
Dutse International Journal of Social and Economic Research Vol. 6, No. 3 July 2021 
  

 

 

 
1 

Estimating Inflation Threshold –  

Growth Nexus in Nigeria (1980-2020) 

    
Auta Elisha Menson

1
, Saulawa Garba Usman

2
, Yakubu Alfa

3
, Shehu Ya’u

4
 

1
Department of Economics,  

Faculty of Social Sciences,  

Kaduna State University,  

Correspondence Email: autaelisham@gmail.com 

 
2,3

Department of Economics,  

Faculty of Social Sciences,  

Post Graduate School 

Nigerian Defence Academy, Kaduna - Nigeria  

 
4
Department of Economics,  

Faculty of Social Sciences,  

Federal University Dutse, Jigawa State - Nigeria 

Shehuy10@gmail.com   

 
Abstract: This study investigated the nexus between inflation threshold and economic growth 

in Nigeria covering the period from 1980-2020. The study adapts the framework used by 

Khan and Senhadji, (2001) and Kasila and Mwakanemela (2013). Autoregressive Distributed 

Lag (ARDL) model was estimated with key variables including real gross domestic product 

(RGDP) growth rate, inflation rate proxied by consumer price index (CPI), broad money 

supply (M2) and real exchange rate (EXR). The unit root test results show that the 

conventional Augmented Dickey Fuller and Phillip-Perron are not robust while the Zivot-

Andrews is robust. The break period provides information to policy makers as to the 

appropriate time to intervene when it becomes necessary. The estimated threshold regression 

results revealed the existence of 3 regimes of inflation (2%-7%; 8%; and 9-12%) with 8% as 

the optimal threshold level. More so, the short run and long run inflation thresholds show 

that inflation may be detrimental to threshold below the optimal level as it may retard growth 

but harmful to economic growth if the threshold is above the optimal. This indicates that the 

current inflation rate of about 18.14% is of great concern as policy makers need to properly 

analyse policies targeted at price stability to enhance policy outcomes. There is need to 

promote policy environment and institutional quality that can enhance alignment of monetary 

policy by the Central Bank of Nigeria and fiscal policy by the Federal Ministry of Finance to 

promote macroeconomic stability in the economy.  
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Background to the Study  

The attainment of price stability and sustainable economic growth are central to the 

achievement of monetary policy goals or macroeconomic stability. The emphasis on price 

stability in the conduct of monetary policy is hinged on promoting economic growth by 

attracting investments and creating jobs especially in the post COVID-19 economies that 

many jobs are lost as a results of strategies adopted by countries across the world to address 

mailto:autaelisham@gmail.com
mailto:Shehuy10@gmail.com


Dutse International Journal of Social and Economic Research Vol. 6, No. 3 July 2021 
  

 

 

 
2 

the pandemic including border closures (movement of people, goods and services) decline in 

flow of resources across countries, and so on (Solomon, Abayomi, & Olaronke, 2021; Phiri, 

2020). 

 

In Nigeria, the monetary authority, that is Central Bank of Nigeria (CBN) has the exclusive 

responsibility of ensuring that inflation is maintained at low, sustainable or stable inflation. 

The macroeconomic objectives set out by CBN are linked to the achievement of price 

stability. This is hinged on economic supposition that low and stable levels of inflation 

provide an economic environment that is conducive for the attainment of effective and 

efficient economic policy and by implication economic growth. This will also leads to better 

management and alignment of stabilization policies amidst prevalence of macroeconomic 

shocks due to pandemic in recent times (Sani, 2020; Doguwa, 2015). Hence, price stability 

pursuance by CBN (Ministry of Finance fiscal policies) contributes to promoting economic 

growth and maximizing social welfare (Sani & Ismaila, 2014; Umaru & Zubairu, 2012).  

 

The CBN usually prioritizes price stability to ensure that inflation is attained and maintained 

within a certain mean or targeted steady-state equilibrium level. The equilibrium inflation 

level is expected to be at par with inflation target set by the bank (Obi & Uzodigwe, 2016). 

The theoretical view that inflation is detrimental to economic growth reinforced the quest for 

price stability where low and stable inflation rate, are seen as vital condition for the 

attainment of high economic growth.  

 

Ideally, CBN would opt for inflation rate that maximizes output growth gains, or minimizes 

output growth losses. To this effect, the breakpoint or inflation threshold is seen as the 

optimal level of inflation, at which CBN should strive to maintain inflation for the economy 

to attain the maximal possible economic growth (Ike, 2013; Mubarik, 2005). Thus, 

determining the inflation threshold level in inflation-growth nexus is useful for monetary 

policy. This is so because for CBN to maximize economic growth, or minimize growth loses 

inflation must be kept at a specific threshold level (Jafari, Nadeni, Ghaderi & Hosseinzadeh, 

2012). What this implies is that CBN monetary policy should not only focus on attaining and 

maintaining low inflation but also need to reliably hold inflation at the required threshold 

level.  

 

In Nigeria, inflation has continued to pose challenging threats to the realization of some 

important economic policy objectives including job creation and economic growth. In recent 

past Nigeria has experienced high rate of inflation, for instance, in 1997 inflation was 8.5% 

but by January 2016 in rose slightly to 9.6% and astronomically to 18.3% by October 2016. 

By April 2021, inflation still remains at high rate 18.12% (CBN, 2021). In this same period, 

Nigerian economy has experienced contraction (or negative growth) in addition to rising 

unemployment (33.4%) and poverty level (NBS, 2021). This has led to stagflation in the 

economy with a tripartite concern of high inflation rate, high unemployment rate and low 

growth rate that require monetary and fiscal policy-mix and trade-offs. Therefore, this study 

seeks to estimate inflation threshold-growth nexus in Nigeria. To achieve this, the study is 

structured into five parts. Part 1 is introduction. Part 2 is literature review. Part 3 is 

methodology.  Part 4 is empirical analysis and discussion of results. Part 5 is conclusion and 

recommendation. 
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Literature Review 

Inflation is a quantitative measure of the rate at which the average price level of a basket of 

selected goods and services in a market increases over a period of time.  Often expressed as a 

percentage, inflation also means a decrease in the purchasing power of a nation's currency. 

However, most policy makers agree that they should not allow inflation to fall below zero 

level because cost of deflation is believed to be high (Fang, Stephen & Yeh, 2016; Billi & 

Khan, 2008). On the other hand, inflation threshold is the rate of inflation that maximizes 

economic growth and well-being (Lupu, 2010). The optimal level is described by Datta & 

Kumar, 2008) as the rate at which the costs and benefits of inflation balance out in the 

economy. On the other hand, Economic growth according to Olofin (2002) connotes an 

increase in a country‟s real level of national output caused by increased use of resources 

(human and material), increase in the quantity of resources and improvements in technology 

or an increase in the value of goods and services produced by every sector of the economy.  

 

High inflation is believed to have negative effects on the economy because of its disruptive 

nature that distorts the smooth functioning of a market economy (Ramirez-Rodan, 2013). It 

imposes high cost of living on the society, impedes efficient allocation of resources by 

preventing the signalling role of relative price changes, discourages saving and investment by 

creating uncertainty about future prices; and reduces a country‟s international 

competitiveness by making its exports relatively more expensive, thus having a negative  

impact on the balance of payments and  perhaps more importantly affects long term economic 

growth (Frimpong & Oteng-Abayie, 2010; Billi & Khan, 2008). It affects tax system to 

distort borrowing and lending decisions in the economy (Billi & Khan (2008). Overall, firms 

and households are believed to perform poorly in periods of high and unpredictable inflation 

(Barro, 1996). 

 

There are various studies on the nexus between inflation threshold and growth. For instance, 

on studies that pertain to countries outside Africa, For instance, Phiri (2020) examined 

threshold effects of inflation on economic growth in Zambia covering 1998-2018 using 

threshold autoregressive (TAR) model. The estimated inflation threshold level of 22.5% was 

established. This shows that economic growth in Zambia can be stimulated even in a 

moderately high inflation environment. Getachew and Cherkos (2018) examined the 

relationship between changes in the general price and economic growth in Ethiopia covering 

1992-2015 using Conditional Least Square (CLS) technique. The estimated results suggested 

10% optimal level of inflation that facilitates economic growth. An inflation level higher than 

the estimated threshold level will affect the growth of the real GDP negatively. Likewise, if 

inflation rate is below the threshold may hurt the economy as real GDP could have grown 

more. 

 

Nasir and Nawaz (2017) investigated inflation threshold and economic growth in Pakistan 

covering 1961-2008. The results suggest nonlinear relationship with two thresholds of 6% 

and 11%. Inflation below the first threshold affects economic growth insignificantly and 

positively; moderate between the two threshold levels; and significant and strongly negative 

at high rates of inflation above 11%. Similarly, Aydin (2017) investigated the influence of 

inflation on economic growth covering 1971-2014 for the Organization of Islamic 

Cooperation (D-8 Countries: Bangladesh, Egypt, Indonesia, Iran, Malaysia, Nigeria, Pakistan 

and Turkey) using dynamic panel data analysis based on threshold. The results showed the 

existence of a non-linear relationship between economic growth and inflation. They indicated 

that the inflation threshold that influences growth is 12.88%, above which it negatively 

influences growth.  
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Jonathan (2013) examined the existence of inflation threshold effect on growth in four West 

African economies (Burkina Faso, Ghana, Nigeria and Senegal) covering the period 1980–

2009. The study established inflation threshold level of 9% beyond which inflation exerts a 

negative effect on growth. In a similar study, Abubakr, Momodu, Mohammed and Christian 

(2012) examined the impact of inflation on economic growth in the West African Monetary 

Zone (WAMZ). The empirical results suggest the existence of threshold level of inflation 9% 

among WAMZ economies, beyond which inflation exert a negative effect on growth. Quartey 

(2010) investigated the revenue maximizing and the 'growth maximizing' rate of inflation for 

Ghana using data from Bank of Ghana and WDI spanning 1990-2006. The study concluded 

that the revenue maximizing rate of inflation for Ghana is 9.14%. Similar to Frimpong and 

Oteng-Abayie (2010) study in Ghana that covers 1960-2008 which found a threshold level 

11% below which inflation is likely to have a mild effect and above it, inflation would 

significantly hurt economic growth. 

 

On studies that are specific to Nigeria, Sani (2020) re-examined the existence and level of 

inflation threshold in Nigeria using different approaches. The Sarel‟s (1996) approach 

provided a threshold estimate of 9.9% while Khan and Senhadji‟s (2001) approach provided 

10.5%. The Drucker, Gomis-Porqueras and Hernandez-Verne (2005) approach provided two 

threshold points of 11.2% and 12.0%. The study concluded that the threshold level of 

inflation appropriate for growth is between 10.5% and 12%. Sani and Ismaila (2014) 

estimated a threshold level of inflation for Nigeria using a threshold regression model 

developed by Khan and Senhadji (2001) covering the period 1981–2009. The estimated 

inflation threshold level was 13%. Below this level inflation has a mild effect on economic 

activities and above which there is high negative effect on growth.  

 

The reviewed studies suggest mixed results across regions. While some studies found low 

level of inflation threshold some others established high or double digit optimal level. 

However, most of the studies seem to suggest that single digit inflation threshold impact 

positively on growth especially in developing economies like Nigeria.   

 

Methodology  

Model Specification 

 

Threshold Regression Model  

To achieve the objective of this study, the threshold regression model was used. The model 

was adopted from the earlier works of Khan and Senhadji (2001) and Kasila and 

Mwakanemela (2013), with the main difference that the frequency of data used in this study 

is low frequency data. The functional form of the model as presented by Fisher is: 

 

GDPGt = f(CPI, EXR, GCF)         3.1 

Where; GDPGt = growth rate of real gross domestic product (proxy for economic growth) in 

time t; CPI = consumer price index (proxy for rate of inflation); EXR = nominal exchange 

rate (control variable); and GCF = gross capital formation (control variable) as ratio of GDP.  

The econometric model is presented as: 

 

GDPGt = α0 + α1CPIt + α2 π + µ         3.2
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Where; GDPG and CPI are as defined in equation 3.1; 0 and 1  are intercept and slope 

coefficients respectively; K is the band of control variables (EXR and GCF); and    is 

stochastic error term.  

To capture the threshold effects of the relationship between inflation and economic growth, 

the model in 3.2 above is re-specify as: 

 

GDPGt = α0 + α1CPIt + D(CPIt – π) + µ       3.3 

Where; D = Dummy variable; π = the threshold level of inflation.  

 

Autoregressive Distributed Lag (ARDL) Model 

The study employed autoregressive distributed lag (ARDL) model as suggested by Pesaran 

and Shin (2001) for data estimation. An important advantage of ARDL model is that it does 

not discriminate against the order of integration. The general ARDL (p, q) model is given as:  

 

 

𝚫Xt = P1𝚫Xt -1 + P2𝚫Xt -2 + ……….. + PS𝚫Xt –S + µt2     3.5 

 

Where; Xt = the k-dimensional I(1) variables that are not cointegrated among themselves; µt1 

and µt2 = serially uncorrelated disturbances with zero means and constant variance-

covariances; and Pi = k x k coefficient matrices such that the vector autoregressive process in 

𝚫Xt is stable. 

 

F-Bound (ARDL) Co-integration Model  

To achieve the third specific objective of the study, the study used the F-Bound test of co-

integration. When one co-integrating vector exists, Johansen and Juselius (1990) co-

integration procedure cannot be applied. Hence, it become imperative to explore Pesaran and 

Shin (1995) and Pesaran, Shin and Smith (2001) proposed F-bound test to co-integration or 

bound procedure for a long-run relationship, irrespective of whether the underlying variables 

are I(0), I(1) or a combination of both. In such situation, the application of ARDL approach 

to cointegration will give realistic and efficient estimates.   

 

This cointegration testing procedure specifically helps us to know whether the underlying 

variables in the model are cointegrated or not, given the endogenous variable. However, 

when there are multiple cointegrating vectors ARDL Approach to cointegration cannot be 

applied. Hence, Johansen and Juselius (1990) approach becomes the alternative. Following 

Nkoro and Uko (2016), the f-bound (p,q1,q2......qk) model specification is given as follows; 

 

 
Where; 

i =1,2,3…….k, ut ~ iid(0;δ2 ) 

Ф(L,p) = 1- Ф1L - Ф2L2 -….-ФpLp       3.6 

β(L,q) = 1- β1L - β2L2 -….-βqLq                 3.7 

L = a lag operator such that L
0
yt =Xt, L

1
yt = yt-1,     3.8 
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wt is a s x1 vector of deterministic variables such as the intercept term, time trends, seasonal 

dummies, or exogenous variables with the fixed lags. P=0,1,2…,m, q=0,1,2….,m, i=1,2….,k: 

namely a total of (m+1)k+1 different ARDL models. The maximum lag order, m, is chosen 

by the user. 

 

Source of Data  

The data used in this study were sourced from the online database of the World Bank 

Development Indicators (WDI). The variables on which data were collected include growth 

rate of GDP (GDPG), nominal exchange rate (EXR), consumer price index (CPI) and gross 

capital formation (GCF). GDPG) was used as dependent variable while nominal exchange 

rate (EXR), consumer price index (CPI) and gross capital formation (GCF) were used as 

independent variables.   

 

Empirical Analysis and Discussion of Results  

In the study, preliminary tests were conducted to check the quality of the data, whether they 

are normally distributed, stationary or stable over the period of study. The analysis begins 

with summary statistics, unit root tests, lag selection criteria for co-integration test, threshold 

regression conducted, and estimation of autoregressive distributed lag (ARDL) model.  

Table 4.1 provides the summary of statistics for the variables. The result shows low 

mean values for CPI, EXR, GCF and GDPG suggesting that the estimates lie within 

acceptable limit. The standard deviations are low values as well suggesting that the errors due 

to the estimates are negligible. The probability values for Jarque-Bera test are not significant 

at 5% except for CPI. This means that the null hypothesis that the data set are normally 

distributed cannot be rejected except for CPI.  

 

Table 4.1:   Summary Statistics 

   CPI   EXR   GCF   GDPG 

 Mean  0.561162  0.826649  4.85E+12  0.475189 

 Median  27.93000  92.30000  2.80E+12  4.600000 

 Std. Dev.  0.576195  80.33851  3.23E+12  3.759073 

 Skewness  1.067349  0.717353  0.818987 -0.644782 

 Jarque-Bera  7.025274  3.195806  5.551282  2.961006 

 Probability  0.029818  0.202320  0.062310  0.227523 

Source: Computed by the researcher using EViews 9 

 

Table 4.2 shows the result of test of stationarity using the Augmented Dickey-Fuller 

(ADF) and Phillip-Perron (PP) unit root tests options. The tests were conducted with intercept 

option included in the test for all the variables. This is because when intercept was included it 

was found to be statistically significant for all variables. The result reveals that EXR and 

GCF are non-stationary at levels because the ADF and the PP calculated values for the 

variables are less than the critical value at 5% level of significance. However, the variable 

become stationary at first difference, implying that they are integrated of order one. But CPI 

and GDPG are stationary at levels, because the ADF and the PP calculated values for CPI and 

GDPG are greater than the critical value at 5% level of significance. This implies that CPI 

and GDPG are integrated of order zero.  
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Table 4.2: Unit Root Test of Stationarity; H0: The Series has a Unit Root 

Variables   ADF 

  Levels 

  ADF 

Difference 

  PP 

Levels  

   PP 

Difference 

Remarks 

CPI -9.742[ ]* ----------- -11.68[ ]*     ----------         I (0) 

EXR -1.814[ ] -4.253[ ]* -1.604[ ]     -4.210[ ]*         I (1) 

GCF -0.535[ ] -4.353[ ]* -0.943[ ]     -4.353[ ]*         I (1) 

GDPG -3.399[ ]* ----------- -3.395[ ]*     ----------         I (0) 

ADF Critical Value at 5% = -2.95;                                         PP Critical Value at 5% = -2.96 

* indicates significant at 5% 

[ ] Indicates that no lag length was included in the tests. 

Source: Computed by the researcher using EViews 9 

 

Table 4.3 shows the result of the F-Bound test for co-integration. The test was conducted 

using ARDL long-run co-integration form to compute the F-statistic for determining the 

acceptance or rejection of the null hypothesis of no co-integration among the variables in the 

ARDL model. The results show that the calculated F-Statistic value is 9.469 and is higher 

than all the lower and the upper bound limits at 1%, 5% and 10% respectively. This suggests 

the existence of long-run relationship among the variables of the study.  

 

Table 4.3: F-Bound Test for Co-integration        H0: No Co-integration 

Test Statistic Value K   

F-statistic  9.4692 3   

     
                                                                               Critical Value Bound   

Significant Level Lower Bound Upper Bound   

10% 2.72 3.77   

5% 3.23 4.35   

1% 4.29 5.61   

Source: Computed by the Researcher using EViews 9 

     

 

Table 4.4 shows the estimated result for long run ARDL coefficients.  The test was conducted 

at lag one, which is the optimal lag of the Akaike information criteria. The results were 

extracted from the combined short-run and long-run estimates in which the short-run 

estimates, at first difference, were at lag one and the long-run estimates at levels were at lag 

one. The result shows that CPI has a negative and significant impact of about 38.5% on the 

current GDPG. This implies that a one per cent increase in CPI decreases GDPG by about 

39%.  

 

Table 4.4: Estimated Long-run Coefficients of ARDL Model 

Variable Coefficient Std. Error t-Statistic Prob.   

     
     CPI -0.385* 0.046 8.346 0.0000 

EXR  0.404* 0.024 16.64 0.0000 

GCF -0.200 0.200 -1.000 0.2829 

C  4.645* 1.395 3.329 0.0024 

     
     * denotes significant at 5 %  

Source: Computed by the Researcher using EViews 9 

  

 

This result agrees with apriori expectation and supports the classical theory that high rate of 

inflation is a disaster to any economy where it exits. The negative relationship between 
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inflation and economic growth is consistent with findings of Getachew and Cherkos (2018) 

for Ethiopia; Ahmed and Mortaza (2005) for Bangladesh; and Ike (2013) for Nigeria.   

 

The table 4.5 shows the result of short-run parsimonious ARDL model. Unlike the long-run 

ARDL model in table 4.4, the short-run ADRL model in table 4.5 uses a lag length of two as 

suggested by the Akaike and the Schwarz information criteria. The result reveals that the 

error correction term [ECMt(-1)] is negative, as expected, and is highly statistically 

significant. The coefficient of ECMt(-1) indicates an annual speed of adjustment from long-

run disequilibrium of about 0.903 per annum. This means that about 90% of the 

disequilibrium errors, which occurred the previous years, are corrected in the current year. 

 

Table 4.5: Estimated Short-run Coefficients for ARDL Model 

Variable Coefficient Std. Error t-Statistic Prob.   

     
     D(CPI)  0.00035 0.041668  0.008353 0.9934 

D(EXR) -0.33418* 0.033801 -9.886580 0.0000 

D(EXR(-1)) -0.05219 0.035889 -1.454068 0.1570 

D(GCF)  0.10000 0.100000  1.000000 0.1667 

ECMt(-1) -0.90330* 0.156095 -5.786872 0.0000 

* denotes significant at 5 % 

Source: Computed by the Researcher using EViews 9 

 

Furthermore, CPI has a positive but insignificant impact on GDPG.  The result shows that a 

1% increase in CPI increases GDPG by about 0.035%. However the estimates are not 

statistically significant. This partly agrees with the monetary theory that low inflation tend to 

support economic growth, but very low inflation may not significantly stimulates the 

economy.    

 

Table 4.6 shows the result of threshold regression model of CPI. The model was estimated 

with threshold level within 2% to 17% to obtain the optimal inflation that is growth 

enhancing for the period of investigation. Thus, π = 8% is the optimal threshold level that 

maximizes the adjusted coefficient of determination. At that level, the relationship between 

inflation and economic growth in Nigeria is positive and statistically significant.   

 

Table 4.6: Estimated Optimal Threshold for Inflation; π = 2 to 17  

Threshold 

Level (π) 

Variables  Coefficients  Std Error t-Value p-

Values 

R
2
 Adj R

2
 

 

        π = 2% 

CPI -1.711 0.759 -2.254 0.0310  

0.136 

 

0.058 (CPI- π) -1.728 0.728 -2.374 0.0235 

EXR  0.029 0.025 1.164 0.2528 

GCF -5.53E-14 4.04E-13 -0.1367 0.8921 

  

  

       π =  3% 

CPI 1.135 0.517 2.196 0.0352   

 

0.138 

  

 

0.059 
(CPI- π) -1.152 0.485 -2.374 0.0235 

EXR  0.029 0.025 1.164 0.2528 

GCF -5.53E-14 4.04E-13 -0.137 0.8921 

 

 

       π =  4% 

CPI  0.847 0.396 2.139 0.0399  

0.111 

 

0.051 (CPI- π) -0.863 0.364 -2.374 0.0235 

EXR  0.029 0.025 1.164 0.2528 

GCF -5.53E-14 4.04E-13 -0.137 0.8921 

 

      π =   5% 

CPI 0.675 0.324 2.084 0.0450  

0.136 

 

0.068 (CPI- π) -0.691 0.291 -2.374 0.0235 

EXR 0.029 0.025 1.164 0.2528 
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GCF -5.53E-14 4.04E-13 -0.137 0.8921 

 

      π =  6% 
CPI 0.559 0.276 2.030 0.0505 

 

0.144 

 

0.065 
(CPI- π) -0.576 0.243 -2.374 0.0235 

EXR 0.029 0.025 1.164 0.2528 

GCF -5.53E-14 4.04E-13 -0.137 0.8921 

 

       π =  7% 
CPI 0.477 0.241 1.978 0.0563 

 

0.136 

 

0.057 
(CPI- π) -0.494 0.208 -2.374 0.0235 

EXR 0.029003 0.024920 1.164 0.2528 

GCF -5.53E-14 4.04E-13 -0.137 0.8921 

 

       π =  8% 
CPI 0.415 0.216 1.927 0.0626 

 

0.167 

 

0.079*** 
(CPI- π) 0.432 0.182 2.374 0.0235 

EXR 0.029 0.025 1.164 0.2528 

GCF -5.53E-14 4.04E-13 -0.137 0.8921 

 

      π =  9% 
CPI 0.367 0.196 1.879 0.0692 

 

0.166 

 

0.077 
(CPI- π) 0.384 0.162 2.374 0.0235 

EXR 0.029 0.025 1.164 0.2528 

GCF -5.53E-14 4.04E-13 -0.137 0.8921 

 

      π = 10% 
CPI 0.329 0.179 1.831 0.0762 

 

0.162 

 

0.077 
(CPI- π) 0.346 0.145 2.374 0.0235 

EXR 0.029 0.025 1.164 0.2528 

GCF -5.53E-14 4.04E-13 -0.137 0.8921 

 

     11% 
CPI 0.298 0.167 1.784 0.0836 

 

0.156 

 

0.067 
(CPI- π) 0.314 0.132 2.374 0.0235 

EXR 0.029 0.025 1.164 0.2528 

GCF -5.53E-14 4.04E-13 -0.137 0.8921 

 

      π = 12% 
CPI 0.271 0.156 1.739 0.0912 

 

0.136 

 

0.058 
(CPI- π) 0.288 0.122  2.374 0.0235 

EXR 0.0290 0.025 1.164 0.2528 

GCF -5.53E-14 4.04E-13 -0.137 0.8921 

 

      π = 13% 
CPI 0.249 0.146 1.696 0.0992 

 

0.133 

 

0.053 
(CPI- π) -0.266 0.112 -2.374 0.0235 

EXR 0.029 0.025 1.164 0.2528 

GCF -5.53E-14 4.04E-13 -0.137 0.8921 

Source: Computed by the Researcher using EViews 9 

 

Hence, the optimal inflation threshold for Nigeria, given the data investigated is 8%. This 

result is close to that of Phiri (2020) whose estimate of inflation for low income countries was 

9% and Doguwa (2015) whose result suggests that the threshold level of inflation above 

which inflation is inimical to economic growth in Nigeria is 10.55%-12%. The result also 

agrees with Salami and Kelikume‟s (2010) estimate of 8% threshold point for Nigeria but 

disagrees with Abubakar, Momodu, Mohammed and Christian (2012) who identified 16% as 

a threshold point for Nigeria. 

 

Furthermore, it could be observed from table 6 that threshold level of inflation from 2% to 

7% have negative impact on GDPG. This could be seen from the estimated negative 

coefficients of (CPI – π) from π = 2% - to π = 7% (negative); π = 9% to π = 12% (positive); 

and π = 13% π = 17% (negative) for growth.  
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Table 4.7 shows the post estimations statistics. The result of LM test of serial correlation in 

table 4.7 indicates no evidence of autocorrelation in the error residuals of the data set. This is 

because its estimated probability is 0.0629 (greater than 5%). Similarly, the result of ARCH 

test suggests that the series are homoscedastic. This is because its estimated probability is 

0.1115 (greater than 5%). The data sets are not having the problem of heteroscedasticity. 

 

Table 4.7:  Post-Estimation Statistic 
Breusch-Godfrey Serial Correlation LM Test:  

F-statistic 2.725513     Prob. F(2,31) 0.0812 

Obs*R-squared 5.533122     Prob. Chi-Square(2) 0.0629 

 

Heteroskedasticity Test: ARCH   

F-statistic 3.19929     Prob. F(1,34) 0.0961 

Obs*R-squared 1.06741     Prob. Chi-Square(1) 0.1115 

Source: Computed by the researcher using e-views 9 

 

Conclusion and Policy Recommendations 

The imbalance in the macroeconomic environment has disrupted the structure of the economy 

as well as economic growth away from the steady state. This is despite policy measures 

(monetary and fiscal) put in place by successive government to ameliorate inflationary 

pressure. There has not been appreciable level of economic growth in the economy to 

mitigate the effect. 

 

To accelerate growth in Nigerian economy, it is recommended that policy makers should 

make the optimal inflation threshold (8% to 12%) the inflation target of monetary policy. 

This is because any level of inflation lower or higher than the optimal threshold is likely to be 

inimical to economic growth in Nigeria. Demand management policies that reduce inflation 

be adopted in the short-run and both demand management and supply-side policies should be 

pursued for the control of the rate of inflation in the long-run. There is also need to properly 

align monetary policy by the Central Bank of Nigeria and fiscal policy by the Federal 

Ministry of Finance to tame inflationary pressure to achieve macroeconomic stability and 

grow the economy. 
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