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'Economic Development in a Deregulated
Economy: The Nigerian Experience’

Faced with serious economic crisis in the mid
1980s which resulted in both internal and external
imbalance, Nigeria adopted deregulation as a
policy option to put the economy on the path of
sustainable growth. Several elements of the policy
included using the interest rates to encourage
capital inflow and accumulation; exchange rate
flexibility;, reduction in public sector borrowing
and size; trade liberalization and other short-term
measures. This study examines deregulation with
a view to assessing whether it actually led to
growth in-the Nigerian economy. Adopting the new
econometric technique, the results show that the
targeted variables had the potential of inducing
growth if the policies had been properly admi-
nistered.

Introduction
The concept of development has undergone several changes, yet
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there is still no universally acceptable definition of it. Economic
development is defined as a sustainable increase in living
standards that encompasses material consumption, education,
health, and environmental protection (World Bank 1991). In
the broader sense, development includes other important and
related attributes, notably, more equality of opportunity,
political freedom and civil liberties. Overall, the goal of develop-
ment is, therefore, to increase the economic, political, and civil
rights of people across gender, ethnic groups, religious races,
regions, and countries.

When many developing countries achieved independence, the
primary economic goal of their leaders was the rapid structural
transformation of backward agrarian economies into modern
industrial ones. The dominant paradigm of the time recognized
four main issues in development, namely, physical capital,
agriculture, trade and market failures, and the policy goal was
to increase savings and investment which would then lead to
rapid accumulation of. capital. Lack of physical capital,
especially infrastructure, was initially thought to be the critical
constraint on development (Rosen SteinRodan 1943; Mandel-
baum 1945; Nurkse 1952; and Lewis 1954 & 1955). Domestic
capital formation was certainly a primary concern. As (Lewis
1954) puts it " the central problem in the theory of economic
development is to understand the process by which a com-
munity which was previously saving 4 or 5 per cent of its
income or less converts itself into an economy where voluntary
saving is about 12 to 15 per cent of national income or more".
The two-gap model also stressed a foreign exchange constraint,
that is, the difficulty of financing import needs by means of
exports (Chenery and Bruno 1962; Little 1982; Bacha 1984).
The two-gap model of domestic saving and foreign exchange
constraints to growth guided external aid and lending agencies '
in judging the extra resources that developing countries would
need to finance imports and investment. The contribution of
human capital to development was later annexed to the
analysis. Early works that link human capital with develop-
ment include (Schultz 1961 and Becker 1964). From these
studies, accumulation of human capital emerges as one of the
most powerful engines of development.
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The agricultural sector was seen as a resource of industrial
investment, but the policies adopted to protect local industries
turned the terms of trade against it. Also, with respect to trade,
policy makers felt that import substitution was necessary for
development. They also feared that integration with the global
economy might destabilize development. The response, usually,
was in support of import protection.

Regarding the role of the market, it was assumed that, in the
early stages of development, markets could not be relied on,
and that only the state could direct the development process.
The major development institutions (the United Nations and its
agencies, including the World Bank and several bilateral aid
agencies that form part of Official Development Assistance)
supported these views with varying degrees of enthusiasm.

However, by the early 1980s, the belief in the ability of the
state to direct development gave way to a greater reliance on
markets. Inward-oriented strategies are more and more being
replaced by outward-oriented ones. Discriminatory taxes on
agriculture to fund industries are no longer the norm. In recent
years, many countries have implemented market-oriented
reforms. With these changes has come a growing recognition
that development is a multidimensional process with which
price reforms, investment, and institution-building are com-
plementary.

Economists have traditionally considered an increase in per
capita income to be a good proxy for other attributes of develop-
ment. But the weakness of income growth as an indicator is
that it may mask the real changes in welfare for larger
segments of the poor pupulation. For instance, improvements in
meeting the basic needs of food, education, health care, equality
of opportunity, civil liberties, and environmental protection are
not captured by statistics on income growth. While there may
be an association between poverty and underdevelopment, and
riches and development, there are a number of reasons why
some care must be taken in using income figures alone as a
criterion of development (unless underdevelopment is defined
as poverty and development as riches). Bearing in mind this
arbitrariness of income, it is still very convenient to have one
readily available and easily understandable criterion for clas-
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sifying countries. Yet, it must be understood that income has
also one positive advantage, namely, that it focuses on the
raison d’etre of development, which is raising of living
standards and the eradication of poverty. In the last resort,
income is not a bad proxy for measuring the social and
economic structure of societies. Indeed, all the known indices of
economic development are positively correlated with economic
growth. Thus, economic growth could serve as a suitable proxy
for economic development (Onwioduokit 1997).

Policy makers in most developing countries have long
recognized that development encompasses more than rapid
income growth. They, however, have different opinions about
priorities. India’s economic plans, for example, assumed that
income growth alone would fail to reach many of the poor.
Much emphasis was, therefore, placed on measures to tackle
poverty directly. For Malaysia the reverse was considered. Her
own policy was expressed thus: "For operational purpose, there-
fore, rapid economic growth of the country is a necessary condi-
tion for the success of the New Economic Policy. It is only
through such growth that the objective of New Economic Policy
can be achieved without any particular group in the Malaysian
society experiencing any loss or feeling any sense of de-
privation" (Malaysia 1973).

Economic deregulation or liberalization, on the other hand, is
defined as a deliberate and systematic removal of regulatory
controls and structures and complex operational guidelines in
the administration and pricing system of the economy. It also
involves the rationalization of government participation in the
economy such that it does not constitute a hindrance to the
growth of the economy (Ojo 1991). Thus, there are at least two
elements in a programme of deregulation. The first implies the
movement of an economic-based system to a market-based one
in which it is believed that factors of production, goods and
services are efficiently priced and optimally allocated under
competitive conditions. The second element seeks to reduce the
role of the public sector and correspondingly increase that of
the private sector, based on the belief that, generally, private
enterprises are more conscious of market signals and that there
is a more positive relationship between investment growth and
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private sector activity than with public sector activity. Active
involvement of the public sector in economic activities tends to
crowd out the private sector. However, public investment in
infrastructure complements private investment to induce
higher factor productivity.

Deregulation is often a response to regulatory failure, and is
resorted to when the outcome of attempts to fight market
failures are inferior to what the situation would have been
without regulation. It, however, does not imply the removal of
all regulations. Prudent controls are essential while continued
government participation in certain activities, such as public
utilities and infrastructural development, has been found to
produce a salutary effect on overall economic performance.
Government interventions in the workings of markets are,
indeed, permissible under a regime of deregulation if such
interventions are market-friendly and are undertaken with the
appropriate instruments and in consonance with the dynamics
of the markets (Ojo 1994).

The pertinent question that this study seeks to answer is:
has deregulation led to economic development in Nigeria? In
the paper, growth in income is used as a suitable proxy for
economic development. This question, indeed, forms the main
objective of this paper and it would be examined empirically
using the recent methodology of econometrics. The remaining
part of the paper is organized thus: section 2 discusses de-
regulation in Nigeria. In section 3, the model framework is
developed while, in section 4, an empirical analysis of the
deregulation package is carried out. The study is summarized
and concluded in section 5.

2. Deregulation in Nigeria

The deregulation of the Nigerian economy came with the adop-
tion of the structural adjustment programme (SAP) in 1986.
The programme had the following characteristics: (i) a market-
based exchange rate; (ii) liberalized trade; (iii) removal of most
import bans; (iv) a new tariff schedule; and (v) new policies to
increase export growth. Highlights of the deregulation as
embodied in SAP are as follows:
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e adoption of tight fiscal and monetary policies to reduce
inflation and rationalize public expenditure, including the
public investment programme; |

e dismantling of exchange controls and the adoption of a
market-determined exchange rate policy; |

o liberalization of trade, rationalization of customs and
excise duties, and abolition of price controls;

o adoption of financial sector reforms; and

e Pprivatization and commercialization of public enterprises
and the abolition of marketing boards.
In broad terms, the above strategies can be categorized into

two — macroeconomic and sectoral policy reforms. In this paper,
only the macroeconomic reforms will be discussed.

2.1 Macroeconomic Policy Reforms

2.1.1 Fiscal Policy

Government’s fiscal policy and public expenditure reforms
pivoted around reducing the relative size of the public sector
and reallocating public expenditures towards infrastructure
and human resources. Federal budget deficits were targeted to
be brought below 4 per cent of GDP.

ol

2.1.2 Monetary/Banking Policy
This programme did not initially address financial sector

reforms. However, one of its goals was to establish a market-

oriented financial system that would support the mobilization
of financial savings and encourage a more efficient allocation of
financial resources. The programme, thus, involved reforming
the old system of fixed credit allocations, subsidized  and
regulated interests rates for priority sectors, and project
funding by development finance institutions. The strategy also
involved adopting ways to increase competition in the sector
and strengthening the supervisory role of the regulatory
authorities. Entry into the system was liberalized, permitting a
large number of banks and non-bank financial institutions to
commence operations during the period. The expected result
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would be an improvement in the financial intermediation
process which is a crucial element in economic development.

2.1.3 Exchange Rate Policy

The focal point of the reforms was the establishment of a
market-determined foreign exchange rate. Prior to the reforms,
the demand for foreign exchange far exceeded the available
supply, hence it was subjected to arbitrary rationing. The
reform programme established a floating exchange rate regime
introduced in phases and consisting of two tiers. The first-tier
was an officially administered rate which applied to all public
service transactions, while the second-tier rate applied to all
other market transactions and was determined by auction in
the second-tier foreign exchange market (SFEM). This reform
sought to curtail demand for imports, encourage capital inflows
and non-oil exports, eliminate distortions imposed by the
import-licensing system and, above all, provide a realistic
.exchange rate for the naira.

2.1.4 Liberalization of International Trade

In an effort to create a conducive business environment for the
efficient production and distribution of goods, the reform
liberalized trade. Several public sector trade corporations were
abolished. The import licensing system and the 30 per cent
import surcharge were abolished. Customs and excise tariffs
were restructured so that the average unweighted nominal rate
of protection fell from more than 33 per cent to about 23 per
cent. With regard to exports, the policy sought to support
- growth and diversify exports, particularly manufactured goods.
To this end, the 'exchange rate system was liberalized. In an
effort to promote exports, most export bans and the duty
drawback scheme were abolished.

2 1.5 Liberalization of Domestic Prices, Markets,
and Trade

Price liberalization was a major policy of the reform pro-
gramme. Before the reforms, price distortions in the agricul-
tural sector led to a sharp decline in domestic and traditional
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export production. Consequently, six core agricultural com-
modity boards were abolished in an effort to give the private
sector access to internal and external markets for all agricul-
tural produce. .

Also, before the reforms, many manufactured goods were
subjected to price and distribution controls that were applied
and enforced primarily at individual factories, thus enabling
traders to absorb rents arising from the differential between
the market price and the control price. As part of the reforms,
private ‘enterprises_ were allowed to establish their own prices,
thus taking these rents away .from traders. There were also
public sector reforms which established four criteria in an effort -
to rationalize, privatize and commercialize public enterprises as
follows:

« enterprises that could operate fully on a commercial basis

would be privatized;

o those that could operate partially would no longer receive
government subsidies;

those that could be partially or fully commercialized and
still continue to be controlled by the government would be
required to operate without government subventions;

those that could be turned into full pub].ié entities would
continue to receive public support subject to appropriate
user fees.

All these policies were taken in order to move the economy
higher on the growth and development path.

- Empirical evidence tends to support the claim that the less
an economy is regulated, the more flexible it becomes and the
higher its growth potential. Empirical studies in this regard are
essentially inconclusive. While (Moore 1991) found that the
series of deregulatory measures introduced in the United
States of America between 1982 and 1989 made it one of the
fastest growing countries in the OECD during the period, thus
establishing a positive relationship between deregulation and
economic growth and by extension economic development,
(Khatkhate’s 1992) study of selected developing countries
showed a mixed result. While the result of the Indian reform
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programme was disappointing, that of Indonesia was success-
ful. In addition, the reform programme of the Philippines had a
modest result while that of Sri Lanka:was’' not commensurate
with the far-reaching deregulation reforms embarked on by the
country.

Although several studies on the impact of SAP exist in
Nigeria, efforts to appraise deregulation have been essentially
poor; none has adopted a wholly empirical appraisal of the
reform package. For instance, (Anyiwe 1994) observes that as a
result of SAP policies, general price levels have increased in all
markets except the labour market. Nigeria's real output or
income has declined and income distribution has continued to
be in favour of the rich. SAP has not aided, and cannot aid,
economic recovery since it has adverse effects on incomes and
prices.

(Okon 1994) also discusses the implications of reducing
public expenditure under SAP, and notes that the programme
has led to increased unemployment, low level of capacity
utilization and lack of effective demand. In a related study,
(Ikpeze 1993) reviewed a sample of four microeconomic reforms,
namely, financial liberalization, removal of subsidies, privatiza-
tion/ commercialization of public enterprises, and the adoption
of a realistic exchange rate policy. He found that liberalization
was beset with a host of difficulties, uncertainties and con-
troversies, and thus, focused on those problems arising from the
dynamics of adjustment, such as the persistence of the parallel
market for foreign exchange, and the ideological complexion of
liberalization.

(Iyoha 1995) examined economic liberalization and the
external sector and concludes that SAP has not yielded the
expected gain. He, therefore, called on government to adopt
policies to compress imports, boost export promotion, increase
foreign investment, manage the external debt optimally, and
improve diversification of the economy.

In assessing the impact of SAP on the Nigerian financial
sector, (Ndekwu 1995) notes that the liberalization measures
has increased competition among the banking institutions, and
thereby, released resources for efficient use. He also observed
that resource allocation from money to capital market and from

71



72

Journal of Economic Management, Vol. 4, No. 1

public to private sector had been achleved with considerable
success.

Admittedly, some policies of the reforms cannot be easily
quantified, however, the major aspects of trade liberalization,
as well as exchange and interest rate policies, which were
expected to impact positively on growth, can be quantified. The
impact of these variables on income would be used to assess the
impact of deregulation on economic development in Nigeria

3. Deregulation and Economic Growth

3.1 The Model

Several combinations of the aforementioned policies were
needed to restore growth to the economy.Economic development
itself requires some of the structural changes embodied in the
deregulation package which would make growth self-sustain-
ing. The measurable variables contained in the package were
interest and exchange rates, and trade liberalization which was
to create competition and encourage export of homemade goods.
However, it must be noted that if deregulation is not properly
implemented, it can lead to the macroeconomic instability it
was intended to correct. The cost of any sustained macro-
economic instability would depend on how the policies affected
economic growth through its effect on investment.

Basically, there are two complementary approaches to asses-
sing economic growth to the growth theory and the growth
accounting approaches. The accounting framework starts with
the production function, which is assumed to be characterized
by constant return to scale. For example, when the quantity of
each factor input is doubled, the output itself will double.’
Thus, output level is directly proportional to input of capital
and labour. The miscellaneous factors that affect economic
growth, which is sustained in this framework and which is
relevant to this study, is reduction in the distortions in the
economy which would enhance efficient allocation of resources.
Thus, we would expect a more optimal intervention of govern-
ment in the economy, an appropriate degree of export orienta-
tion in production, an optimal interest rate and commodity
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pricing policies, etc. Based on the growth theory framework,
several models exist in the literature which are basically
different from each other with regard to their underlying
assumptions (see Harrod-Domar 1957; Solow 1957, etc.).

Let us consider the World Bank three-gap model which
assumes that there are four sectors in the economy, namely, the
household, business firms, government and the rest of the
world. Let us also consider the national income identity where
national income is the sum of the consumption expenditure by
the private sector, gross private domestic investment, total
government purchase of goods, and the trade balance. That is:

el ET3 G R =NE "o oo ms v e seobies wim v o son ol
This can also be written as:
Y=CH+S,+T oooen i e e (2)

where Y and C are as in equation (1); 8, = total private savings;
and T = net tax payments.

Equation (2) shows how income earned through the sale of
goods is disposed of.

From equations (1) and (2) we have:

C+1+G+X-M=C+8,+Tand
I=aK =S, +(T-G) - X-M)=8,+8,+8 ... .. ... )

where S, and S; represent government and foreign savings.

Let us assume that output is proportional to capital stock
and change in output is proportional to change in capital stock
such that:

AV SRR, s e wmin, e s sums iies S50 6 05 90 o 0w mwm v o (O

where v = output-capital ratio. Thus, from equation (3) we
notice that a change in capital can be constrained by exchange
rate instability as it influences foreign savings 1i.¢., an un-
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restricted depreciation of the domestic currency vis-a-vis the
currency of the major trading partners leads to a decline in
foreign savings. Also, the degree of openness of an economy
(defined as the sum of imports and exports denominated by the
gross domestic product (GDP)), which depends on magnitude of
international transaction, factor mobility and degree of interac-
tion, also has effects on capital stock changes, and hence,
investment. Thus, a country with a high degree of openness
stands to benefit from international contracts and technological
adaptation even though it may still be vulnerable to external
shocks. Finally, both government and private savings could be
constrained through outright discouragement of savings
because of an inappropriate interest rate structure which leads
to a reduction in capital accumulation with dire consequences
on investment. Thus, interest rate determines the amount of
savings available for investment in the capital market; i.e., the
higher the rate of interest, the higher the available investible
funds. A

A model for economic growth would, therefore, consist of both
domestic and foreign components. The shift factors would be
due to domestic distortions captured by the exchange rate or its
premium, and external shocks indicated by the degree of open-
ness of the economy. |

3.2 Model Specification

A model which incorporates the determinants of economic
growth and development apart from some unquantifiable
variables subsumed in the quantifiable ones within the
deregulation package can be specified along the World Bank’s
three-gap model framework as:

P [P ; % AR ————— (5)
where :
y = log of gross domestic product or LGDP
11, = log of dome_stic rate or LDER
eMm = log of official market exchange rate or LEXR
Op = log degree of openness (imports + exports)/GDP)
or LOPN
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Thus, mathematically,'

y=a,tai; Fae, ¥80,/ 8 o masm seosow o sew (6)

A priori, we expect a;, a, and a; > 0.

Proceeding further, we adopt the (Engel- Granger 1987)
modelling framework by first testing for stationarity and
cointegration in the variables to determine the existence of a
long-run equilibrium relationship between the variables which
could bé realized through market forces or an admixture of
government policies. Deregulation stipulates a market-oriented
economy and promotes growth in the economy if the key
variables in the adjustment process are stationary.

A test for stationarity in the Nigerian data is very important.
With the discovery of oil in commercial quantities, macro-
economic aggregates began to fluctuate more greatly. Hence,
the need to iron out these wild swings. The consequence of
using non-stationary series for modeling is so grave that well
established models are breaking down as they continuously fail
‘to predict outcomes. The problem, according to (Granger and
Newbold 1974), is that regression results on non-stationary
series may, most times, be "spurious or nonsensical" to the
extent that a relationship would be accepted as existing
between two variables, as measured by their coefficient of
determination, when, in fact, no relationship exists. Inferences
from non-stationary time -series, apart from being spurious,
violate the classical econometric assumption, thus making the
results unreliable for policy making. Several ways around this
problem in terms of time and resources did not completely
achieve its aim. The growing successes in time series modelling
pioneered by (Box and Jenkins 1970) saw the emergence of a
more comprehensive treatment of times series data in econo-
metric modeling by examining their properties and developing
the notion of cointegration (Hendry 1986; Granger and
Newbold 1986). Thus, if the interaction of a non-stationary
series results in an error term, which is stationary, then the
model is sufficient and the variables affecting the phenomenon
are essentially those that would lead to a variation in the
dependent variable.
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The second step involves the formulation of an error correc-
tion model. This formulation (see Cheremza and Deadman
1992) incorporates the residual from the cointegrating regres-
sion as a valid error correction variable. According to the
Engel-Granger representation theorem (Engel-Granger 1937),
if two series are cointegrated then they will be most efficiently
represented by an. error correction specification, and further-

‘more, if the series are cointegrated, this dynamic specification

will encompass any other dynamic specification. Error correc-
tion and cointegration help to determine the existence of long-
run equilibrium while specifying the model in a short-run

dynamic way.
4. Empiricval Results

4.1 Estimation of the Model

The data used in this work were taken from quarterly reports
between 1986 and 1993 when deregulation was in force in
Nigeria, and were obtained from the International Financial
Statistics (IFS), a publication of the International Monetary
Fund (IMF) and the Statistical Bulletin of the Central Bank of
Nigeria. In estimating the model specified in equation (6), our
first task was to test for the presence of unit root in the series
in order to determine the order of integration in the variables
and examine such variables for cointegration along the rule
earlier specified.

Table 1 shows the results of the stationarity test using the
Dickey Fuller set of unit root test. This test was not statistically
significant for all the variables in the model at their levels but
was significant at their first difference. Thus, having assumed
that our series belonged to the homogenous time series class,
differencing once was enough to induce stationarity. We
conclude that our variables are integrated of order I, denoted I
(I). Also, the error correction variable (ECV), being the residual
from the cointegration regression, was found to be stationary,
i.e., I(0), thus indicating that the series are cointegrated. With
the existence of such long-run equilibrium we would thus be led
to an error correction model.
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Table 1 .
Result from Unit Root Test
Series DF | ADF
1 2 > 3 4
AL FD | AL FD | AL | FD| AL | FD|{ AL | FD
LGDP{-3.5 -7.85 |-.2.55|-485 |-2.41 |-3.38 |-2.59 -1.94 -3.86 |-2.62
(-0.94)| (-7.80) (-0.94)}| (-4.91){(0.98) | (-3.44)| (-0.12) (-2.02)| (-0.75)} (-2.74)
LDER|-2.45 |-5.06 |-2.85 |-351 |-31 |-2.57 |-4.36 [-3.03 |-3.65 |-3.3
(-1.33)] (-5.15)| (-1.45)| (-3.58) | (-1.52)| (-2.63)| (-1.82)| (-3.10)} (-1.07) (?37)
LEXR|-3.29 |-5.18 |-4.29 |-3.97 {-5.12 |-4.08 | -2.99 |-3.81 |-2.59 |-3.11
(-2.41)| (-4.92)| (-2.41)| (-3.77)| (-2.14)| (-4.31)| (-0.81)| (-4.06)] (-0.39)| (-3.19)
LOPN|-25 |-6.41 |-2.38 |-472 |-247 |-3.76 |-3.29 |-3.02 |-2.15 [-2.69
(-2.30)] (-6.29)| (2.44) | (-4.42) | (-2.72)| (-3.27)| (-3.37)| (3.26) | (-1.45)| (2.89)
ECV |-458 |— -3.66 | — -2.8 —_ -2.64 | — -1.51 |—
(-4.11)| — (-2.79)| — (-2.00)| — (-1.83)| — (1.64) | —
Notes: AL = test at levels of variables; FD = test at first difference
' Values in parenthesis are for test without trend.
Criticial Values for the Dickey Fuller
Test at 95% Confidence Interval
DF
1 2 3 4
With Trend -3.56 -3.57 -3.57 -3.568 -359
Without Trend -2.96 -2.96 -2.97 -297 | -298

Adopting the "general to specific" framework with an auto-
regressive distributed lag (ADF) specification of the form:

a)x, =y, +B M) .co ver i s e

we estimate an overparameterized error correction model-(see
Table 2) which would enable us to identify the main dynamic
patterns in the model. A maximum lag of four was chosen in
accordance with (Hendry and Mizon 1985) to ensure that the
main dynamics in the model are not constrained by too short a
lag. This unrestricted dynamic model was subsequently tested,
transformed, and reduced to a more parsimonious one (see

Table

4).

(D
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Table 2
The Overparameterized Error Correction
Model of DLGDP by OLS
Series Lag Co-efficient T-Value
DLGDP 1 -0.36 -0.96
DLGDP 2 -0.25 -0.68
DLGDP 3 0.14 0.35
DLGDP 4 0.12 0.25
CONSTANT 0.04 0.34
DLEXR 0.31 0.73
DLEXR 1 0.47 1.46
DLEXR 2 0.30 1.18
DLEXR 3 -0.10 -0.30
DLEXR 4 0.93 0.20
DLOPN 0.30 -1.33
DLOPN 1 -0.15 -0.51
DLOPN 2 -0.19 ' -0.73
DLOPN 3 -0.05 -0.23
DLOPN 4 -0.03 -0.10
DLDER . 0.19 0.49
DLDER 1 0.13 0.30
DLDER 2 -0.14 -0.42
DLDER 3 0.05 0.16
DLDER 4 -0.18 -0.46
ECV 1 -0.21 -0.87

Notes: RZ=0.83; F(20.6) = 1.49(0.33); I = 0.14; DW = 1.98
Information criteria: SC = + 2.86; HQ = -3.56; FPE = 0.4
R2 Relative to difference + Seasonals = 0.93

‘Table 3
Tests on the Significance of Each Lag
Lag F(V1V2) Value Probability
4 F(4,6) 0.239 0.907
3 F(4,6) 0.222 - 0.917
2 F(4,6) 0.591 0.682
1 F(4,6) 0.708 0.615
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Table 4
The Parsimonious Error Correction Model

Series Lag Co-efficient T-Value
DLGDP A 4 -0.35 -2.1
DLGDP 2 ‘ -045 -2.4
CONSTANT 0.06 1.9
DLEXR 0.47 3.6
DLEXR 1 0.21 1.5
DLEXR 2 0.33 2.1
DLOPN -0.50 -4.4
DLOPN 2 0.27 -2.0
DLDER 0.33 1.6
ECV 1 0.39 -2.34

Notes: RZ=0.76; F(9,19) = 6.8 (0.00020); I = 0.12; DW = 1.94
RSS = 0.29. |
Information criteria: SC = -3.44; HQ = 3.76; FPF =0.02
R? Relative to Difference + Seasonals = 0.90

4.2 Major Findings of the Study

Following the above discussion, the parsimonious error correc-
tion model in Table 4 shows that: '

1.

previous income was statistically significant in explain-
ing current income at 5 per cent level of significance.
Both in the first and second lagged quarters, a unit
increase in previous income would reduce current
income by 35 and 45 per cent, respectively. The negative
sign associated with the coefficient of past income
confirms the submission in (Essien et al 1995) of a
negative relationship between current and previous
income as a result of declining growth in GDP over the
past few years;

there was a significant relationship between exchange

rate and income with the coefficient appropriately-
signed both in the current period and the second lagged-

quarter. Current appreciation in exchange rate would
boost income by as much as 47 per cent. The exchange
rate lagged by one quarter was not significant in ex-
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1v.

plaining income. This is so because the foreign exchange
previously absorbed in the current period would need a
gestation of more than a quarter. Thus, the second
quarter was found to re-enforce the current lagged
values;

the degree of openness of the economy, though highly

statistically significant, was not properly signed. This
can be explained by the fact that crude oil, whose

‘quantity and price are fixed by the OPEC, dominates

Nigeria’s exports. Consequently, the trade liberalization
policy could neither affect the levels of output nor price.
On the other hand, the country’s imports were mostly
dominated by consumables which add little or nothing to
investment. In addition, there are still some items in the
banned list of exports and imports, hence the degree of
openness might not have been liberal enough to lead to
growth; '

deposit rate, which is believed to boost capital accumula-
tion and investment activities that lead to economic
growth, did not meet a priori expectations in terms of
size even though it was properly signed. On the basis of
empirical evidence, we can conclude that any policy on
interest rate should attempt to maintain a fairly
constant premium between deposit and lending rates for
deposit rates to impact significantly on income. If the
premium is too wide, savings would be discouraged;

the error correction variable (ECV) was statistically
significant at 5 per cént and was appropriately signed.
The significance of the ECV indicates that the explana-
tory variables are indeed cointegrated with income,
confirming our earlier conclusion of a long-run equili-
brium relationship between these variables and income.
Market forces, a veritable tool for the attainment of a
long-run equilibrium relationship, was the central

theme in the deregulation package. That the results

confirm this is no surprise. Any disequilibrium, which
would be transient, is captured by the ECV. The signi-
ficance of the ECV also confirms that the other unquan-
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tifiable policy measures subsumed in the quantifiable
ones were able to significantly explain variation in
income; and

results from the diagnostic test show that exchange and
interest rates, and degree of openness accounted for 76
per cent of the variation in income at the time, which is

very significant. Thus, the model adequately fits the

data. Overall, regression was significant while there was
no presence of serial correlation.

4.3 Policy Extensions

The possible policy implications of the empirical findings in-
clude the following:

1.

given the established relationship between economic
growth and the exchange rates, it is imperative that an
appropriate exchange rate t-hrough liberalization of the
external sector will impact positively on the growth of
the Nigerian economy;

there is need to continue the policy of deregulating the

' economy in order to open it up. This will make it benefit

from global financial flows which is needed for develop-
ment. On this count, the need to pursue the privatiza-

‘tion and liberalization programmes becomes very
.crucial. In addition, trade policy should be made more

liberal while the current account liberalization should be
given serious consideration by government; and

the poor result of interest rate in our model may not be
unconnected with the fixed interest rate regime
observed for most of the period of this study. Thus, the
financial sector needs to be completely deregulated by
allowing more operators to come into the market for
effective mobilization of savings for development.

Overall, for deregulation to continue to benefit the economy,
there is need for policy consistency. The reversal of the
deregulation policy in 1994 was a major setback to economic
growth in Nigeria. The world is fast becoming a global village
and Nigeria should, through adequate policies, reposition her-
self to benefit from the globalization trend. To do otherwise will
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amount to taking a back seat in the global train to the next
century.

5. Cohcluding Remarks

The reform package as embodied in the structural adjustment
programme (SAP) is capable of contributing to growth. How-
ever, we have seen from our study that this was not exactly the
case in Nigeria. The reason is not far to seek: the stop-go
implementation policy of the government and the absence of an
enabling environment have had adverse impacts on growth. It
is our considered opinion that SAP should be fine-tuned and
implemented to the letter as there is no easy way out of the
current economic quagmire. The benefits of the reform- are
enormous and it is better to embark on total reform measures
in the short run with little inconveniences than to adopt
half-baked policies which are merely palliative. The time for

reform is now.

Endnote
L y=AF (K,N).... (1) where Y = output level, K and N denote input of capital
and labour and A is the state of technology.
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