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ABSTRACT : ' .

This work was inspired by the failure of Nigeria’s tradeable non-oil exports to respond to

the various promotional measureé adopted by the government in the effort to diversify the
.economy._ We believe that there is need to properly understand the operation of the external
sector. Hence, this studvy attempts an investigation of the behavior of Nigeria’s aggregate non-oil
exports.

We used two models. One, a cdntemporanequs equilibriuﬁ model and the other makes
~allowance for three years lég in relative prices.

We found out that relative price of non-oil exports, incéme of trading bartners, and-
domestic demand are weak determinants of Nigeria’s non-oil exports. We adduced reasons for
this result based on the conditions in the Nigerian economic environment and those of the trading
partners.

The study cautions on relying on the market forces for the development of non-oil exports,
advised an improvemenf in product quality, and stressed the need to secure new rﬁarkets among

the less developed countries.
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CHAPTER ONE

1.1 INTRODUCTION

The Nigeri.an Economy has a dyn_amic and enterprisihg population, and an enormous natural
resource potential. But the level of investment has not been able to take advantage of these. |

The'impqr;cant sourc;es that can generate the resources needed for investment are: revenue
from crude oil sale, more loans, _re\_/-enue‘ from non-oil exports, foreign direct investment and

.foreign aid.

Though foreign aid ought to be allocated based on need_ considerations, donors do not
strictly adhere to this when formulating foreigh aid policies; economic, political or strategic interest
dominate concerns for equity in aid disbursement decisions. This explains why the flow of
development assistance to Nigeria has dwindled overtime.

Similarly, there is no signifibant receipt of foreign direct investment in Nigeria despite
government incentives. This may largely be due to the political instability in the country. In’
addition, Nigeria’s access t;) the international capital market is very narrow; the external debt of
N 600 billion (as at 1993) is over 75 percent of its GDP of N822 billion (of same peried), and 270
percent of the export earnings. Nigeria needs a track record of performance to enjoy new facilities
and, or debt forgiveness.

Consequently, export trade expansion is a sine qua non for growth. Unfortunately, crude
oil revenue, an unreliable source accounts for more than 90 percent (97 percent in-1990) of the
foreign exchange earnings for the past two decades (CBN, 1994) and over 80 percent of total
government revenue (World Bank, .1 993). It is unreliable because instability in the world oil

market causes its price to fluctuate. This causes instability in government revenues and hinders



the execution of development projects according to plans.

The above apart, oil is a Waéting asset; it is exhaustible. Continuous and increased
production will make the present reéerve fall drastically, rﬁoreso.if_ such daily production is not
supported by corresponding reserve build-up.

Even if Nigeria’s oil reserve can last long into the future, continuing high demand for crude
oil can not be guaranteed. Cheabe_r alternative sources of energy and enérgy - efficient products
are being developed, and more break-through in technology is expected. In addition, some
countries that used to import petroleum heavily have become producers, meeting their domestic
demand and exporting. Moreover, Nigeria being a member of the Orgnisation of Petroleum
Exporting Countries, OPEC is not free to produce more than its quota even if market conditions
dictate so.

Hence, there is a grave dangér for Nigeria to rely on crude oil gxports for foreign exchange
supply. The urgent need to diversify the productive base of the Nigerian economy points to the
desirability of promoting and expanding tradeable non-oil export. This need has long been
identified in the literature (Okigbo, 1983 Obadan, 1986 etc). In fact, it was one of the cardinal
objectives of the Federal Government in the 1962 budget. Even at this period, the structure of
exports was relatively diversified in terms of agricultural commodities.

The danger of relying heavily on the oil sector became first manifest during the 1978 ail '
glut. By early 1980s, world oil market collapsed with devastatiﬁg consequences for the Nigerian
economy. By_1 981 , oil production has declined from 2.3 million Barrels per day in 1980 to merely
600,000 barrels per day.

The problem was so bad that for two weeks in 1982, no single barrel of oil was lifted from

Nigeria. The country’s reserve holdings dropped from N 5.8 billion by mid - 1981 to about N 1.2
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“billion by the first quarter of 1982 and further down to M 900 million in 1983 (Essien, 1987). To
date, the Nigerian economy has not recovered from the resultant disequilibria in both domestic and
external sectors.
1.2 STATEMENT OF THE PROBLEN

In the attempt to diversify the production base of the Nigerian economy, various past
administrations hadintroduced measures and established specialized institutions e.g. the Nigerian
Export Promotion Council. However, the most recent and comprehensive is the first-best and
second—besf export promotion policies of the Babangida administration of 1986.

Despite the fact that Nigeria’s non-oil export products are now cheaper for foreign buyers
"and the amount being received in the local currency by exporters for unit of export is now higher
than before, the problemi is that available statistical data shows a mere marginal increase in non-oil
exports’ contribution to total exports between 1987 and 1993. Its percentage contribdtion
increased from 5.8 percent in 1986 to 8.8 percent in 1988 but declinea to 1.9 percent in 1992
(CBN, 1994). |

This seems to justify Ajilima and Agba’s fears in 1986 that SFEM has slim prospéct of,
stimulating Nigeria’'s noﬁ-oil exports. In fact, it is widely believed that SAP has failed to alter
Nigeria's ex.port structure (Kwanashie et al, 1993; World Bank, 1993).

The question therefore is germane; why has the supply of and foreign demand for Nigeria’s
non-oil exports failed to respond significantly to the incentives provided ? What are the major
determinants of Nigeria’s non-oil exports within the study period ? And what are the implications

of these for the Nigerian export policy ?



1.3 JUSTIFICATION FOR THE STUDY

The.reason for conducting an econometric research on the performance of Nigerié’s non-oil
exports rests on the need to base export diversification on precise economic determinants.

Even though elasticities of demand and supply of exports is a major factor that affect
diversifica_tion prospects (Lyakurwa, 1991}, and the provision of empirical information on the
behavior of the relevant trade parameters and elasticities will helip in making optimum use of
available trading opportunities, Nigeria’s policy makers have been designing policies without
knowing their exact magnitudes. It .is not surprising therefore that the policies have not had the
desired impact. |

This study locates the present sources of the constraints to the non-oil export expansion
through an.empirical investigation of the behavior of the demand and supply functions. In
addition, the study shows a picture of the structure of relationships that determine non-oil export
performance, and the intertemporal variations in the elasticities for Nigeria between 1970 and
1993. Studies in the area of exports in Nigeria is yet to assemble systematically and
comprehensively the relevant trade parameters.

This study extends the frontiers of knowledge existing in the area of non-oil export trade
management in general, and the demand and supply issues in particular. Structural so-efficient
like: estimates of relative price elasticity of demand, and supply, W.orld income elasticity demand,
and the net absorption elasticity of supply were obtained from the equations of our mode 1.

As -fhe product of our research are these set of numerical estimates rather than broad
qualitative conclusions, our results are an invaluable analytical tool for both researchers and trade
policy formulators. The estimates will help them make reliable economic forecasts and arrive at

right decisions.



1.4 PURPOSE OF THE STUDY
The broad objecti\/es of thjs study is to empirically analyse Nigeria’s non-oil éxport

behavior for the years 1970-93 for better export policy formulation énd implementation. This was:

achieved by pursuing the specific objectives below which are derived from the research problem.

They include .the following:

i. " An empirical estimation t0 test whether the demand and supply of Nigeria’s non-oil
tradeable is price elastic or inelastic, and whether price is a significant variable or not in
explaining the variation in non-oil export demand and supply.

ii. An empirical estimation of the income elasticity.of foreigh demand for Nigeria’s major
trading partners to see the relationship between growth in their economy and their
consumption of Nigeria’s non oil tradeables.

iii. An empirical estimation of the net absorption elasticity of s'ﬁpply to know the relationship:
between non-oil exports and the demand in the domestic market.

iv. An examination of Nigeria‘s export trade structure and trend.

V. A survey of the export diversification and export pror’hotion policies of the Federal
Government of Nigeria and

vi. Based on (i) - (v) above; generate some inference for policy and action.

1.5 RESEARCH HYPOTHESES
In order to achieve the objectives set above, the foIIowing hypotheses are formulated:

(i) The magnitude and sign of the relative price elasticity of demand are less tHan one and
negative respectively. |

(i} The size and sign of the supply elasticities are less than one and positive respectivély

iii) The income elasticity of demand is positive



(iv) Thé net absorpti'on elasticity of supply is negative and,
(v) All the parameters are statistically significant at five perc._ent level.
1.6 SCOPE OF THE STUDY

The study is Iimited. to the estimation of the tradeable non-oil export demand and supply
functions for Nigeria because it is’ its development that will make Nigeria’s hope of export'
diversification to be fulfilled.

Hence, the stu.dy dbes not cover the entire exports, that is it excludes oil exports. This
is because as a member of OPEC, Nigéria is subject to the allotted production quota and the price
fixed. Consequently, Nigelria can’t respond to market situations as conditions dictate.

We have used dlata ~of Nigeria’s major non-oil export items such as cocoa, rubber, palm
producer etc. Manufactu.rers made quite ins»ignificant contributiqn to total exports within the
period. Infact it contributedv less than one percent for about fifteen years. Sollid minerals. on the
other hand paled into insigrjificance along with some other products.

Finally, the study cover a period of twenty four years; from 1970 to 1993. This enabled
us to capture the periods of export diversification and export promotion policies of the Federal’
Governmen';.

1.7 REVIEW OF LITERATURE

The literature in the area of international trade is quite rich. A considerable body of
knowledge also exists on the role of exports in economic growth. Several scholars have shown
evidence that export expansion can lead to economic growth and that indeed it can be a
development strategy. Thié brought the export-led growth concept. Among the studies are:
Emery, (1967), Caves, (1968), Balassa (1978), Fajanav(1979), Feder (1986), Oyejide {19886) and

Ekpo and Egwaikhidie (1994). But others like Odusola and Akinlo (1995) submitted that the



relationship is bi—direct.ional..

However, Ghosh (1992) doubts the ability of the World market to continue absorbing the
export-led strategies of developing countries especially under the conditions of the late 1980s.
But Panoutsopoulos (1992) believe that export pessimism is unwarranted. The idea that the
problem is not the foreign market environment but structural is supported by Wilson (1984) and
Prasad (1992). | |

The controvérsy on trade as an engine of growth seems no longer interesting, at least
from policy persplective. Despite vérious disadvantages of unequal trade relationships usually
enumerated (Todaro, 1977), the hard facts of economic life make it imperative that nations must’
trade if only for their e.cono'mic survival.

While éar“er studies on the deveknﬁﬁg countries took a general look at their export
promotion policies, Telgeiro et al (1973) examined the diversification effort of Columbia through
the alteration of the incentive structure. They submitted that exchange rate policies are better
than export subsidies. This agree with the result obtained later by Ifzal {1987) for India, but
differs from that of Jung and Lee (19886).

The research for sensible, reliable and realisti.c estimates of elasticities has made the
literature to be riclh in scholarly Work' on export trade beha\)ior and performance. Previous studies
include Da Cosua(1965L Ifzal (1987) and Hﬂsad(1992)forlnma,ZHbeﬁaH)(1980)for|&eab
Wilson (1984) for Egypt, .Tarafas and Szabo (1985), and Halphern and Szekely (1992) for
Hungary, Sakiguchi (1990 for'China, Jung and Lee (1986) for South Korea, and Telgeiro (1973)
.for Columbia. Among studies that covér many countries are Goldstein and Khan (1978) and Khan

(1974).
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Studies on export_trade have focused attention on nﬁethodological, informative and
forecasting facets. The firstinvolves- controversy as to hoW the “true’ demand and supply relation
and its elasticities can be obtained. Some claim that ordinary least square (OLS} regression of'
exports on price and other 'variables will give a dependable estimate of the relevant parameters,
while others like Bergstrom (1955) believe that a system of structural equations is more in keeping
with reality than OLS. However, Olayide (1970) says that under simplifying assumptions, a single
equation OLS method could be used with satisfactory results.

For the second group, estimates of elasticities of a long or short run nature were made
with the aim of understanding the nature of international trade and policy implications. They
covered such topics as propensity to export, the role. of price mechanism in foreign trade the
concept of foreigﬁ trademultiplier, Balance of trade probllem, trade restrictions such as tariffs,
quo{as, exchange depreciation and devaluation. Among them are Harberger (1957), Goldstein and’
Khan (1978) and Houthakkér and Magee (1969).

The third group of studies is oriented to short-range forecasting. They try to know with
measure of accuracy in advance, the magnitude of exports for use in planning for economic policy.

The contribution of Goldstein and Khan {1978} suggest that estimates of demand-price
elasticities for aggregate exports can be substantially different when export supply relationships
are explicitly taken into account. Earlier studies had been concentration on import and export
demand while assuming a perfectly elastic export supbly.

From the evidence in the ”Iiterature,lthe major ‘determinants of export demand are:
exchange rate, Tarafas and Szabo (1985); income of trading partners, Da Costa, (1965); relative

export prices, Houthakker and Magee (1969) and time trend.
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In the case of export supply studles agree that relative profitability between selling in the
|nternat|onal and home markets IS a strong factor determmmg exports Other factors identrfled
include domestlc demand pressure “Ball, Eaton 'and Steuer (1966) Ahmed (1976) domestic
productive capamty, Khan and Golstein (1978); Output and capital output ratio Ifzal (1987) as

.Shlft variable; and time trend. '

“The literature on the analysis of the supply'and‘demand issues relating to Ni_g‘eria's non-oil
exports is odite rich. VH.owever, most studies on this are oualitati\/e in nature. This include:
Ajilima and Agiba (1986), Fajana f(1989),.0badan (1989), Jerome and Adenikinjd (1995) and
v'lniodu (1995). Among the few. ecOnometric' studies.of'l\ligeria.'s export trade is Olayide and
Olatunbosun (1982),VI Umo (1981), Obadan (1993)? and KWanashie et al (1993).

Olayide and Olatunbosun (1982) analysed export demand for.‘13 different commodities,
mainly agricultural products. They used average p'rice ot export as the price variable. Their result
using linear. functions show that exports of the commodities were not too sensitive to price,

Icompetrtors suppl|ers export taxes and fluctuations in industrles activity. _Th'e major short’
coming of their work Whrch‘ covers 1948-64 was that they did not obtain the aggregate demand
'elasticities.. . | _

While the work of Obadan (1 95;33)a was on Nigeria, that of Umo' (1 981 ) covered 12 African
countries including Nigeria. Umo osed sin‘gle equation models incorporating relative price of.
exports foreign real income deflated by‘domestic price level and domestic capaoity to export
proxied by the real GDP to obtain export supply elasticities.

" His result 'show that the relatlve price and mcome parameters are well behaved for all
countries proying_that high export-prices and world lncome tend to encourage eXports. The

estimate of the price elasticity'of supply ranges between 0.5 an’d 1_ which is extremely weak.
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However, Umo’s work spanning 1963-1977 was not on Nigeria’s non-oil exports.

Obadan (1993)¥s is work for the period 1970-90 investigated the impact of SAP on the
export supply of natural rubber. He used linear equation method of OLS. This result show that
free marketing of rubber through the abolition of the commmodity board has a positive effect on
rubber export supply. Hence, he concludes that SAP policies have impact. But Obadan did not
show whether the response was up to the target.

The above conclusion of Obadan (1993)° contrast that of Kwanashie et al (1993} in their
study of the response of Nigeria's non-oil exports to trade liberalizaﬁon, Kwanashie et al showed,
that the policy failed as the.non-oil exports failed to hit the targets for them. Conse.quently, they
suggested a; re-examination of the entire policy pfocess.

Therefore, it could be observed that attempt has not been made to obtain estimates of the
elasticities of aggregate non-oil export for Nigeria. Itis this gap that exist in the literature that this
work has attempted to fill
1.8 ORGANIZATION OF THE STUDY

The remaining part of the work is divided into four chapte.rs.‘ Chapter two which follows,
examines Nigeria’s export trade in terms of the structure and trend, the direction‘ of trade, and a
survey of efforts to encourage exports during the study period, 1 976—1 993. This chapter provides.
the background to the study.

In chapter three, we explained the framework within which the result of our work can be
understood and the method we adopted for the research. The focus of chapter four is the
presentation and analysis of the result. Chapter five finally summarizes and concludes the

discussion. The work ends by suggesting areas of further research on the topic.
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CHAPTER TWO
NIGERIA’S NON-OIL EXPORT TRADE

2.1 VSTRUCTURE AND TREND OF NIGERIA’S EXPORTS

Nigeria‘s exports can be broadly classified into oil and nbon—oil. The oil export consist of
crude petroleum and composite products derivable from it such as gas and dieéel. The non-oil
exports can be categorized into agricultural, manufactured and sefhi-manufactured commodities,
and solid minerals.

The fortune of Nigefia’s exports has been fluctuating overtime. From N 885.5m in 1970,
it increased to H14,186.7m in 1980 only to decline to H8,920;5m in 1986. However, since.
1986 to date it has been increasing, from N 30,360.6m in 1987 to M 109,886.1 in 1990 and
N218,801. Min 1993. Table 1 shoWs the complete picture between 1970 and 1994.

The dramatic increase between 1987 and 1994 is not as a result of rapid improvement
in export volumes. Rather it is because of the depreciation of the Naira; Infact the Dollar value
of exports declined from $613 m in 1988 to $244m in 1994. The fluctuations in the export
values also is due to the fluctuation-s in the prices of the pl;imary commodities in thle world market
because Nigeria is a producer of mainly primary products.

In 1960, all the non-oil exports accounted for 97.3 percent share of total exports while
crude petroleum share was mere 2.7 percent. But from table one lnon—oil exports has continued-
to decline over the years. .From 42.4 percent of the total export in 1970, its share fell to 16.9

percent in 1973.



YEAR
(1)
1960
1970
1971
1972
1973
1974
1975
1976
19877
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989

OlL

- (2)

8.8
510.1
953.0
1,176.0
1,893.5

.5,365.7

4,563.7

6,321.6 -

7.072.8
5,653.6
10,166.8
13,632.3

©10,633.6

8,683.8
7,201.2
8,840.6

10,890.6°

8,368.4
28,208.6

28,435.4

55.016.8

TABLE 1

STRUCTURE OF NIGERIA’S EXPORTS

1960 - 94 (NM)
NON-OIL TOTAL
(3), (4)
321.2 330.0
'375.4 885.5
340.4 1,293.4
258.0 1,434.2
384.9 2,278.4
429.1 5,794.8
362.4 4,926.1
429.5 6,751.1
557.8 7,630.6
662.8 6,316.4
670.0 10,836.8
554.4 14,186.7
342.8 10,876.3
120.9 8,704.7
435.4 7,636.6
247.4 9,088.0
324.2 11,214.8
552.1 8,920.5
2,152.0 30,360.6
3,854.4 33,138.1
2,954.4 57,971.2

(2) as

% of (4)
2.7
57.6
73.7
82.0
83.1

92.6

92.6
93.6
92.7
89.5
93.8
96.1
96.8
98.6
94.3
96.8

- 97.7

93.8
92.9
91.2
94.9

12

{3) as %
of (4)
97.3
42.3

 26.3

18.0
16.9
7.4
7.4
6.4
7.3
10.5
6.2
3.9
3.2

1.4

5.7
3.2
2.9
5.2
7.1
8.8
5.1
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YEAR oL - NON-OIL | TOTAL (2) as (3 as %

(1) @ @) (4) 0 %of(4) - of(4)
1990 ~ 106,626.5 3,259.6 109,886.1  97.0 3.0
1991 '116,856.5 . 4,677.2 . 121,633.7 - 96.2 = 3.8
1992 201,383.9  4,227.8 1 205,611.7  97.9 - 2.1
1993 213,778.8  5,022.3 218,801.1 97.7 2.3
1994 .- 200,936.1 5,349.0 206,825.1° 974 . 2.6
SOURCE: . : Central Bank of Nigeria, _
(a) " Annual. Report, Various Issues

(b)- Sfcatlstlcal Bulletin, 1994
Also, the table reveals tne't apart from 1978, the contribu‘ﬁo’n of non-cil export has

consistently been Iess than 10 percen't since 1974. On the othe_r'hend, oil experf which started
in 1958 has risen sfeadily from 57.6 percent in 1970 to 83.1'percen;c in 1973 and has generally
.re'm'ained above 90 pereent since that" year to date. In addition,. oil revenues as -a proportion of
Federal Government Revenues increased from 30 percent in 1970 to 52 5 percent in 1971, and
87 percent in 1975 (CBN, V). | | |
2.1.0 STRUCTURE AND TREND OF NIGERIA’S NON-OIL EXPQETS
2.1.1 AGRICULTURAL EXPORTS |

The major agricultural commodi'ries being produced by Nigerie are: coeoa; palm kernel,
palm oil, groundnut, Natural rubber .and‘tir—nber. Up till the endei the colonial era, the Nigerian
economy_vvas predeminantly agricul.‘rural. This.,arose due to._th‘e need 'ro meet the colonial
objec"cives~ of metropolitan industrialization throughA the predl;iction end exports of primary
.products. | ‘

The Nigerian exbort' structure 'rhe_n was largely diversified in terms of primary products.

In 1960, eleven major commodities were on the export list of which the ones above were the
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most important. During the 19605,'the agricultural sector dictated to a large extent the pace of

growth and development of the Nigerian economy (Ojo, 1989). The sub-sector made substantial

contributionis to GDP, rural incomes, development capital, foreign exchange earnings and the pace

of ind_ustrialization.

YEAR

1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985

PALM

ol

7.69
20.2
1.9
20.2
1.9 .

10.7

3.3

COMPONENTS OF NIGERIA'S AGRICULTURAL EXPORT SUPPLY

COCOA

195.7
271.7
271.7
213.8
197.9
174.4
218.9
193.1
191.7
217.8
157.1
125.0

 231.0
154.4
158.7
166.1

G/NUT
OIL
28.6
22.3
1.0
8.3

13.0
3.2
2.6
2.4

TABLE 2

1970 - 1994 (000 TONNES)

COTTON

90.0
41.3
39.7
110.8

G/NUT

292.3
137.5
106.2
198.7

28.3

0.9
0.5
3.0

HIDES
&
SKIN

4.7
3.8
4.3
5.4
6.4
2.9
2.1
2.5

PALM
KERNEL

185.3
241.1
212.2
137.6
181.0
171.4
272.0
238.6
56.8
50.9
49.6
92.6
113.5
59.6
30.5
57.3

NATURAL
RUBBER

61.7
51.3
41.2
49.4
62.3
60.9
34.0
34.1
30.9
34.2
31.0
24.4
18.9
27.6
32.0
29.5

COFFEE

3.7
4.2
2.5
0.3

°© w o
NN O

TIMBER

221.5
2071
231.9
25.6

136.9
105.3
28.7

170.0

zZ =z 2 2 =2 2 Z2



YEAR

1986
1987
1988
1989
1990
1991
1992
1993

PALM
OlL

COCOA

148.4
201.5
303.9

131.3

138.5
147.7
180.4
200.7

G/NUT
OlL

COTTON

G/NUT

HIDES
&
SKIN

PALM
KERNEL

61.3
92.4
110.4
115.1
62.0
24.6
78.0
106.7

SOURCE: Central Bank of Nigeria: Annual Report, Various issues,

NATURAL
RUBBER

33.0
38.6
67.4
103.0
105.8
108.6

96.2

- 98.2

COFFEE

0.3
0.1
3.0
1.6
1.3
1.2

15

TIMBER

Unfortunately, the positive role of the export crop sub-sector in the post independence

period was not sustained in the 1970s and 1980s. The agricultural products drastically decline

in their relative share of total exporté. It contributed 57.7 percent in 1968, 24.5 percent in 1970,

12.67 percent in 1973, 4.6 percent in 1979 and a paltry 2.5 percent in 1986.

'

The expansion of the oil sector and the concentration on crude oil exports created a

serious 'Dutch diseases’ in the economy which relegated the contribution of the agricultural sector

to the background. The oil industry turned domestic relative prices against agricultural products

and in favour of Urban-based activities. Another contributory factor is that the government failed

to embark on restrictive import policy during‘the oil boom years '(Ajilima and Agba, 1986).

The situation now is that the dominance of Nigeria in the total world export of

commodities like palm produce and cocoa has been lost. Similarly, the domestic production of

some of these products is no longer sufficient to meet internal requirements while some have

disappeared completely from the export list.

¢
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From table 3, the export of palm oil became negligible in 1973, picked up a bit in 1975
but dried up completely in 1979. There were no export of raw cotton from 1974 to 1976. This
resumed in 1977 but later declined and dried up in 1980. There were nc:) export of groundnut in
1975, in 1976 a very small .quantity was exported but its exports has dried up completely since
1978. A similar fate befel fche deriv_e‘d products - groundnut oil and groundnut cake. Timber has
gradually faded out of the export scene as a major item; in 1974, .its exports was N 11.2m but
by 1978 it had dwindled to N 1.1m. The table is the same for others like the exports of hides and’
skin, and coffee.

Obadan (1993)° broadly afctributed this decline in the exports of traditional agricultural
commodities“ to high cost and scarcity of farm inputs, production input supply and marketing
constraints, pervasive role of domestic {(consumer and industrial) demand, defective agricultural
policy, low producer prices of the defunct commbodity boards relative to the price_s of foodstuff,
and unfavorable movements in the world market prices.

Nevertheless, as table 3 show, non-traditional items are surfacing on the exports list. The
most dominant of this is Fish and shrimps; it yielded a revénue of N83.1Tm in 1989. This

increased to N308.1m in 1991 and further to B312.0m in 1994. This is an indication of the

impact of the Structural Adjustment Policies initiated in 1986.
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TABLE 3

NEW PRODUCTS ON NIGERIA’S EXPORT LIST (K M) YEAR

PRODUCT 1989 _ 1990 1991 1992 1993 1994
Pineapples 3.6 4.8 4.4 N . N . 81.0
Cashew Nuts N 15.4 32.0 N N 312.0
Fish and 83.1 . 149.1 308.1 212.7 134.5 14.0
Shrimps :
Gum Arabic 16.4 13.4 32.3 - 2b.9 57.4 4.1
Nigerian N 60.9 N . N 47.6
Shea Nuts .. N
Spices 2.4 5.7 12.4 46 . 12.4 -
(Ginger, '
Vanilla)
Soap and 3.4 0.7 3.7 62.3 27.4 -
Detergents
Wood 15.6 N 97.0 127.7 134.7 -
Products
Chemicals 7.0 8.7 13.0 12.2 82.3 -
Processes 101.1. 65.0 118.2 - - -
skin
Urea/Ammon - -+ 246.3 426.6 - a - -
ia

(N) - Negligible

(-) - Not available

SOURCE: Central Bank of Nigeria: Annual Reports, Various Issues.

2.1.2 MANUFACTURES
Traditionally, exports of Nigerian manufactures used to consist of cocoa butter, cocoa
powder, cocoa cake, palm kernel expeller, palm kernel oils, chemicals and palm kernel pallets.

However, items like textiles, motor vehicle/machinery, soap/detergent, beer/beverages,
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urea/ammonia, processed skin etc are now being exported.

Manufactures have not made any impact on Nigeria’s export list. Its contribution to total
exports declined from 7.4 ir.1 1970 to 1.1 percerit in 1975 and 1977‘. It has consisténtly remained
below 1 percent of total exports since then.

Table 4

Export of Manufactures, 1970-93 (N M)

YEAR VALUE % OF TOTAL EXPORTS
1970 65.8 ' | 7.4
1971 - 45.2 ' 5.5
1972 | 37.3 25
1973 63.9 2.8
1974 67.0 1.2
1975 53.8 1.1
1976 - '58.9 0.9
1977 84.1 1.1
1978 48.8 : 0.7
1979 42.6 , 0.4
1980 : 42.6 : 0.3
1981 S 43.5 0.4

1982 ' 114.5 0.3



1983

1984

1985

1986

1987

1988

1989

1990

1991

1992

1993

SOURCE: Central Bank of Nigeria, Annual Reports, Various Issues.

even in the face of adjustment measures. Among them are:

(a)

(b)

42.0
14.3
42.5
52.9
149.8
187.0
316.7
.558.8
791.8
728.1

706.9

0.6

0.5
0.6
0.6
0.5
0.7
0.3

0.4

Many reasons has been given to explain the dismal performance of manufactured exports.

The protectionist policies between the 1960s and 1980s resulted in overvaluation of

domestic currency. This, i) discouraged production and export of Nigeria’s traditional

products, ii) made it impossible for industrial manufacturers to break into foreign markets,

iii) produced a price advantage in favour of imports. This made the demand for imported

goods and activities on processing imported materials increase.

Capability for export developed by the industrial manufacturers was dislocated by

manpower composition caused by the 1974 indigenisation programme. Many firms folded
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up in.the face of manpower.problems they faced..

{c) The import substitution industrialization that was adopted in 1961 made the structure ofl
manufacturing induétries inward-looking.

(d) Later efforts to prorﬁote exports were focused on primary products which has been
suffering serious revefsals .in the world market.

(e) The import substitution industrialisation strategy made the firms to be dependent on
foreign inputs. 'Hence, with the devaluation of the Naira, and substantial increase in
import prices, firms are unable to import the needed raw materials and machinery.

(f) Finally, Nigeria has little or nothing to export. The manufactures are not competitive (in
price, quality and durability) in the world market. '

However, as noted by Jerbme and Adenikinju (1995), official trade figures tend to
underestimate actual trade since a substantial volume of unrecorded trade and smuggling takes'
place between Nigeria and ﬁeighboring countries. As manufactured goods produced in Nigeria are
found all over the West African Coast, the performance of the manufacturing sector may be better
than what the official figures sugg'est. |
.2.1.3 MINING

Before the oil boom of the 1970s, solid minerals mainly in ’lche form of Tin metal,
columbite, Lead, zinc, etc. played a fairly significant role in geneféting fbreign exchange for the
country. But the value has been declining overtime. From N 33.8m in 1970, H20.4m in 1975
to N10.8 in 1979. |

The oil boom led to the negléct of the mining industry as in the case of agricultural export
production.. Consequently, the industry experienced declines in production and export volumes,
such that only tin metals pérhaps is still being exported, and this is in very insignificant quantity
and value.

Therefore, our discussion df the structure and trend of Nigeria’s exports has revealed that

the major items on the non-oil export product list are cocoa beans, palm kernel and natural rubber.
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These products have coﬁsistently been on the export list and together they account for more than
70 percent of Nigeria’s non-oil exports on the average during th’e‘ study period.

Consequently, like Olayide and Olatunbosun (1870), we shall exclude young industries,
and declining industries that no longeér serve any external market‘. In their own study which was
for Nigeria between 1948 and 1964; 13 commodities, mainly agricultural products accounted for
over 70 percent of the cbuntry’s exports then.

2.2 EXPORT PROI\IIOTIbN POLICIES
2.2.1 EXPORT DIVERSIFICATION

Within the period 1970 aﬁd 1985, the period before adjustment policy measures, the
Nigerian government had shown concern for its dependence on crude oil revenue. This concern
was revealed even in the 1962 budget statement of the Federal Government. Government aimed
at diversifying exports, develop new market and strengthen its poéition in the existing markets.

However, this diversification policy was never taken seriously; it was merely a statement
of intention. As there was no commitment, not much was done to encourage production for
exports then. In actual fact, the bias of policy that time was for import substitution'
industrialization.  Firms were encouraged to produce focusing their attention on the domestic
market. |

Hence, it was not until 1976 that the government saw the need to establish the Nigerian
Exports Promotion Council (NEPC) and this took two years to be operational. The responsibility
of the NEPC includes:

i. Sugg_esting meaéures that will advance Nigeria’s export trade.

il Stimulating the growth of non-traditional exports

iii. Making available promotional services like trade information, export incentives etc to
encourage export trade. |

Government started giving serious thought to the idea of export diversification becausel

of the glut in the world oil market in the late 1970s and early 1980s. It was at this period that
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a package of incentives were approved by the military government. But as this was not legislated,
they remained unoperational till the end of the civilian administration.
2.2.2 EXPORT PROMOTION

This was not a carefully planned strategy for economic development but one born out of
exigency. Government embark on this because of the reversal of Nigeria’s economic fortunes.
The aim is to boost foreign exchange earnings from the sale of non-oil export goods and it was
introduced within the framework of the 1986 Structural Adjustment Programme (SAP). The
enabling Decree is the Export {Incentives and Miscellaneous Provision) Decree No 18 of July 1986.

Export promotion involve firs-best and second-best policy measures. The former are to’
liberalise trade; it removes already existing anti-export biases in the economy like the protection
of firms, control of domestic transactions and exchange rates. The latter involve putting in place
incentives and export subsidies.

The first-best policy measures of the Federal Government includes:
i Abolition of import and exporf licensing systems.
ii. Switching from qualitative restrictions to tariffs

iii. Reduction in the list of banned items from 74 to 16

iv. Abolition of comquity marketing boards

V. Adoption of a comprehensive tariff structure in 1988 which would last for seven years,
and |

vi. Removal of controls on exchange rate. These and other measures significantly reduced

the high level of protection in the Nigerian economy prior to 1986.

The second-best ‘(export incentive) measures are many; they are listed in appendix 1.

They include:
(a) Refund of excise duty paid on export manufactures
(b) Retention of 100 percent export proceed by non-oil -exporters in foreign currency

domiciliary account.



{c)
(d)
{e)
(f)

{g)

(h)

{i

)

(k)

(1)
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Tax-free interest earned on export loans
Higher capital tax depreciation allowance for manufactured exports
Simplification of export procedures and documentation
Performance cash grant to exporters based on their annual performance
Rediscounting of short-term bills of exchange in respect of scheduled export items by the
Central Bank of Nigeria from the banks
Refund of import duty paid on raw materials used for production of export products
Financial aid to exporting companies to cover 30-40 percent in respect of their export
promotion activities e.g cost of participating in trade fairs and foreign market research.
Cash inducement to encourage firms to engage in export business rather than domestic
business.
Protection of banks against credit risks on export finance, and shielding local exportersl
against possibilities’ of default by overseas buyers through Export Credit Guarantee and
Insurance Scheme.
Establishment of export processing zone in Calabar etc. (Obadan, 1993)°

The policies above show indication of seriousness on the part of the Nigerian'government

to promote non-oil exports. While a good number of the incentives have been implemented in

various degrees, the machinery for the implementation of some others is yet to be completed.

This include:

(a)

(b)

The Export Price Adjustment Scheme which is to compensate exporters of products
whose foreign prices are relatively attractive.

And the subsidy scheme to encourage exporters to use local raw materials in export'
production.

As we mentioned earlier, available statistics show that the non-oil sector has not

responded significantly to the various incentives and measures. Obadan, 1993 quotes the CBN

Governor as attributing the failure to poor implementation.
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2.3 DIRECTION OF NIGERIA’S NON-OIL EXPORT TRADE

The destination of Nigeria’'s non-ojl export is mainly to Western Europe. Available data for
the period 1970-83 shows that United Kingdom dominated the scene throughout. It handled
minimum of 22 percent (1974) and maximum of 33 percent (1972) of the value of all non-oil
exports from Nigeria. On the average, Britain demanded for 29.05 percent of Nigeria’s non-oil’
exports.

Until the 1970s, Nigeria's exports were directed mainly to markets in the United Kingdom
and Western Europe also. But Nigeria has been able to diversify the market a little. However, the
countries next in importance to Britain is Netherlands with an average of 15.6 percent, West
Germany with an average of 12.8 percent. America comes fourth with an average of 11.4
percent. France’s share was 5.6 percent.

In terms of fluctuations, trade with Great Britain and Netherlands fluctuated very wildly
whereas that of America fluctuated mildly. Trade with Western Germany within the period was
somewhat on the increasiﬁg trend. -

Within the period, Nigeria experienced low trade with Eastern Europe, Asia and Africa with’
average of 9.2 percent 2.562 percent and 3.9 percent respectively. The bulk of the Nigerian non-
oil export to Africa was to the West African sub—rggio,n, an average of 3.4 percent. Nevertheless
as mentioned earlier, significant illegal trading activities take place between Nigeria and the
neighboring countries.

From.table 5, the major importers of Nigeria’s non-oil tradeable are Great Britain,
Netherlands, Western Germany, America, and France. Together, they demand for about 75
percent of Nigeria’s non-oil exports between 1970 and 1983. It'is for this reason that we have
aggregated their real GDP to obtain the average of the real GDP of Nigeria’s trading partners for

the export demand function.



YEARS

1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983

SOURCES: CBN - Annual Reports, various Issues

TABLE 5

DIRECTION OF NIGERIA’S NON-OIL TRAD 1970 - 1983 (%)

UNITED
KINGD
OM

28.2
30.6
33.4
30.6
22.7
28.4
29.8
29.0
28.0
27.8
28.8
28.8
30.3
30.3

NETHER

LANDS

16.8
14.6
15.4 °
13.6
9.1
10.2 -
18.4
18.5
15.0-
13.7
17.6
17.6
18.6
18.6

WEST
GERMA
NY

6.7
8.2
7.9
73
9.2
7.6
10.8
16.6
17.4
17.6
17.0
17.0
18.0 .
18.0

US.A

8.9

11.2
7.5

10.3
9.1

12.4
17.4
14.0
11.9
12.2
12.7
12.7
10.4
10.4

FRANC
E

8.5
3.9
3.3
6.2
1.8
0.9
2.0
3.1
9.3
9.6
7.3
7.3
7.8
7.8

EASTER
N
EUROPE

8.4
13.2
9.9
8.5
23.8
21.8
16.5
5.1
4.2
4.1
3.8
3.8
3.0
3.0

WEST
AFRICA

3.1
5.3
4.1
3.8
3.5
2.5
3.1
3.5
3.7
3.4
3.4
2.5
2.5

ASIA

4.2
3.7
4.6
3.7
5.8
1.8
2.5
0.6
0.9
1.5
1.5
1.0
1.0
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AFRICA

3.4
5.7
5.4
47‘
3.8
5.7
3.1
3.5
3.7
3.4
3.4
2.5
2.5
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CHAPTER THREE

THEORETICAL FRAMEWORK AND RESEARCH METHODOLOGY
3.1 THEORETICAL FRAMEWORK

In the classical thearies of trade, the major determinant of the quantity of the commodity
traded is the relative priée of that commodity. The supply of aﬁd the demand for export are thus
functions which are defined in terms of price-quantity relationships.

The prices are usually expressed as the price of exports i_n terms of that of the domestic
price. If the relative princess prices rise, a country tends to supply more exports while a fall in
the terms will discourage export supply. [n the literature, thé price of exports is both a.
determinant of supply as well as the demand for exports. The export price is usually expressed
as a ratio of the price of the same exporté from other countries (the competitors).

The level of income of importing countries have also been identified as having important
influences on the export market. Hourtakker and Magee (1969) and Goldstein and Khan (1978)
showed that there exists a direct relationship between export demand and the level of income.
However, the latter point out that the influence of income is greater the more the share of the
market a country’s exports have. This suggest that it is possible.fo.r increase in traéiing partners’
income level not to lead to increase in the demand for exports.

Apart from the price and income, the demand for Nigeria’s' exports is affected by a host.
of other variables. These include competitors’ supply into the world market, the rate or level of
inventory in the importing countries; the index of industrial production in the purchasing countries;
the taste pattern of buyers; the role of substitutes or synthetics, and barriers to trade (national

“and artificial).



27

On the other hand, the determinants of export s.upply include the relative p-rices betWeen
export and domestic markets; domestic demand; degree of protectionism; foreign exchange rate
and its availability to exporfers and producers; exports incentives; cost and availability of inputs
etc. : _ | ' :

In this study, we have investigated the extent to which demand for Nigeria’s non-oil
exports is influenced by the relative price and the level of income of the major trading partners.
Also, we have obtained evidence'on.the degree of responsiveness of Nigeria’s non-oil export
supply to the relative profitability of selling in the domestic and foreign markets, and the level of
domestic demand.

Elasticities and flexibilities are useful in mea_suring the rate of growth of exports.
Generally, elasticity measures the responsiveness of a dependent variable to changes in the
independent variable. In line with the received theory, price elasticity of Nigeria’s non-oil export
supply measures the rate at whicH supply by exporters buyers is tf\e price elasticity of demand.:

The magnitude and-sign of the elasticities have economic significance. For the response
of export supply and demand to price changes, when the co-efficient is less than one, greater than
one and equal to one, the response is less than proportionate, more than proportionate and
proportionate respectively.

_lnstances that e‘xtremes like zero elasticity and infinity occurs describes situations that
quantity do not respond at all, and when the volume can change even with prices being constant
respectively. The negative (positive) sign associated with demand (sup'ply) elasticity co-efficient
is because of the indirect (direct) relationship between price and quantity.

The world income elasticity of demand could be positive o.r negative. This shows direct:

or indirect relationship between world income and demand for Nigeria’s non-oil exports. A positive
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coefficient will indicate that as their‘ economic grow, Nigeria's trading partners import more non-oil
items from Nigeria. A positive result for net absorption elasticity of supply show that exports can
be expanded without hi‘ndrance from production for the domestic market whereas the reverse
show that the pull of domestic demand limits the availability of‘the exportable for the world
market.

3.2 METHODOLOGY

In order to achieve the objectives of this study, an empirical analysis of the demand and’
supply issues of Nigeria’s non-oil export has been conducted using econometric method. This has |
helped us to gain an insight into the key objective of the study which is to determine the
intertemporal variation in non-oil éxport elasticities for Nigeria.

As a general framework, the Prasad (1992) model specified for India and recommended
for developing countries like Nigeria has been adopted for our analysis. Taking note of Nigeria's
peculiarity, we have made modification to make the model! suitablé for our study.

3.2.1 CHOICE OF FUNCTIONAL FORM

Elasticities of dem;and and- supply can be obtained dirgctly from the estimation of
logarithmic functions. Though this is a direct way of obtaining elasticities which is tHe core of this’
study, yet, the equations may take other forms apart from geometrical form dictated by
logarithmic funétion. For instance, it may be linear, curvilinear, semi-log, double-log or any other
form. However, only one form i‘s examined in this study and this is the double-logarithmic
function. We choose this due to theoretical considerations, and its computational simplicity.
3.2.2 ASSUMPTIONS FOR THE MODEL |

The following assumptions are made to enhance the formula‘fion and analysis of the model.

(i) There exists production and utility functions for Nigeria’s.non-oil exports; these functions
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are well behaved and the two economic agents, Nigeria and the rest of the world, aret
optimisers of ‘theirAtrading goals. With this, we can then postulate that the market
equations were derived from the relationships in the production and consumption
activities.

(i) The variables with which the models are defined are the fnost important variables, other
influences are absorbed by the stochastic term. Also, the numerical values of these
variables are not distorted.

iii) The relationships are correctly identified and the specified ‘model is suitable from the
analysis of the Nigerian situation.

{iv) There exists price differentials for the Nigerian non-oil exports. Domestic prices differ‘
-from the world pricés. This necessitates the use of relative prices for the equations.

(v) Trading countries are on their demand 6r supply frontiers. This obviates the possibility of
a disequilibrium behavious.

{iv) Export prices (domestic and world), income and domestic demand are exogenously
determined.

3.2.3 SPECIFICATION OF THE MODEL
Prasad (1992), expressed the world demand for a particular export commodity

combos’ition in log-linear form as: log®™ =a, +a, loglUV/UV*] + a;°¢ WGDP + U,

Where: XW is the world demand for a specific commodity basket, UV, the unit value of totall

world export of that commédity basket in US $; UV’, the unit values of total world exports in US

$ and WGDP, world GDP net of services.

a, and a, are the price and income elasticities with the expected sign

a,< 0;.a; > 0.
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We have specified the foreign demand for Nigeria's non-_oil exports as:
XD = f{relative price of the chosen non-oil export basket and the real GDP of the major importers
of Nigeria’s non-oil items) and the éupply, XS = f{the relative profitability between export and
domestic markets, and absorption relative to the output of the selected agricultural products).

In formal terms, these could be written as:

XD = ag(PX/Pp)% (Y)% ... (2)
XS = b, (PX/P;)b, (DCN/AGDP)b, wvvvvvinivienee. (3)
Assuming a linear relationship, the general form of the above is
XD = ag+al Px/Py+a, Y + Uy cevvrininnnnnnes (4)
XS = by + by Px/Py.+ b, DCN/AGDP + Uz evvvinieniinn ...(b)
This could be re-written as:
XD = a, + a; P" + a,Y + U, ...... B g 4 (4")
XS = by + by P* 4 b,° 4 Uy eevvenreiniiicncie e (5"

Because the double.logarithmic form guarantees better result, and that the ass and b;s are
elasticities being the coefficients qf the parameters we estimated,the equations of our model is:
log XD = a, + logp” + @ 10gY + U covriviiiiiiiiiiinninnn (6)
log XS = by +bylog p” + by 10g D* + Uj eevviiniviinnininnnnns (7)

Where XD is the foreign demand for Nigeria’s non-oil exports; P, the weighted average
world price of the commodity baskets; P, the weighted average of Nigeria’s price; and Y, the real
GDP of major countries importing Nigeria’s non-oil eprrts deflated by their domestic price level.
We expect that:

ao>0,a1<Oandaz>0
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The supply function has been specified as a function of relative price index, p’; and
domestic demand as a proportion of the total output, D*. The U;s are the error terms/stochastic
factors. They are assumed to have zero mean and constant variance. We expect that:
by >< 0; b, >0andb, < 0.

The mode! does not.include exchange rate and subsides aé separate explanatory variables.
Their impact is however recognized '.chrough their effect on the relative price, unit profits received
by exporters, the GDPAet.c.l

Given equations (6) and (7) along with the identity XD = XS .(8), equilibrium is defined
for the system. The demand and supply equations are exactly identified and the reduced form of
the model is:
logQ =m10 + r11log¥Y + m12log D" + V,
log P, = my + my log 5 l0g D+ V,

The estimates of the structural parameters were obtained by solving the model defined by
equations (6), (7) and (8) simultaneously.

3.4.2 THE VARIABLES |

The aggregated .qu.antities of cocoa beans, palm kernel and natural rubber exports
expressed in million tonnes were uséd'as dependent variable in line with the practice in literature.
Studies that cover the entire exports convert the export of crude oil from its unit, barrels to metric
tonnes using the factor, one metric tonne to 7.3 barrels.

The independent variables used inclﬁde the real GDP of Great Britain, United States,
Netherlands, France and West Germany, major buyers of Nigeria’s non-oil exports. The figures
for the individual countries were deflated by their dorﬁestic price level and converted to US $

using IMF conversion factors. Further we multiplied the result by their average share in Nigeria’s
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non-oil export trade.

Other variables include the weighted average of the international and Nigerian prices of
the selected products, and their ‘domestic demand. We obtained the latter by dividing the
difference between the estimated output of the selected products and the volume of their export
by the estimated output. Increase in the prpportion of domestic demand relative to the output
would most likely decrease the availability of exportable for the world market or probably spill into
imports, or both.

As the export products relat(_a to perennial crops with long gestational periods, we lagged
prices for three-periods and comparéd the result with the model of spontaneous adjustment. It
is not possible to vary non-oil export Volume immediately in response to price chénges. We chose
three perio&s because of the availability of improved varieties of the selected crops. Similarly, the
demand by importers is not usually based on current price consideration alone. We used the unit
“values of the products instead of the commodity boards’ prices. This is because it depicts the
market situation more. The boards mostly make profit on their purchases from the producers.
We obtained the unit values by dividing the value of the export item with its volume.

3.2.5. METHODS OF ESTIMATION

The eétimation technique we have used is simultaneous regression method of Two-stage
Least Square (TSLS). The coefficient of the estimated equations'.\./vere computer-generated.

The work relies on the expect‘ed signs of the coefficients which wére‘ set based on
theoretical brinciple’s. This is important more so when the coefficient of determination, R?, for any
of the equations does not measure the degree of explanatory efficiency of variables in that
equation alone. Because of the simultaneous interaction among the equations in the model,

variables in an equation also influence variation in other equations within the system.
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Therefore, in the interpretation of the result, attention is paid more to the signs and
significance of individual co'efficients. We sought recourse in the Nigerian economic environment
for the interpretation of the result.

3.2.6 NEANINGS OF STATISTICAL TESTS USED

The empirical estimation results has been analyzed based on the following statistics: F-
statistic and T-statistic.

The F-statistic enables us to test the overall significance of the estimated regression. The
higher the value of the F-statistic, the greater the overall significance of the estimated regression.
if the F-calculated is greater than the F-tabulated, the F-statistic shows that there is a high degree
of association between the dependent variables and the independent variable.

The T-statistic on the other hand, enables us to examine the contribution of each
independent variable to the dependent variables according to thé absolute values of their T-.
statistic. If the t-calculated is greater than the t value in the tables {considering the degrees of
freedom and the level of significance), then the variable is significant in the explanation of the
dependent variable. Explanatory variables with low t-statistic values can be eliminated from the
regression without substahtially decreasing the value of the R? or increasing the standard error of
the regression.

3.3 DATA SOURCES, PROBLENV AND USES

Time series data has been used in this study. They were obtained from the following

secondary sources;
(a) Central Bank of Nigeria (CBN)
(i) Economic and Financial indiqators;

(ii) Annual Reports, various years;



iii)

(b)

(c)

PX

PD

CPI

AGDP

TGDP
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Statistical Bulletin, 1994

International Mo'netary Fund (IMF): International Financial Statistics

United Nations Organization (UNQO): Statistical Yearbook; various issues.

The different sets of data used for this work are:

Volume of Nigeria’s non-oil exports, obtained from (aii) above.

Average world price of the selected non-oil export items .calculated from figures in (b):
above

Domestic price (average) of the selected non-oil export items calculated from figures in
(aii) above.

The consumer price indicess of Nigeria and her major trading partners obtained from (c)
above.

Total of the estimated output of the selected products obtained from ({aiii)

above

weighted average GDP of Nigeria’s major trading partners also obtained from

(c) above. |

The currency conversion factors were obtained from (c) above.

In addition to the above, data on: the structure of Nigeria’s exports (N M) 1970-93 and

the contributions of Nigeria’s major non-oil export product {"000 tonnes) were obtained from (aii)

above.

Some of these data have been shown in the tables while the others are in the Appendix.

Because of the simultaneous existence of both official and parallel éxchange markets at different

times within the study period, conversions were made using the cfficial rates where necessary.
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Similarly, all the currencies have been converted to dollars to overcome the effect of the
Naira depreciation which could give false trend. This is moreso that Nigeria is interested mainly
in thé foreign exchange values of its non-oil exports. This is what will determine its import
purchasing power.

Lyakurwa (1 991) has identified the dearth of data, variations in transport costs, re-exports,
time lags, diversion on route, over-invoicing of imports and undelr - invoicing of exports to be
among problems affecting the quality of trade statistics in sub-Saharan Africa. This study suffered
from the non-availability ofithe data.on the volume of world non-oil exports. Even the data that
are available are suspect including those of the international organisatgions. '

Divergences and inconsistencies occur in the data series. Also, there are basic differences
in the procedure for data-generation and reporting by the organizations. The effect of this is that

the data could be unreliable estimates thus having effect on the validity of our findings.
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CHAPTER FOUR
"EMPIRICAL ANALYSIS

4.1 THE REGRESSION RESULT

Two models df»log'—linear and distributed lag forms are analyzed here. The first is a
contemporaneous equilibrium model in which both demand and supply are at spontaneous
equilibrium. The se‘cond model ma.kes allowance for non-oil export lag of three years. The results
of the one year and two years lag are not significantly different from that of the three years lag,
so we left them out of the analysis. |
Model 1

The result of the estimated equations are presented as follows. The t-values are in
parenthesis.
(1) log QD = 47.52 + 25.23 log P* - 23.43 log Y

(0.22) (0.18)  (0.18)
F-statistic, 0.02
(2) vlog QS = 2.35 + 1.19 log P*-0.63 log D*
(1.08) (2.30) (4.32)

F-statistic, 9.85b

The demand side captured by the relationship in equation {1) give results of co-efficients
that are all against the ecqnomic a priori expectation. Theb coefficient of the relative price is
positive. This suggest a positive relationship between the demand for Nigeria’s non-oil export and
the variables. Also, the negative sign of the income of the trading partners indicate that as their'

income increases overtime, they demand for less of Nigeria’s non-oil products.
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In additidn, none of the estimated parameters are significantly different from zero at the
usual five percent level of Significanée. The calculated t-values are less than the table value,
2.08. The F-statistic, 0.02 is also less tHan the table value, 2.08. The F-statistic, 0.02 is also
less than the table value 3.47. This shows that the variables are unimportant determinants of the
demand for Nigerian non-oil exports as there exists a low degree of association between the
explanatory variabies and non-oil exports demand.

The non-oail exﬁort s‘upply relationship in equation (2) héve the expected signs and as such
make economic sense. Also, the . estimated parameters of the explanatory variables are
statistically signiﬁcant. The calculated t-values are greater than the tables value, 20.8. This
suggest that they are important determinants of Nigeria’s non-oil export supply. The F-test show
that there exist a high degree of association between the depend(_ent and explanatory variables.
The reported F-statistic, 9.85 is greater than the table value. 3.47.

We have not reported the coefficient of determination, R2. This is because its efficiency
in a simultaneousl equation framework is not defined; it is not bounded (0,1) but (-infinity, 1).
Hence, small values are not an indication of "poor fit" and high R? can not be relied upon (as'
mentioned in the last chapfer) because of the interaction effects between the dependent and
indep.endent variables and between the equati‘ons in the system. See also, Goldstein and Khan
(1978, p. 278). Similarly, we left out Durbin Watson statistic because of the difficulty involved
in its interpretation in simultaneous equation model. See-also Prasad (1992, p 327)

The res.ul-ts of model 11 is: |
(3)log QD = 27.56 - 9.16 logP'; + 3.11log Y

(0.77) (0.68) (0.60)

F-statistic, 0.23
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(4) log QS = -36.74 + 16.23 I<-J_g'P-'_3 -1.75 log D’
0.38) (0.46) | (b.’ée) .
,F-étatigtic, 020
' Tﬁe t-values are also in pa‘renthesis. ‘

Thé démand'and.'supply relaﬁonships in e'quatidns (3) ana {4) fespectivély are valid on the
basis. of economic theory; all the expl'anafory var'i.ables have the éxpeptéd signs; But none of the
estimated coe_fficie:nts'l is éignificaﬁtly different_f'rdmb zer:o at evenn1(-) percent level. Their t-values
are less thén the fable.values, 1.743.' The meaning of thié is th’atvt'he fhree years lagged relative
price, income of N;geria’s trading partners a_ﬁd domestic demand are.not important dete.rminants‘
of the dem'and_ and supply.of Niger‘ia’s non-oii exports. The eétirﬁated relationships have low
degl-'e_e of asséqiation with fh‘eir explanatory varibable‘s.. The calculated F-values for_ demand (0.23)
and subhly_(O.ZO) functions are less than the table value, 3.55. |
4.2 | IMPLICATIONS OF THE‘RESUlﬂ.T

The cdéfficients of the explanatory v.ariaAbIes in equation (1) - (4) are the ela}sticities with
respect tovth.é'i"r; dependent variablés_.' Such elasticities are the. price and income_ ellasticisite of
demand, the price elasticity of su.p.plyl_'_'and the net a,bsdrption elésticity of subply. _

. The coeffici_ent of the pricé élasticity of demand iﬁ the two models are rel.a.tivel-y elastic;
(25.23 in model 1 and 9.16 |n model 11) but they are'ir{sighificant. The ma‘gn.‘itude of the‘
elasticity (':o'e‘fficie'nfs i'ndicéte the at the demand for Nigeri_a’s non-oil ex'p-c'.)rt's is very respohsive
to changes in price. This does’ﬁo‘t’ fit into th‘e' prebisch-Singer hypothesis of low price elasticity

of deménd for pr‘imary products.
” The implicatic;n of this result for export pl;ice managemer‘)t could have been that Nigeria

can get highevr;earnings by lowering the price of its non-oil products. But price is not an important
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determinant. This our result support the assumption in the literéture that world demand for the
exports of developing countries are determined by non-market forces, hence insensitive to price
changes. See Chenery and Strout (1966) and Miazels (1968). Nigeria is a price taker in the
primary corﬁmodity markets, and she éupplies an insignificant proportion of world non-oil exports.
Hence, Nigeria can not influences,- the world price.

Eventhough we do notregard the demand-price relationship in Model 1 as a credible result,
yet it could be because prices of the exports of other competing countries do not really exist in
primary product exports. However, our work is mainly concerned with the theoretical estimation
of the coefficients.

In model 1, the income elasticity of demand coefficient (-2l3.'4), suggest that Nigeria’s non-
oil products are inferior whereas that of model 11 (3.1) indicate that they are not necessities.
Also, model 1 result suggest a positive high degree of response of foreign demand for the non-oil
exports to variations in the economic progress of the trading partners. This negates the belief of
trade  pessimists like Ragnar Nurske that trade for the periphery countries like Nigeria is not an

"engine of growth because of low income elasticity of demand for primary produce. '

Model 11's estimate implies that as the economy of the trading partners expand, they tend

to demand for more of Nigeria’s non-oil exports whereas model 1 suggest the opposite. A

negative income elasticity could be because of

(a) Increasing substitutions of synthetics;
(b) technological progress that has made possible economies in the use of raw materials;
(c) the fact that iricrea_ses in the level of income of the major trading partners, all developed

countries means an expansion of the tertiary sector which absorbs little or no raw

materials; and
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(d) more patronage of Nigeria’s competitors.

The price elasticity of supply shows fhe capability of the economy to cater for the export
are relatively elastic; 1.2 and 10.33 for 1 and 11 respectively. This implies that Nigerian exporters
are quite responsive to price changes and that the Marshall-Lerner condition for successful
devaluatioﬁ’would be easily satisfied. ‘Also it supports the position of the export pessimists that,
the problem of export gfov_vth is not domestic. While Model 1 indicate that relative price is a
significant determinant of export supply, Modgl 11 iqdicate otherwise.

The net absorption elasticity has the expected sign in the two models. This implies that
domestic demand for non-oil products in Nigeria inhibits the availability of the products for
exports. Model 1 suggests that it is a significant determinant of rion-oil export supply for Nigeria
whereas mode 11 suggest otherwise. Model 1’s result dispels export pessimism and supports the
structualists’ view that hinderance to rapid export groyvth of developing countries is due mainly
to domestic factors. The presence of the pull of domestic demana in the models can be attributed
to the emergence of firms making use of the non-oil products in their operations. It makes the
responsiveness of non-oil export to price stimuli less important.

The‘ intercept of the supply' relationships in the two models also have economic
implication; like in the model 11 the estimated intercept in mode!l 1 is not significantly different
from zero. This means that their regression lines pass through the origin. The economic
interpretation of this is that at very low prices Nigeria will still be willing to supply non-oil products
to the world market. This may be because of the country"s dire need of foreign exchange; or the
fact that the domestic market can’t fully absorb the oufput.

Itis clear from oLxr result whi¢h of the models is superior.. On'a.priori theoretical grounds,

model 11 has advantage as it allows time lag to occur and its estimated parameters have the
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expected signs. On the other hand, the supply elasticity of model 1 seems more credible; the one
in model 11 appear dubious.

In addition, all the variables in the supply relationship for model 1 are important
determinants while none in model 11 is significant. If the intercept of the demand relationship in
model 1 had been significantly different frorﬁ zero, and in fact greater than zero, we could have
assumed that the demand for Nigeria’s non-oil exports is perfectly elastic. This could have
captured the primary market situation though the model does no't allow for adjustment lag. The
positive slope of both the demand and supply function means that-the equilibrium condition is not
satisfied. Hence, we belieye that the result obtained with model 11 is better; it staistified the
equilibrium condition imposed.

Therefore, it means that other factors apart from relative price lag income of Nigeria's
trading partners and domestic demand significantly determine the demand and supply of Nigeria’s
non-oil exports.

In the case of the supply relationship, conditions that affect productibn such as the
production cost, activities of the abolished commodity rﬁarketing boards, changes in weather, and
government policies etc can be advanced. Also, we can invoke ‘th'e alternative theories of trade
such as availability and vent-for-surplus theories combined with the foregn exchange requirement
to explain it.

On fhe vent-for-surplus thesis, Nigeria exports non-oil products that are not demanded in
large quantities at home. Hence, (as mentioned earlier) no matter the market conditions, we must
sell the products. This is aggravated because of the perishable nature of the products and the

foreign exchange constraint that the country has to tackle; Nigeria traditionally exports primary
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products. More may have to be supplied at low prices to meet thé foreign exchange needs of the
country.

The foreign demand for Nigeria’s non-oil exports may be explained by factors that
influence in.dustrial production éctivities in the importing countries. This include the levels of
technology, interest rate and the existing non-tariff barriers low interest rate for instance, could

"lead to business expansion and increased demand for foreign inputs ceteris baribus.

Similarly, it may be explained by the peculiar nature of Nigeria business and businessmen
and the products in question. This could include dealy in product delivery, poor communication
facilities, fraudulent practices, poor quality of products etc.

Therefore, relative price, income of Nigeria’s trading part.ners, and domestic demand aré
not important determinants of Nigeria’'s of Nigeria’s non-oil exporf demand and supply. This is, -
because of the nature ofAthAe produ_cts; marketing arrangement of the products ‘do‘mestically and
internationablly; the stage of development and the structure of the Nigerian economy, and that of

the trading partners.
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{g)

(h)

(i)
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CHAPTER FIVE

sUMMARY,_RECOMMENDATION AND CONCLUSION
SUMMARY OF THE STUDY'S FINDINGS |
In fhe background "to this study, we found out that:
the share of non-oil in total ex‘pbrts has been declining since 1960 due to the fluctuations

in the prices and the development of the oil sector.

" the major non-oil items forNigeria in the study period are cocoa, rubber and palm kernel.

iterﬁé’ l’i_ke palm oil, cotton, groLJnd nut, hides and skin, co'ffgé, fimbe_r etc have‘Adisappeared'
from the exvportv list. |
non-traditional items like fish and shrimps; soap and de;ce'rgents, chemic.a'lls'., ‘cashew nut,
urea/Ammonia etc are now on the export list.

>manufactures has not mad‘e any significant | impéct_ rather its. contributioﬁ has been
declining; Same for the mininQ sector. . |
as far as 1962, the Nigerian government has been concerned, and had béen fn'aking effort
to dtivers‘ify.ekpdrts and expO’rf markets.

government intfoduced vafipu‘s first-best and second best export promotidnal measures.

The:former to remove anti—éxport biases existing in the economy while the latter was to

" give incentives to promote exports.

the non-oil sector has not responded significantly to the bdlicy measures,

Nigeria trade more with Western Europe and America and less with Af‘rica.

 In the .main work, we found out that:
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(1) . there exists an iﬁverse relationship between foreign aemahd for Nigeria’s non-oil exports
and the relative price‘(lag 3); But. the Iatter is not an important determ'inant.:

(11)  there exists a positive relationship between fqreign demand 'for.Nigeria’s no:n—oil exports
_ andv bt‘h‘e. income of Nigeria’é trading partners, but thellétter is not a significant factor

111‘) ,the supply of Nigerié’s non-oi_l'exports responds positivély to relative price éhanges

V) 'dc_)mestic; démand constrain non-oil export supply in Nigeria |

(V) all the ex'plan.a_tory '\'/ariablés‘" are not sighif}cant determinants of Nigeria’s non-oil
export demand ‘alnd supply.

5.2 POLICY IMPLICATIONS AND REC’OMMENDATIONS-

Améng many others, the‘ implfcations of the findingé of our study is that:

(i) ' current effqrts of governme‘ht to'stimuléte’non-oil export development throu‘gh devaluation
can qnly‘achié_ve very minimal result. This is because of fhe reliance on brices in the
transmission mechanism. _T'hé‘.real cpnstraints to non-oil'éxport demand and supply are
non-price in nature. - | -

(ii) government polibies banning the export of non-oil producis to satisfy dO’mé‘stic demand
are ill-advised; domestic derﬁénd d.oes not significantly constrain export supply.

iii) gover‘nmen't emphasis on non-traditional -exports‘ such as fhanufactures is a step .in the,

| right direction.. This, will remove ;che bias against primary exports and strengthen Nigeria’s
indﬁstrialization prospect.s.'._ | | |

bue to these and other policy ‘impiications of our study’s findings, we are fﬁaking these.

‘recommendations in order to boosts the effort at pfdmoting Nige,ria’é r;on—oil expor-tAs, and thus.

diversifying the productive base of the Nigerian economy.
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Firstly, since the demand faqing Nigeria’s non-oil exports is relatively responsive tob price
changes and the ihcomé performance of the trading partners, Nigeria should make deliberate,
efforts to create economic environment that is conducive to domestic industrialization. This will
enhance the processing of the primary produc_ts thus increasing their price elasticity coefficient
and significance. Also, with more firms established locally, the ‘economy'will depend less on the
‘foreign buyers of the primary products.

Secondly, there should be more aggressive marketing campaigns to get new markets. This
should be directed toward particular non-oil products (or countriesj. This will reduce the current
dependence on European and Ameridan markets.

Also, we recommend that under the circumstance government should stop the devaluation
of the Naira.- Steps should also be taken to ameliorate the negéti\)e impact of the policy on,
domestic prod‘ucts.

We-élso recommend an output.expansion strategy as an important element of foreign trade
policy. This will help meet domestic demand and increase the level of employment. We
‘recommend policy measures that relate to prodL;ction needs and problem of produc,efs e.g supply
of credit, raw materials and inputs and the hi_gh cost of production that erodes their profitability.

In qddition, producers for exports should be encouraged to produce products of better
grades and quality. This will increase their competitiveness in the markets.

Finally, the Nigerian government should take decisive steps to arresf fraudulent practices
to improve the image of Nigerian businessmen. This will include fé_reigners to trade with them.
5.3 CONCLUSION

This work has attempted an anélysis of the behavior of Nigeria’s aggregate non-oil exports.

Our models have adhered strictly to the conceptual basis of the pure theory of international trade,



it consists of only real explanatory variables. This however, limits the opé{a‘" ional-utility: g,f/'{he
'“‘\NOJ 1y P

. e
g

coefficients estimated as the magnitudes can seldom, if at all, bé treated as policy variables.
Nevertheless, it can give direction on what to do. The models were designed for simultaneous
estimation to reduce the biés resultihg from the two-way relation between quantities and relative
prices.
| The basic ‘cdnclusion of the study is that relative prices, income of trading partners and
domestic demand do not play important role in the determination of Nigeria’s non-oil exports.
5.4  LIMITATIONS OF THE ANALYSIS

Although the regression analysis has produced some interesting results, they need to be
treated with caution. The results were the best obtainable with the data available.
5.5 SUGGESTIONS FOR FURTHER STUDIES

We suggest that more studies be carried out on the factors that influence thé demand and
(mosf importantly) supply 6f the Nigeria’s non-oil exports. This is to be able to isclate the very
important ones.

Also, we suggest that the stddies investigate the e_ffects of abolishing the commodity
marketing boards under the Structural Adjustment Programme. The studies could also introduce
nominal variables that will correlaté highly with the explanatory variables. This will enhance the

usefulness of such results for policy action.
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