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Abstract:

Government capital expenditure is one of the instruments of fiscal policy in achieving macroeconomic objectives, as it
improves the provision of capital projects and infrastructural facilities in the economy. Inadequate capital projects have
contributed to poor infrastructural facilities in the Nigeria economy. Therefore, the populace is desiring of good
infrastructural amenities from the government as well as the potential investors, as poor infrastructural facilities
discourages potential investors from investing in the country. Availability and efficient use of revenue generated by the
government would help in closing the gaps in the citizens’ requirements of providing the infrastructures. This study
examined the effect of revenue generation on the capital projects development in Lagos state from 2000-2018.

This study employed ex-post facto research design. Population and sample size comprised entire revenue generated and
total capital expenditures incurred for capital projects development in Lagos state from 2000 to 2018. Secondary
method of data collection was employed and were sourced from the annual reports prepared by Accountant General of
the State with Auditor General’s validation and Central Bank of Nigeria Bulletins. It was analyzed using correlation and
Ordinary Least Square regression.

The findings revealed that government revenue has a significant effect on the total capital projects development in Lagos
state as well as on RCAPEX and ECAPEX. Also, STR in isolation has a significant positive effect on the CAPEX, RCAPEX and
ECAPEX. However, OIGR in isolation has an insignificant negative effect on CAPEX and ECAPEX and insignificant positive
effect on RCAPEX.

The study concluded that, Lagos state government is yet to economically, effectively and efficiently utilize the revenue
generated for capital projects development. The study recommended that state governments should establish a revenue
policy that will improve capital projects development rather than using other means of financing the capital projects.
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1. Introduction

Public capital expenditure which is one of the instruments of fiscal policy plays a major role in achieving
macroeconomic balance in any country. An effective public sector that centers its fiscal policy towards improving capital
projects development tends to achieve a sustainable growth, increase in employment and price stability among others. As
a result, such countries have to improve its investment in road infrastructure, education, security, health facilities, power
sectors and telecommunications. Increase in government expenditure on human capital projects (such as health and
education) will leads to increase in labour output as well as national output. In the same vein, public investment on
infrastructural facilities (such as road and telecommunication) can as well reduce the cost of production, improve private
investment as well as increase the private profitability which in turn has positive multiplier effects on the economic
growth and development.

Olorunfemi, Samuel and Kayode (2019) raised an alarming issue that many of the states in Nigeria could not
initiate nor execute any capital projects within their jurisdiction independently without the support of the Federal
Government, international institutions or residents within the vicinity. The study further revealed that some local
administration is very poor in carrying out their social responsibilities to citizens in the provision of road infrastructures.
In the same vein, Chinedu and Ezomike (2019) further revealed that in spite of the fact that huge amount of money was
voted for capital expenditure on road infrastructures in the country, many Nigerian roads are still in a terrible state which
makes it difficult for commuters to use.

Oyedele (2012) was of the opinion that the infrastructural facilities in Nigeria have already deteriorated and,
therefore requires urgent repair, rehabilitation or replacement. The study further explained that there are more
challenges in democratic governance than military governance in Nigeria when it comes to infrastructural development.
This is due to the following reasons which Nigerian government needs to resolve: ability to identify the right project at a
particular time and conducting the feasibility and viability studies of the project to be carried out. Other challenges are;
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adequate financing, technological know-how for development, maintenance and design, ability of the projects to meet up
with the international standard and to be sustainably developed.

Roshan, Lomme, Hima and Santibanez (2016) argued that there is a high demand for quality education in Lagos
state because for many years there is high substandard in the secondary school education in the area with poor
infrastructures, inadequate learning materials and inadequate professional teachers making the situation worse. This level
of substandard quality in the academics being experienced in the state triggered the state governor to launch a project
tagged ‘LAGOS EKO SECONDARY EDUCATION PROJECT’ in 2016 through the support of World Bank. Prior to the launch of
this project, the World Bank (2016) identified the following critical challenges being experienced in the education sector in
Lagos state: low access to secondary education by the poor people, gender differences in secondary school attendance, low
demand for education in skills development, teachers were highly disenfranchised, lack of policy making relating to
education, the school curriculum does not correlate with the labour market requirements, inadequate allocation or low
government spending on education coupled with limited accountability.

The Eko project on secondary education is essentially a state government project as against the federal
government intervention on education. In this case, the State Ministry of Education was saddled with the responsibility of
executing the project with the support of education districts, LGEA’s, SUBEB and federal agencies with the objective of
improving the education level in the state. Lagos state being one of the fastest growing metropolises in the world also
reviewed its level of capital projects development and decided to come up with a reform known as ‘Improved Public
Investment Management (PIM) with the aim of strengthening its’ planning and executions on capital expenditures.
However, despite the reform the overall rating of the PIM is still seen to be weak. In order to improve on these
weaknesses, the legislative arm of the state therefore enacted various bills like; Lagos state Procurement Bill 2010, Lagos
state Tenancy Bill 2009, Lagos state Public Finance Management Bill 2010 and Criminal Law of Lagos state Bill 2010
(Treichel & Oyewole 2011). However, the state will still continue to battle with the problems of planning, implementing
and monitoring of the various capital projects development which could be as a result of the size of the Lagos state
economy and continuous increase in population of the state (Treichel & Oyewole 2011). The following are the ten-point
agenda sets in the PIM framework by the Lagos state government for the purpose of achieving the capital projects
developments: roads, transportation, power and water supply, environment and physical planning, shelter, health,
education, food security, employment and revenue enhancement.

United Nations (2014) carried out a review of its capital projects across the UN system organizations which
focused on the various strategic plans in carrying out capital projects and its significant financial contributions to the
member states. UN then recommended after its review that to deliver excellent capital projects development, the projects
must undertake four successive phases: pre-planning (conceptualization, investing in detailed life-cycle analysis, early risk
management, consultations with stakeholders and governance); planning (project management, design development,
preparing the contracts, procuring the contracts); executing/implementing (executing, monitoring and controlling) and
completing stage (auditing, taking over and commissioning and defects notification period and final completion).

OECD (2016) established a framework for the governance of infrastructure in any country which helps in getting
the infrastructure right as high-quality public infrastructure support the economic growth of the country and improve the
standard of living while creating employment opportunities to the citizens. OECD opined that infrastructure is mainly a
governance challenge and therefore highlighted ten (10) challenges and the policy options: ability to develop a strategic
vision for the infrastructures for the populace; how the government officials will overcome the threat to integrity; how the
government tends to deliver the infrastructure in order to balance political, sectoral; economic and strategic aspect of the
contract to achieve value for money; adequate regulatory framework for the purpose of achieving sustainable and
affordable infrastructure over the life of the projects; consideration of the consultation processes which needs to take
account of the projects stakeholders; the need to coordinate the infrastructure policy across all levels of the government;
ensuring the affordability and value for money of all infrastructural projects; disclosing all relevant data relating to the
infrastructural projects to the public in a timely manner; adequate performance of the projects throughout its lifespan and
putting in place monitoring instruments and institutions; and public needs for infrastructural projects should be resilient,
adaptable to present situations and future circumstances.

Population of the developing countries is approximately 85.4% of the world’s population. In order to achieve
social and economic sustainable development there is need to improve on their mega construction projects (Zeybek &
Kaynak, 2006; as cited by Othman, 2013). The sustainable development was achieved through the provision of
infrastructure, industrial, education, cultural, transportation, medical and residential projects which was able to meet the
citizens’ needs (Othman, 2012; Khan, 2008; as cited by Othman, 2013). However, Othman (2013) identified some
challenges that are being encountered in developing countries in achieving sustainable capital projects development and
were classified into four categories, namely: engineering challenges, human development challenges, managerial and
political challenges and sustainability challenges. He went further to recommend that the governments in the developing
nations should develop a strategy that will provide quality education and professional trainings, policy, economy,
technology, infrastructure and production, society, demography and culture, healthcare, life expectancy and growth rate of
population. All of which are expected to help in overcoming the political and managerial challenges of improving the mega
capital projects in developing countries.

The system of government being adopted in the country by state government plays a vital role in the revenue base
of the states in Nigeria. The states governments derive their revenue from two broad sources viz the external sources and
the internal sources. The internal sources are those revenue generated within the geographical boundary of the state
(taxes, fines, fees, interest and dividend income) while the external are those derived outside their geographical
boundaries (statutory allocation from the Federation Account and statutory allocation from Value Added Tax) through the
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sharing formula. Both are being utilize in carrying out capital and recurrent expenditure. However, the state governments
in Nigeria are being faced with various challenges in raising more internal revenue which would have played a major role
in developing the states and the state can only be developed by considering their level of investment in infrastructural
facilities. Revenue sharing formula is not the only challenges being experienced by the state governments, “There are equal
challenges being experienced from the non-product nature of funding sources with up to 70 percent coming from oil and
other commodity prices which are known to be unstable and such instability is often transmitted first to revenue and
thereafter to the rest of economy” (Odey & Oti 2017). Earlier study carried out by Odey, Odigbo and Oti (2016) revealed
that the instability being experienced in oil revenue was as a result of the volatility in global oil market which has posed a
major concern to Nigerian state governments due to high level of dependency on oil revenue being recorded in the
Federation Account.

Thus, the state governments in Nigeria cannot embark or carryout any capital project developments in order to
provide adequate infrastructural facilities without considering its effort in improving its revenue generation (internal
source). These facts are not exceptional to Lagos state being the most developed state in the country.

1.1. Statement of the Problem

State governments in Nigeria face lot of challenges in relation to options, capacity and opportunities in raising
their internally generated revenues (Odey & Oti 2017). As such, it has affected the level of capital projects development in
Nigeria states. Cynado and Ezeogidi (2014) argued that one of the problems facing the development of Nigeria is the state
of poor infrastructural facilities. Adegbie and Daniel-Adebayo (2017) opined that the inability of the governments to
provide adequate infrastructural facilities made the citizens to continually desire for more capital projects in order to
better the life of the populace, as the country suffer high level of infrastructural shortages.

Oyedele (2012) opined that the infrastructural development in Nigeria is not what one can be proud of and it is
more challenging in the democratic era because of the inability of the populace to have access to the government and get
involved in identifying the proper projects, examining the feasibility and viability of the projects before being executed.
Ifarajimi and Ola (2017) opined that adequate infrastructural facilities which could improve the economic growth of a
country are very low in the developing countries in which Nigeria is not excluded. The study further conclude that the
provision of the infrastructural facilities cannot be left in the hand of the private sectors considering the high cost of
executing it. As such revenue generated by the government from the citizens through the imposition of taxes, levies, fines
and allocations from the central are expected to close this gap.

Onigbinde (2018) argued that despite the fact that Lagos state generates huge revenue, the condition of Lagos
roads and drainage systems are still substandard. He further explained that the state is still lagging behind in terms of
provision of road, schools and hospital facilities, when compared with the state’s generated revenue. Capital projects
development in Lagos state has been said to suffer from many challenges (Omoregie & Radford, 2006; Olatunji, 2006;
Aibunu, 2008; Kolo & Ibrahim 2010 as cited by Ogundari & Otuyemi 2019), amongst which are; partial completion of the
projects, inability to meet up with the contractors requirements, lack of planning for the projects at hand, shortage of
skilled labour, poor projects management and various parties conflicts and litigations.

According to Ejoh, Okpa and Ogon (2016) it was concluded that the government revenue, human and technical
resources are the major factors for any state to have adequate capital projects development and perhaps government
revenue is seen as the engine room due to the fact that human and technical resources are being influenced with effective
revenue generation. Many state governments especially Lagos state have put more effort in increasing their internally
generated revenue to augment for the assumed low allocation from the Federation Account in order to improve on the
capital projects in the state environs (Roshan, et al, 2016). Despite all this move by Lagos state and some other states in
the country, the citizens are still complaining bitterly of low infrastructural facilities (lack of good roads and education
facilities) which is due to low investment in capital projects by the states (Treichel & Oyewole 2011).

The main issues here now are: is it as a result of poor internally generated revenue effort? or mismanagement of
the generated revenue itself that has contributed to poor infrastructural facilities in the states? Do the states adopt a
strong fiscal policy measure that will ensure that all the revenue generated are being channeled towards capital projects
development despite the low level of IGRs? (Odey & Oti 2017). This study seeks to examine these critically in order to find
answers based on the data gathered and analysed. Since it is now a known fact that revenue generation by the government
provides financial support for achieving high level capital projects development, there is need to encourage the citizens
(paying their taxes and levies as at and when due) and the government (establishing a reform in revenue generation).
Sequel to the above stated problems, it has now become paramount to evaluate the revenue generation and capital
projects development in Lagos state.

1.2. Objectives of the Study
The main objective of this research was to evaluate the effect of revenue generation on capital projects
development in Lagos state.
The specific objectives were to:
e Examine the effect of internally generated revenue on road capital projects in Lagos state.
e Evaluate the effect of internally generated revenue on education projects development in Lagos estate.

1.3. Hypothesis
In line with the research objectives, the following hypotheses were tested in this study:
e Hol: Internally generated revenue has no significant effect on road projects development in Lagos state.
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e Ho2: Internally generated revenue has no significant effect on education projects development in Lagos state.

2. Empirical Review/Literature review

This area focused on the review of works of other authors with emphasis on government internally generated
revenue and capital projects development.

Ekwe, lhendinihu and Omodero (2018) investigated the impact of internally generated revenue (IGR) on
economic development of Nigeria. They stated that the state and local governments are facing a serious problem in
generating enough revenue which could be of help in meeting up with expenditure. The research also emphasized that
the economic development in Nigeria experiences major setback due to improper use of IGR as a result of high
level of corruption, hence the clamour from the citizens. E x-post facto research design was used to specifically
examine the impact of Total IGR (TIGR), Federal Government Independent Revenue (FGIR), State IGR (SIGR) and Local
IGR (LIGR) on the Real Gross Domestic Product (RGDP) which are the proxy for economic development of the country.
The time series data was employed which covered a period from 1981 to 2016 (36 years). The data for the research were
gathered from the Central Bank of Nigeria (CBN) Statistical Bulletin. The statistical tool used for the data analysis was the
multi-regression and t-test for test of hypotheses. The findings made the researchers to reject the Hy of the study and
revealed that TIGR, SIGR and LIGR have robust and significant positive impact (p-value = 0.000 < 0.05) on RGDP, while
FGIR also indicated positive and significant influence on RGDP. They concluded that there was an existence of high
correlation between the dependent and independent variables. The study also emphasized that the positive impact of IGR
is not out of place but the physical evidence to convince the citizens is apparently lacking and therefore government
policies that could eradicate sharp practices in the government system are required. As a result, it was then recommended
that government officials with corruption history should not be given any opportunity to manage public funds.
However, people with outstanding integrity should be given a room to manage public funds and this could
help in achieving the economic development goals.

Edogbanya and Ja’afaru (2013) carried out a study on Revenue Generation and its impact on developmental effort
using local councils in Kogi East Senatorial District as a case study. The objective of their research was to critically analyse
the extent at which revenue generation had affected the development of the selected local governments in the East
Senatorial District of Kogi State. Primary and Secondary methods of data collection were used in order to obtain the
needed data, three local governments were sampled out of nine (9) local governments in the East Senatorial District using
stratified sampling method for a period of five years (2006-2010). Simple least square regression method was used to
analyse the secondary data obtained. Findings from their research showed that there was a significant relationship
between revenue generated and developmental effort of the government. It was recommended that the local government
should provide more basic amenities to the rural area and this will in turns make the people in that environment give
maximum support to the local government by paying their taxes which would lead to the development of the rural area.

Ejoh, Ogon and Okpa (2016) carried out an examination on the impact of government revenue and expenditure on
the economic development of Cross River state, Nigeria. The objective was to assess how the government revenue
(taxation) and government expenditure (spending) had actually impacted on the development of the state. Survey design
method was adopted with sample size of 80 respondents using regression model from SPSS to analyse to data gathered.
The results then showed that there was a significant relationship between public revenue, public expenditure and
economic development. It was recommended that the government should diversify their source of revenue in order to
operate a stable revenue base in order to improve on the capital and recurrent expenditure which will further have a
multiplier effect on the state’s production capacity. This study revealed that for any improvement in the government
revenue, this will surely assist government in investing more on the capital projects development and on the long run raise
total outputs of the state.

Chang and Chiang (2009) carried out a study to revisit the government Revenue-Expenditure Nexus: Evidence
from 15 OECD countries based on the panel data approach from 1992-2006. In order to establish relationships between
these two variables, panel unit root and panel co-integration techniques were used while panel error-correction model
was used to test the four hypotheses. The outcome supported the fiscal synchronization hypothesis, which implied that
decisions on government expenditure and revenue cannot be made in isolation. From this study carried out by these
researchers, one can deduce that it will be difficult for researchers to conclude that revenue depends on expenditure or
vice versa. But rather consider both variables work together in making fiscal policy decision by increasing the revenue and
reduce spending simultaneously during a budget deficit.

Obeng, (2015) carried out a causality test of the Revenue-Expenditure Nexus in Ghana for the period of 1980-
2013 in order to examine if it was the revenue that influenced the expenditure or expenditure influenced the revenue by
using stationarity test to know the level of stationarity of the two variables. Long-run relationship between the two
variables were also examined using Ordinary Least Squares (OLS) method while the short run relationship between the
variables were also examined using Vector autoregressive (VAR) framework. Findings showed that there was a strong
relationship between revenue and expenditure but inversely related. However, Granger causality test was also performed
to know the direction of the casual relationship between the variables and it was then found that government revenue
causes government expenditure complying with tax-spend hypothesis. The study then recommended that the government
should improve in its revenue generation efforts in order to finance its increasing expenditure.

Ho and Chang (2002) carried out a note on testing “Tax-and-spend, spend-and-tax or fiscal synchronization
hypothesis” with a case of China using the time  series econometric techniques, making use of real GDP, real
government revenues and real government expenditures for a period of twenty-three years (1977-1999). Three stages of
tests were carried out on the times series: the first were standard Augmented Dickey-Fuller, KPSS, and Zivot-Andrew
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(1992) tests, the second was Johansen’s multivariate cointegration test where long-run equilibrium relationship among
the three variables were uncovered and finally; Granger causality test in which a feedback between real government
revenues and real government expenditures was arrived which was in support of “fiscal synchronization” hypothesis for
China which is in agreement with the researchers expectation about the China’s fiscal system. It was then suggested that in
order to resolve the problem of deficit budget of China the government should be careful in increasing the revenue and
reducing expenditure or changing both variables without considering the interdependence between the revenue and
expenditures.

Balogun (2017) carried out a study on the causality between government expenditure and government revenue in
Nigeria by adopting ex-post facto and annual time series data between 1986-2015 which were obtained through the
statistical bulletins and annual reports of the Central Bank of Nigeria to assess the two variables. Through the use of co-
integration and vector autoregressive techniques alongside Error Correction Model (ECM) and Augmented Dickey fuller
analyses, it was found that Nigeria practiced spend-revenue. This implied that government expenditure determines its
level of revenue. It was then advised that the government should endeavour to increase its sources of revenue in order to
meet up with its economic activities which require huge expenditure in order to avoid deficit budget which will later lead
to increase in borrowing.

Omotor (2004) carried out an investigation to examine the trend of expenditure incurred by the Government of
Nigeria on education for the period 1977-1998. The data for the study was obtained from the Central Bank of Nigeria
(statistical bulletin and annual report and statement of accounts). The study developed an education expenditure model
which was tested using the Ordinary Least Squares (OLS) technique with the various data gathered. It was found that the
Federal Government revenue is the major determinant of educational expenditure model as it is significant in the model
constructed for the study. They also revealed that the era of government was not a major factor that influenced the level of
government expenditure on education. It was then recommended that the government should search for additional means
of financing education in Nigeria.

Milton (2015) conducted a research to analyse the degree of responsiveness, causality and interrelationships
among the education expenditure incurred by the government, taxation and economic growth in Nigeria from 1981 to
2013. Various tests (VEC Granger causality and the VECM) were employed to analyse the data collected. The VEC showed
that there was an existence of unidirectional causality among government expenditure on education, taxation and
economic growth in Nigeria. Although between 2008/2009 a bi-directional causation was uncovered between the
economic recession, government expenditure on education and human capital development which was due to economic
recession during the period. The VECM result also showed that the responsiveness of government expenditure on
education was significant and exceeded the responsiveness of human capital development, real GDP per capital growth
rate and total tax revenue. The study therefore recommended that a well restructured fiscal policy should be implemented
by the government on education in order to achieve the macroeconomic goals and objectives.

Ahmed and Salihu (2015) carried out a study to examine how government expenditure (capital and recurrent)
influenced the internally generated revenue of local governments in Adamawa state, Nigeria. The study examined the
entire twenty-one (21) local governments in Adamawa state as the sample size, in which a panel data was obtained from
the audited financial statements of the entire local governments for the period of ten years (2003-2012). A pooled
regression was used to analyse the date obtained. Findings from the analysis shows that capital and recurrent
expenditures on agriculture, natural resources, roads and education had a significant influence on the internally generated
revenue of Adamawa local governments. It was then recommended that government should endeavor to promote
prudency, transparency and transparency while embarking on capital and recurrent expenditure for the development of
the local areas in the state as this will motivate the citizens to perform their civil responsibilities by paying up their levies
and dues to the governments, as the increase in internally generated revenue of the local economies will reduce over-
dependency on the statutory allocations from the Federation Account. This study made us to understand that government
expenditure influences internally generated revenue of local governments in Adamawa state. The case might not be the
same with that of Lagos state which already have a standardized mechanism which has been helping in increasing the
internally generated revenue (excluding taxes) but still Lagosians are not happy with the level of government investment
in the infrastructural facilities, which triggered this research.

Odey at al., (2016) carried out a study to determine the fluxional relationship between Internally Generated
Revenue and the cost of collection in Cross river state with a view to proffering cost minimization measures. The objective
of the research was to come up with a sustainable model to the states which can optimize the level of their revenue
collection internally as the allocation from the Federation Account cannot be over dependent on. The method of data
collection was secondary which was obtained from the Cross-river state Board of Internal Revenue, the State Budget
Department and Ministry of Finance for eight years (2007-2014). The statistical method used was descriptive to analyze
the trend and relationship between Internally Generated Revenue (IGR) and collection cost in Cross river state. The trend
analysis was also used to assess the impact of increase in cost of collection on the internally generated revenue in the state.
It was then concluded that a framework should be in place to address the issue of compliance level to tax laws,
accountability and transparency which will motivate the taxpayers to pay as and when due and reduce the cost of
collection. Effort should also be geared towards achieving maximum revenue yield. The cost of collection should be
managed so that it could be within statutorily prescribed band in order to ensure sustainable economic growth and
development within the premise of the Pareto-efficiency thesis. From their study, it can be deduced that increase in cost of
collection will definitely reduce the revenue base of a state which in-turn reduce the level of capital projects that will be
carried out by the state governments.
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Olorungbemi (2015) examined the Revenue Generation and Local Government Administration in Nigeria (1999-2007):
with a case study of [jumu Local Government Area of Kogi state. The objective was to assess the relationship between the
internally generated revenue and level of development. In other to achieve this objective primary and secondary data were
collected from Ijumu Local Government council of Kogi state for nine (9) years for the examination, making use of
descriptive and inferential statistical tools. From the hypothesis on the data gathered, it was found out that there was
effective internal control measure in place which could enhance effective utilization of internally generated revenue in the
local government. It was then recommended that in order to improve the internally generated revenue, keeping of
appropriate accounting records, supply of social and economic service, establishment of people-oriented projects, staff
motivations, training and retraining of revenue officers should be encouraged. To this view, capital projects development
and effective internal control system could have a multiplier effect on the government revenue generation.

Odey and Oti (2017) carried out an analysis on the relationship between internally generated revenue and capital
expenditure utilization in Cross river state, Nigeria from 2007 to 2015. The method of data collection was secondary, gathered
from Cross river state Budget Office, Internal Revenue Service and Ministry of Finance for the study. Statistic tool used to
analyze the relationship between internally generated revenue and capital expenditure utilization in Cross river state was
descriptive statistic. Findings from the study revealed that any increase in government expenditure without corresponding
revenue will widen the budget deficit. It was recommended from the findings that the Cross-river state government should
increase the size of its internally generated revenue in order to accommodate the capital expenditure of the state. It was
also recommended that the state government should diversify its economy and explore especially the non-oil minerals
sector of the state economy so as to correct the disparity between revenue and expenditure and reduce the attendant
budget deficit. Expenditure reforms analysis should be considered vis-a-vis taxes and all other revenue sources. This will
help set targets for revenue mobilization and utilization as well as expenditure spreading over the entire state economy.
The Cross-river state government in order to be sustainable in its development strive must develop the internally
generated revenue base, promote fiscal prudence in the management of its resources, enhance infrastructures, eschew
corruption and unsustainable spending as well as sustain it capital votes. The Cross-river state government should
continue to increase its aggregate revenue mostly from internally generated revenue base, since only revenue from internal
sources can boost the state income given the dwindling allocations from the Federation Account. The government should
go a step further in intensifying efforts at developing other sources of revenue in order to insulate the economy from the
volatility associated with oil revenues.

Adenugba and Ogechi (2013) assessed the effect of internal revenue generation on infrastructural development.
The research methodology entailed the use of survey research design and purposive sampling method to select
respondents from Lagos state Inland Revenue Office. Questionnaires and statistical data were instruments used for the
study. Descriptive and inferential statistics were the statistical tool used for the analysis. The descriptive statistics
involved the use of simple percentages while the inferential statistics involved the use of Spearman’s Rank, which is to
show the direction of relationship between variables in the study and to show the scale for the data that is interval. Two
hypotheses were formulated and the Spearman’s rank correlation analysis was used to test the relationship between
internally generated revenue and infrastructural development. The result showed that there was a positive relationship
between internally generated revenue and infrastructural development. The study also revealed the various methods of
generating internal revenue, which are the enforcement of tax personnel, contribution, and creating awareness to the
public. The findings of the study however showed that revenue administration agencies need to be reviewed to generate
more revenue in the country. Nwosu and Okafor (2014) studied the disaggregated analysis of government revenue and
expenditure in Nigeria, using time series data from 1970 to 2011. Utilizing the co-integration techniques and Vector Auto-
Regression (VAR) models, it was revealed that a long run equilibrium dynamic relationship exists between government
revenue and expenditure.

Lojanica (2015) investigated the links between government revenue and government expenditure in the Republic
of Serbia, in order to indicate the measures that were necessary to reduce the budget deficit in Serbian economy. In the
analysis, the monthly data from M1 2003 to M11 2014 were used. As an appropriate method for testing causality,
Autoregressive Distributed Lag (ARDL) was used, while the Granger causality had been tested within the Vector Error
Correction Model (VECM). The empirical results obtained in the study can be represented as follows: Testing the
stationarity through the ADF and KPSS tests, it was found that the government revenues and the government expenditure
were not stationary after the second difference. Namely, they were not in the line with the integration I (2). Further
analysis had revealed that there was a cointegration between the variables. Also, the analysis had shown that, the long
run, there was unidirectional causality moving from government expenditure towards government revenues. This result
was in accordance with spend- revenue hypothesis. Based on the obtained empirical results, the political implications
were that the government expenditures should be reduced on the long run. Specifically, in the case of an increase in
government expenditure, government revenue should be increased which implied an increase in tax rates. Such a
situation would cause a further deterioration of the macroeconomic environment, bearing in mind all the difficulties of
collecting tax revenues in Serbia.

Amujiri, Anyadike, Asogwa, Vincent and Chris (2015) carried out an empirical review on how internally generated
revenue (IGR) of South Eastern states of Nigeria could be improved using Abia state as case study. The aim of the study
was to source for ways in which the government could enhance the internal revenue generation of Abia state. Survey
research design and purposive sampling method were adopted to select respondents from Abia state Internal Revenue
office. Descriptive and Inferential Statistics were used to analyse the primary and secondary date gathered for the period
(2007-2013). Their analysis revealed that over 70% of the state revenue was from Federation Account while less than
30% was from the internal revenue effort. It was concluded that there were several factors hindering IGR and the system
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of generation which needed to be reformed. The recommendation from the study were; more enforcement from tax
personnel, creating awareness to the public and review of revenue administration agencies in order to generate more
revenue in the state. When the state government put more effort in improving their internal revenue, they will have more
funds to be invest in various capital projects.

Kizito and Asimiyu (2014), in their study on the analysis of internally generated revenue and its implications on
fiscal viability of state governments in Nigeria carried out between 1999-2011 using descriptive method to analyse the
growth rate of IGR in urban and rural states in Nigeria, discovered that the average growth rate in IGR was 20.1% while
the growth rate in recurrent and total expenditures was 30% and 34.2%. However, the growth rate in rural states IGR is
still higher than that of the urban states. In arriving at the general conclusion, sample of five (5) states out of thirty-six (36)
states in Nigeria were used. It was then recommended that more revenue be allocated to the rural states in order to
finance capital projects for them to be able to grow their IGR and improve the economic development of the rural states.
Despite all the empirical studies carried out by many researchers to evaluate the relationship of government revenue and
expenditure, less attention has been paid to the other components of internally generated revenue like fees, fines, licenses
and their effects on the capital expenditure on road and education mostly at the state level in Nigeria. Hence this study is to
fill these gaps with particular reference to Lagos state, Nigeria.

2.1. Theoretical Review
This study is built on the analysis of the following theories:

2.1.1. The Fiscal Federalism Theory
This theory was propounded by Musgrave (1959). The theory assumed three major roles which are expected

from the public sectors namely: the role of readjusting the market failure being experienced in the country; promoting
equitable distribution of income and wealth among the citizens; and ensuring that the economy achieves full employment
and price stability. This theory was supported by Samuelson's (1971) who further opined that the role of stabilizing the
economy in case of imbalances is saddled with the government by providing the various public goods which cannot be left
in the hand of the private sectors. Therefore, governments and their officials were seen as the custodians of public
interest who would seek to maximize social welfare based on their benevolence or the need to ensure electoral success
in democracies.

Oats (1972) further re-formalized the theory and referred to it as "Decentralization Theorem" which then
constitutes the basic foundation for what may be referred to as the first-generation theory of fiscal decentralization (Oats,
2004). The theory focused on situations where different levels of government provided efficient levels of outputs of public
goods "for those goods whose special patterns of benefits were encompassed by the geographical scope of their
jurisdictions" (Oats, 2004). According to Olson (1969), such situation came to be known as "perfect mapping" or "fiscal
equivalence".

Kapacu (2016) criticized this theory when the researcher uncovered some fundamental challenges in the theory
of fiscal federalism that the problem of accountability regarding the revenue generated to the central, employment of non-
professionals as civil servants, freedom of migrating from one state to another, improper monitoring of the local
government activities by the federal government, low level of infrastructural facilities being provided by the local
governments might hinder the achievement of the object of fiscal federalism.

2.1.2. Benefit Received Theory

This theory was propounded by Wicksell (1896) and Lindahl (1919) assumption that there is a relationship
between the government and the individual tax payers. As the government is saddled with the responsibility of providing
certain public goods and services to the citizens, the citizens need to perform their civil responsibility by paying their taxes
in order to enhance the internally generated revenue of the state which the government in turn apply in meeting its
primary objectives. In other words, benefit principle explained that everyone who benefits from the services of the
government be identified and be made to pay taxes. In support of the theory, Appah and Ebiringa (2012) stated that there
is existence of an exchange relationship between individual taxpayers and the government. Also, (Lindahl, 1919; as cited
by Weinzier], 2016) each taxpayer has the liberty to choose her own level of consumption, work effort and public goods
which they deem can be accommodated with their budget constraints. However, the theory is being criticized by Nozick
(1974) that it lacks utilitarian framework.

2.1.3. Tax-and-Spend Hypothesis

This theory was propounded by Friedman (1978) with the assumption that government will first generate
revenue through the imposition of taxes before government can incur any expenditure. Saka, Kareem and Babalola (2015)
added in support of the theory that it is only through the increase in government revenue that deficit budget can be
reduced. The theory is of the stands that government revenue influences government expenditures. According to
Friedman (1978), it was propounded that an increase in tax revenue will lead to increase in government expenditure
which will then result to the inability of the government to reduce their deficit budget. The researchers also, encouraged
the support of tax-spend as it has the tendency of avoiding budget deficit by establishing a policy that will improve
government revenue.

Buchannan and Wagner (1978) criticized the theory in other way round and opined that decrease in government
revenues will lead to increase in government expenditure as the citizens will demand for more capital projects in the
country. This theory is more important to this study as the objective of the research is to evaluate how the revenue
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generated by Lagos state government has been able to influence its expenditures on capital projects development within
the state.

2.1.4. Spend-and-Tax Hypothesis

This theory was propounded by Peacock and Wiseman (1961) with the assumption that a temporary increase in
government expenditure will lead to higher revenue being generated by the government on permanent term which is
referred to as a displacement effect (Saka, et al, 2015). The theory was supported by Roberts (1978).

The findings of Yinusa and Adedokun (2017) criticized this theory as it was revealed that the government revenue
determines the level of government spending. This theory is less relevant to this study as this study does not expect the
spending of the government to influence the government revenue for the state. However, further test will be carried out on
this assumption if our expectation fails.

2.1.5. Fiscal Synchronization Hypothesis

This theory was propounded by Musgrave (1966). The assumption of this theory is that government revenue and
government expenditure decisions are jointly made. The theory was supported by Meltzer and Richard (1981). Chang and
Chiang (2009) carried out a study by examining the relationship between the government revenue and expenditure in 15
OECD countries using panel unit root, panel co-integration and panel Granger causality test techniques from 1992-2006.
The study suggests that policy of the government towards improving the infrastructural development will impact on the
growth of the economy.

2.2. Theoretical Framework

This study was underpinned by the theory of Tax-Spend which was postulated by Friedman (1978), because the
theory made us to understand that government revenue influences the government expenditure towards carrying out
capital projects development in the state. In the study of United States, (Blackley, 1986; Ram, 1988; and Hoover and
Shefrin, 1992; as cited by Chang & Chiang, 2009) evidence to support the tax-and-spend hypothesis. Also, in the study of
OECD (Joulfaian and Mookerjee, 1990; and Owoye, 1995; cited by Chang & Chiang, 2009) support for the tax-spend
hypothesis was found which were all contrary to the study of Balogun (2017) in Nigeria in which it was found that the
country practices spend-revenue.

The study ascertained the main determinant between these two major variables (government revenue and
government capital expenditures towards capital projects) for Lagos state. As a result, the study considered the tax-and-
spend hypothesis as it examined the extent at which the state government revenue had influenced the investment of
capital projects development in Lagos state by providing infrastructural facilities to the public. However, fiscal federalism
theory was negated as it only considered provision of public goods by the government, ignoring the source of financing it.
Benefit received theory was abandoned as it lacks utilitarian framework while providing public goods. Fiscal
synchronization and spend-tax hypothesis might not be realistic in an economy on the long run.

3. Methodology

3.1. Research Design

This study adopted ex-post facto research design as it made used of secondary data to assess the revenue
generation and capital projects development in Lagos state. A time series design was used for this study while relevant
data were obtained from the Annual Report of Lagos state government through the office of the Accountant General of the
State. Annual report obtained provided us with the details internally generated revenue (IGR) received as well as capital
expenditure incurred by Lagos state to carry out capital projects development for the purpose of the analysis. This design
has been employed by many researchers (Odey, et al, 2016; Olugbemi, 2015; Agu & Basil, 2017; Ekpo, 2016; and Gaal;
2017) in their studies which served as bases for this study.

3.2. Population of the Study

This research was based on Lagos state of Nigeria, and in that case the population was the entire revenue
accruable to the state in accordance to the constitution of the Federal Republic of Nigeria and all capital expenditure
incurred on capital projects. This study evaluated the effect of Revenue Generation on Capital Projects Developments in
Lagos state from 2000-2018.

3.3. Sample Size and Sampling Technique

The sampling technique adopted is total remuneration, as the study considered all the capital expenditures
incurred by Lagos state government on capital projects development and all the internally generated revenues accruable
to Lagos state government for the period of 2000 to 2018.

3.4. Method of Data Collection

The study employed secondary data to assess the impact of the revenue generated on capital projects. Therefore,
the secondary data for the study was obtained from the office of the Accountant General of the State and Central Bank of
Nigeria Statistical Bulletin from year 2000 to year 2018. The secondary method of data collection was employed for this
study due