 on Nigeria,
covering the period 1996 to 2023. Some of the data
were taken in their natural logs.

V.  Empirical Results and Analysis

The estimated models are derived from the
theoretical framework and present results in tables
5a-7 below. Table 1 presents the Augmented
Dickey-Fuller unit root test. Table 2 is contained in
the Appendix and provides results of the Engle-
Granger cointegration test. Next is table 3 that
presents  the correlation matrix of the
macroeconomic fundamental variables.Following
this is the summary statistics. The estimation was
conducted using the ARDL model, with data
obtained from World Development Indicators
(WDI), 2023 and the results are contained in tables
5a-7.

Table 1: Augmented Dickey-Fuller Unit Root Test

Series t-Statistics p-value Critical Values Order of Integration
1% 5% 10%
GDP -3.038675** | 0.0444 -3.711457 | -2.981038 | -2.629906 | 1(1)
GDPpk | -2.68394* 0.1003 -3.711457 | -2.981038 | -2.627906 | 1(1)
GFCF -3.931530** | 0.0264 -4.394309 | -3.612199 | -3.243079 | I(1)
INFR -5.032495*** | 0.0020 -4.339330 | -3.587527 | -3.229230 | I(0)
REER -6.012605*** | 0.00002 -4.356068 | -3.595026 | -3.233456 | I(1)
RINT -3.429159* 0.0701 -4.374307 | -3.603202 | -3.238054 | 1(0)
TOP -6.019985*** | 0.0001 -4.243643 | -3.544283 | -3.204698 | I(1)

Source: Author’s Computation, 2025, using EViews 13.
Note: *** ** and * denote 1%, 5% and 10% significant level respectively.

Table 1, presents the results of the and real interest rates are stationary at level and

Augmented Dickey-Fuller unit root test to ascertain
the extent of the stationary of the variables in the
model explored. The results confirm that inflation

could be considered as integrated of order zero
i.el(0). On the other hand, economic growth,
household welfare, aggregate investment of the
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economy, real exchange rate and openness of the
economy are confirmed to be nonstationary at level
but at first difference and therefore could be
considered as integrated of order one i.e. (1) with
varied levels of statistical significance.Thus, using
Autoregressive Distributed Lagged (ARDL) model
technique of estimation is appropriate, as it allows

combination of variables in a model with different
levels of stationarity.

The test for the cointegration of explanatory variable
is contained in table 2in the appendix. The result
shows that the variables are cointegrated in the long
run.

Table 3: Correlation Matrix of the Fundamental Variables

LNGDP LNGDPPK LNGFCF
LNGDP 1.000000

LNGDPP
K 0.977069 1.000000
LNGFCF  0.681310 0.589599 1.000000
INFR 0.065703 -0.013524 0.125924
REER -0.220729 -0.239865 -0.019629
RINT 0.073166 0.124412 -0.076493
Z1Q 0.610746 0.544807 0.616621

Source: Author’s Computation, 2025, using EViews 13.

Table 3 presents the correlation matrix of
the macroeconomic fundamental indicators as
standard determinants of economic growth and
development, extended by the vector of institutional
quality. This is to provide the preliminary
assessment of the relationship between economic
growth and its fundamental determinants, extended
by the indicators of institutional quality ostensibly to
verify the extent of linear correlation among the
variables. The outcome of the table 3 indicates that
economic growth correlates positively  with

INFR REER RINT Z1Q

1.000000
0.128982 1.000000
-0.411039 0.149133  1.000000
0.038634  -0.082934  0.111847  1.000000

household welfare (per capita income), an indicator
of development; aggregate investment of the
economy; inflation; real interest rate; and indicator
of the institutional quality. On the contrary, real
exchange rate correlate with negatively with
economic growth in Nigeria over the study period,
1996-2023. There is no evidence of multicollinearity
among the explanatory variables except for the
household welfare which a priori is expected and
therefore all the variables are incorporated in the
subsequent estimation and analysis.

Table 4: Summary Statistics of the Macroeconomic Fundamental Variables

Sample: 1996 2023

LNGDP LNGDPPK LNGFCF INFR REER RINT

Mean 31.47567 12.59549 9.123374 13.20381 115.2494 5.482813
Median 31.59277 12.70987 9.114610 12.38103 105.6742 5.918908
Maximum 31.98691 12.84596 9.744586 29.26829 273.0129 18.18000
Minimum 30.75777 12.21756 8.833527 5.388008 69.19801  -5.627968
Std. Dev. 0.430299 0.223772 0.180541 5.434394  48.00689 5.894726
Skewness -0.446617 -0.636228 1.288754 1.107375 2.037836  -0.040118
Kurtosis 1.694305 1.843569 6.074534 4322235 6.686377 2.454457
Jarque-Bera 2.919824 3.449221 18.77903 7.762327  35.23389 0.354731
Probability 0.232257 0.178242 0.000084 0.020627  0.000000 0.837474
Sum 881.3187 352.6738 255.4545 369.7067 3226.983 153.5188
Sum Sq. Dev. 4.999251 1.351990 0.880070 797.3813  62225.87 938.1905
Observations 28 28 28 28 28 28

Source: Author’s Computation, 2025, using EViews 13.

Table 4 presents the summary statistics of
the  macroeconomic  fundamental  variables
influencing economic growth and development, as
conceptualized in the study. The statistics reveal that
the country witnessed an average economic growth
of 31 percent with fair stability as indicated by the

command of the standard deviation. During the
period, 1996 to 2023, household welfare grew at an
average of 13 percent while aggregate investment
maintains a fairly stable growth of 9 percent
annually. Inflation rate rose to a maximum of 29
percent with high real exchange rate of 273units of
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the domestic currency to a unit of US. Dollar-$1.
Real interest rate over the same period rose to a high
of 18 percent but dropped sharply to a low of -5.6
percent. The real exchange rate witnessed high
volatility, just as experienced by the real interest rate
and inflation. Real exchange rate recorded the
highest growth rate, followed by aggregate
investment, inflation and real interest rate in that
order. The table 4 also reveals that the mean values
of the series- economic growth, per capita income
(household welfare) and real interest rate are lower

than their median, indicating negative deviation
from their mean values, while the other series —
aggregate investment, inflation and real exchange
rate are positively skewed. In general, the table 4
outcome projected the macroeconomic fundamental
as moving in wrong direction. For instance, real
interest rate was negative, the domestic currency
was severely depreciated relative to the dollar and
inflation maintained high double digits. All of these
stagnated investment growth over the study period.

Table 5a: ARDL Model Long run Estimate of LNGDP

Dependent Variable: LNGDP
Method: ARDL
Dependent lags: 1 (Automatic)

Automatic-lag linear regressors (0 max. lags): LNGFCF REER RINT INFR
RLAW GEFF CORR VOA TOP POSTAB

Variable Coefficient Std. Error t-Statistic Prob.*

LNGDP(-1) 0.953564 0.033498 28.46613 0.0000

LNGFCF 0.026313 0.046910 0.560933 0.5831

REER 0.000195 0.000268 0.726936 0.4785

RINT 1.38E-05 0.001029 0.013445 0.9895

INFR 0.000841 0.001389 0.605061 0.5542

RLAW -0.003750 0.002085 -1.799105 0.0921

GEFF -0.002254 0.001986 -1.135251 0.2741

CORR -0.000271 0.001955 -0.138525 0.8917

VOA 1.07E-05 0.001714 0.006213 0.9951

TOP 0.000848 0.000919 0.922255 0.3710

POSTAB -0.003725 0.001728 -2.156338 0.0477

C 1.317156 0.902674 1.459172 0.1651
R-squared 0.897889
Adjusted R-squared 0.896342
S.E. of regression 0.025064

F-statistic 644.7430 Durbin-Watson stat 2.034122

Source: Author’s Computation, 2025, using EViews 13.

Table 5a presents the long run model
estimate with 3conomic growth (LnGDP) as the
dependent variable. From the table 5a, aggregate
investment, real exchange rate, real interest rate,
inflation, voice and accountability, and openness of
the economy positively relate to economic growth
but with the coefficients not statistically significant.
On the other hand, rule of law, government

effectiveness, control of corruption and political
stability have negative relationship to economic
growth with the coefficients of rule of law and
political stability being statistically significant at 10
percent and 5 percent levels respectively. These
results suggest an urgent need to enhance political
stability and rule of law in the country.

Table 5b: Variant of ARDL Model Long run Estimate of LNGDP

Dependent Variable: LNGDP
Method: ARDL
Dependent lags: 1 (Automatic)

Automatic-lag linear regressors (0 max. lags): LNGFCF INFR REER RINT |

TOP ZIQ
Number of models evaluated: 1
Variable Coefficient
LNGDP(-1) 1.006194

Std. Error
0.020807

Prob.*
0.0000

t-Statistic
48.35830
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LNGFCF -0.018586 0.045363 -0.409716 0.6866

INFR 4.92E-05 0.001348 0.036506 0.9713

REER 0.000199 0.000254 0.782113 0.4438

RINT 0.000524 0.001098 0.477618 0.6384

TOP 0.001892 0.000948 1.996065 0.0605

ZIQ -0.011362 0.004337 -2.619633 0.0169

C 0.102913 0.551265 0.186686 0.8539
R-squared 0.996800
Adjusted R-squared 0.995621

F-statistic 845.5484 Durbin-Watson stat 2.023893

Source: Author’s computation, 2025, EViews 13

Table 5b presents another variant of the
long run model estimate with economic growth as
the dependent variable. In this model variant, the
estimation is carried out on the macroeconomic
fundamental variables extended with the vector of
institutional quality (ZIQ). This is done to establish
the aggregate effects of the institutional quality
indicators on economic growth. The results show
that institutional quality negatively related with
economic growth over the study period, 1996 to
203. The coefficient of the institutional quality is
statistically significant at 5 percent level. This result
again suggests the need for institutional quality to be
enhanced in order to achieve the desired level of
economic growth.

Table 6 presents the short run model of
economic growth as the dependent variable. From

the table 6, aggregate investment, real exchange
rate, real interest rate, and openness of the economy
positively related to economic growth with the
coefficient of real exchange rate, real interest rate
and openness of the economy being statistically
significant at one percent level, implying that an
increase in any or all would improve economic
performance of Nigeria. It is interesting to note that
persistent depreciation of the exchange rate, rise in
inflation, raising interest rate and unchecked
openness of the economy would have deterrent
effect on the economic performance. As reported in
Ejedegba (2022), over depreciation of the domestic
currency could undermined economic performance.
So far, the results seem reasonable with adjusted R-
Squared having an average of 90 percent of the
variation in the dependent variable being explained
by the independent variables of the model.

Table 6: Short run model Estimate of ARDL for Economic Growth

Dependent Variable: LNGDP
Method: ARDL

Dependent lags: 1 (Automatic)

Automatic-lag linear regressors (2 max. lags): LNGFCF INFR REER RINT

TOP ZIQ

Number of models evaluated: 729
Variable Coefficient
LNGDP(-1) 0.975775
LNGFCF 0.034182
INFR -0.002275
INFR(-1) 0.004214
INFR(-2) -0.005829
REER 0.001182
REER(-1) -0.000625
REER(-2) 0.000365
RINT 0.001057
RINT(-1) 0.000210
RINT(-2) -0.001898
TOP 0.003365
TOP(-1) -0.001898
TOP(-2) 0.001907
Z1Q -0.012451
C 0.524572

Std. Error t-Statistic Prob.*
0.013582 71.84132 0.0000
0.029836 1.145670 0.2786
0.000806 -2.822543 0.0181
0.001099 3.833473 0.0033
0.001549 -3.763547 0.0037
0.000266 4.446472 0.0012
0.000144 -4.338097 0.0015
0.000153 2.388250 0.0381
0.000713 1.482763 0.1690
0.000718 0.291702 0.7765
0.000581 -3.266210 0.0085
0.000644 5.227820 0.0004
0.000707 -2.684555 0.0229
0.000468 4077762 0.0022
0.003519 -3.538446 0.0054
0.334683 1.567368 0.1481
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R-squared 0.899683

Adjusted R-squared

Source: Author’s computation, 2025, using EViews 13

0.899207 Durbin-Watson stat

2.726412

Table 7: Long run model Estimate of ARDL for Per Capita Income

Dependent Variable: LNGDPPK
Method: ARDL
Dependent lags: 1 (Automatic)

Automatic-lag linear regressors (0 max. lags): LNGDP LNGFCF TOP RINT |

REER INFR ZIQ
Variable Coefficient
LNGDPPK(-1) 0.762935
LNGDP 0.150055
LNGFCF -0.049501
TOP 0.002021
RINT 0.000764
REER 0.000269
INFR -0.001221
ZIQ -0.010692
C -1.196705
R-squared 0.990097
Adjusted R-squared 0.985696

Source: Author’s computation, 2025, using EViews 13

Next is table 7 which presents the results of
the per capita income (a proxy for development).
Per capita income is taken as the dependent variable
and as shown in the table 7, economic growth,
openness of the economy, real interest rate, and real
exchange rate have positive relationship to
economic growth with the coefficient of openness
and economic growth being statistically significant
at 5 percent and 10 percent level respectively. These
results suggest improvement in the fundamental
variables to achieve the desired economic
performance. On the contrary, aggregate investment,
inflation and institutional quality have negative
relation to per capita income with the coefficient of
institutional quality being statistically significant at
5 percent level. The results call for enhancement of
institutional quality for improvement in per capita
income. Inflation has the expected sign but what is
puzzling is that of aggregate investment whose sign
is not as expected. However, the adjusted R-Squares
seems reasonable to adopt the results.

The stability/stationarity tests of the
coefficient estimates, normality and auto-correlation
of residuals in the study model were conducted
using cumulative sum of squares residual
(CUSUMSQ), the CUSUM, normality and Durbin-
Watson statistic. The results are presented from
figures 1 — 3 in the Appendix.

Instability of parameters is established if
the CUSUM of squares residuals curve goes outside

Std. Error t-Statistic Prob.*
0.154224 4.946940 0.0001
0.091184 1.645633 0.1172
0.045813 -1.080495 0.2942
0.000880 2.296088 0.0339
0.001056 0.723626 0.4786
0.000239 1.124829 0.2754
0.001506 -0.810836 0.4281
0.004060 -2.633664 0.0169
0.884741 -1.352606 0.1929
Durbin-Watson stat 1.816420

the area between the two critical (dotted) lines. The
results in figure 2 and 3 in the appendix indicate the
absence of any instability of the coefficients because
the plots of the CUSUMSQ and CUSUM statistic
are confirmed within the 5 percent critical bounds of
parameter stability, implying that the model
explored has high ability to capture turning points
with remarkable tracking of dates. The Normality
test for the estimated residuals results as shown in
the appendix, based on the probability value/Jacque
Beravalue, indicate that the error terms in the model
explored are normally distributed. The serial
correlation test (Durbin-Watson statistic) also
inferred that the model is not serially correlated.
Hence, the outcomes of the diagnostic testsestablish
the reliability of the model for policy formulation.

VI.  Conclusions

The study has examined institutional
quality, macroeconomic fundamentals and economic
growth and development in Nigeria over the period
1996 to 2023. The preliminary evaluation indicates
that though economic growth and per capita income
growth were relatively in stable trajectory, the
performance of the economy was not satisfactory as
most of the indicators of institutional quality such as
rule of law and political stability as well as
macroeconomic fundamentals like inflation, real
interest rate, real exchange rate among others moved
in wrong direction.
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The ARDL estimation results indicatethat

institutional quality such as the rule of law, political

stability, voice and accountability,

government

effectiveness, and control of corruption have causal
relationship to economic growth and development
(per capita income as proxy) over the period 1996 to
2023. In general, poor institutional quality adversely
affect economic growth and development in Nigeria
during the study period. The imperative therefore, is
improvement in the elements of institutional quality
and indicators of macroeconomic fundamentals in

Nigeria.
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Table 2: Engle-Granger Cointegration Test
Series: GDP GDPPK GFCF INFR REER RINT
Sample: 1996 2023

Included observations: 28

Null hypothesis: Series are not cointegrated
Cointegrating equation deterministics: C
Automatic lags specification based on Schwarz criterion (maxlag=5)

Dependent tau-statistic Prob.* z-statistic
GDP -2.512127 0.9071 -10.29920
GDPPK -2.194220 0.9590 -7.947563
GFCF -4.723043 0.1371 -111.4554
INFR -4.769620 0.1434 15.05726
REER -3.069565 0.7339 -13.88665
RINT -4.656170 0.1541 -2230.146

Prob.*
0.9253
0.9761
0.0000
1.0000
0.7574
0.0000

*MacKinnon (1996) p-values.
Warning: p-values may not be accurate for fewer than 30 observations.
Intermediate Results:

GDP

GDPPK

GFCF INFR REER RINT
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Rho -1 -0.381452  -0.294354 -1.681746 -3.070275 -0.580126 -1.430173
Rho S.E. 0.151844 0.134150 0.356072 0.643715 0.188993 0.307156
Residual variance 1.10E+25 1.14E+08 1468965. 6.372002 1324.659 19.50628
Long-run residual variance 1.10E+25 1.14E+08 9544350. 0.316642 1122.814 75889.90
Number of lags 0 0 1 5 1 2
Number of observations 27 27 26 22 26 25
Number of stochastic trends** 6 6 6 6 6 6

Source: Author’s Computation, 2025, using EViews 13.

’ Normality Test Series: Residuals
6 Sample 1997 2023
Observations 27
5
Mean 3.64e-15
4 Median -0.000119
Maximum 0.048149
3 Minimum  -0.044423
Std. Dev. 0.019739
2 Skewness 0.224957
Kurtosis 3.208731
1
- . .-- Jarque-Bera  0.276740
T o -0.02 0.00 0.02 0.04 Probability 08707772

Source: Author’s construction, 2025 using EViews 13.
Figure I: Normality Test

15

10

2006 2008 2010 2012 2014 2016 2018 2020 2022

—— CUSUM - 5% Significance

Source: Author’s construction, 2025 using EViews 13.
Figure 2: Stability Test
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1.6
Second Stability Test

1.2
0.8
0.4
0.0
-0.4

2006 2008 2010 2012 2014 2016 2018 2020 2022

—— CUSUM of Squares 5% Significance

Source: Author’s construction, 2025 using EViews 13.
Figure 3: Second Stability Test
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