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,\BtiTF~AC'l' ------
'!'he focal problem of the study :is t,~ ~nve~tigate 

the implications of the structure of the economy - both 

in terms of outpu.t ·composition and the relative size of 

the non-agricultural sec tor to the agr lcul tural sec tor -

for the behaviour of the general price level. Previous 

empirical studies have made use of aggregate output. 

This is questionable because some components of output 

may be directly related, whereas others may be inveu;ely 

related, to the price level. The prescn I; study .. 
inves tigu tes the relevance of s true tura 1 com·posi tion of 

outpu': for the understanding of J.nflati.on in Nigeria. 

Rclatcdly, tl1e size of non-agricultural production 

relativq to agricull:ural production, as a factor 

responsible for inflation, is empirically t.e,nted. 

The Ordinary Least Squares technique is used to 

estimate the functional relationships between inflation 

and the various variables tl1at reflect the structt:iral 

composition of· the economy. 'l'hc study relies on time -

series dat.:tfoi:- the period, 1960 - 1')'17. Output variables 

at different lovels of disaggregation c:n, used to run. the 

'ti1i1,li:G...51£~ssions, thus making it possible to test the hypothesis_ 



xJ. 

It is found tl'wt the, general pr.l-cc, lQ!'>",e.l rt.11 o 1100.l.tivo 

function of agqregate output - l:he G.IJ.I'. However, 

experitnGn ts with disaggrega tc:d output vnriables show that , 

while the price level is positively related to petroleum 

exports, manufacturing output, and construction output,· 

it is inversely related to agricultural octput. Thus the 

inadequacy of using aggregate output as a regrcssor in 

empirical studies o:f inflation is highligl,tcd. The study 

also shows that the size of non-agricul l:ura:.. production 

relative to agricultural production is positively related 

to :he price level. This ind.i.cutes t:lial part of Nigeria·•s. 

inflation can be traced to the absence of critical balancing 

of the agr!.cul tural and non.:.agricuJ. tural sec l:ol'S in the 

pro.:.:e&s of g,·owth. 

The empirital findings are further applied l:o a 

number of empirical and l:heor0tical issues: \:he condition 

for ictcrtemporal stability of the paramc ter of an 

aggregated regressor, optimal partitioning of aggregated 

regressors roe the pucnose of cs tJ.ma ti,Jn of functional' 

relation::.LilJ; explanation for •wrongly• sig11ed coefficients· 

in .regl.'l·,,,sion mudels, and reason :l;or th,, in:; tabi li ty uf the 

Philips Curve. 

Policywirc ~ inflationary tension. c:<1:, be reduced 

throuc;h e:'.'r:;.r;ie:1 t use of resources, throl19n effec ti vc 

agricultura:!. development, and through app. opriatcly using 

., 
I 

l 



xii 
' 

public cxpondi lcurc to int lucnc8 · the co111po::.i tion of output:. 

The cvidcncl,\i;ft·om lhis sl::uciy point~ to !Jl!! fac1·. thnt 

inflation in Niqcri.a is cons.1dcrab'ly ;i product of tl1c 

s true tu re of output in the procr.\SS of !,conomic grow l:11. 

Thus an ti-inf ln tion policy should be formula tcd and 

implemcn t:ed within the bronde::" con tcx t of economic growth 

programming. 

.. 

' 

;~., ·: 
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I . 
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CHAP'l'lcH 1 

THE: PHOBLlsM 

Inflation has become a persistently complex economic 

and social problem of all economies for several decades 

now.· However, the rate and natun:? of inflation differ from 
\ 

economy to economy dependin<J on, among other factors, the 

level of economic development, the st,·u,:l.:t!•:, of pro-:luction, 

and the ef~~cie11cy of resource utili.~atior,. Naturally,· the 

reactions of most scholars to ';he problem hove been to con

sult ~cono1nic theory for possibJ.e explanations. But as Roy 

-intraub (1977) has succinqtly noted, 

Our knowleclge of macro-econ0mics is not so 
secure t-.hat prejudgement can be attempted 
lightly. ~:.-;onomics is nol: Llwology, where 
the ari:icl<c:,; of faith must be supported to 
the ond of time. 

·In ·view of this, there is a compelling need for 

more empirical studl.es on inflation J.11 diverse directions. 

such studie::; will unravel new facts on the cau::ws, nature . 

and connequonces of inflat:lon fo,: conti:·ol policy formulations. 

1.1 statement of The Problem 

Since 1960, Nigeria has wi tnes::wd an unprecedented 

skyrocketing of prices. 1-'ot· example, with 1970 as the 'base 

year, Nigeria's consumer price index (C.P.I.) which was 

66.4% i,n 1960 ha.cl risen to 281.6% in 1'J77 (Wot·ld Bunk, 

1976:178; 1900:151). The implication ls thc1t the in~ernal 

1 



2. 

~urchasing ~ower of the naira had fallen considerably. 

Tab.le 1 shows the movement of the c. P. I. from 1960 to 19 77. 

From the series of annual percentage changes in the . 

c.P~I., two broad phases. can be discerned •. The first was 

1960-1968, a period of generally moderate price increases. 

In contrast, the second period, 1969-1977, was a phase of 

ii~>·,. more severe inflation. From negative growth rates of -3. 72% 

~iri,;.,. and -0.37% in 1967 and 1968, respectively, the inflation 
~i.~:. . 
'-h" :,.. . . 
\; .. : rate :became 9.89% in 1969 and turned into .double digits by 

.,. 
' 

Although the upward .trend in the gr•:iwth rate was 

,/,punctuated by single-digit rate~ of 3.44% and 4.66% in 1972 
,;;:;,··: 

;:\)lnd 1973 1 respectively, the hi.gh double-digit growth rate 
.. fi·'' 
.',was ::-estored by 1974 and sustained thereafter. The last 
r,~ ··.·.e ,,; .. '' 

·~i-1, 

'\~hree yeal·s of the period, - 1975, 1976 1 and 1977 registered 
' ,,, .-. 

'Qflation r'ltes of 34.27%, 21.49% and 21.48% 1 respectively. 

i,t~s.e high inflation rates arose mainly from the I Udoji 

~,i;lry Awards I of 1974 by which 'general salary increases and 

.~tars were granted to 'public servants. There resulted , 

cess liquidlty which found outlet in increased demand for 

/),llumer durabJ.es and non-durables and led to the deve'.!,opment 

·\!leW tastes by Nigerians, particularly f.:ir imported goods. 
,.•,1q, ., .• ' • 

;,> 1/;:,.:, J.. ' : • 

,:· I~ can be concluded from these developments that by 
' t~ 

... seventies, inflation had become a real. threat to the 
., .. ·, ;"i 

This has become a great problem to the ,, 

. eca\Jse inflation brings with it many economic and 

I 

'. 
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Table 1: Nigeria I s Consumer Price Index; ·J.960-1.977 

(Base: 1970 = 100). 

.. l Consumer Price Index 
. Year 

r-Level Annual .% Changes 

•' 
' 1960 66.4 : -

•, 

61 70.6 5;32 

62 74.3 s. 24 

.63 72.3 -2.6.9 
' 

. 
64 73.1 ·L .12 

65 76.0 3. 9·1 
., 

CG 83.::: .S' , 60 

67 80.2 -3.72 

68 79.9 -0,37 

69 87.8 9.89 

1970 100.0 13.90 

71 116.1 16.10 
I 

72 120.1 3.44 

73 125.7 4.66 . 
74 142.6 ' 1.3.44 

75 190 .• 0 34.27 

76 231.8 21.49 

,7 281.G 21.40 

S01.1t·ce: World J3anl<, Wor.lrl Tables, 1976, p. 178 
and 1980, (2ndl::d. ), PP• 150-151. 

· I 

( _,-,, . 



(i) ~L.1.E~lion Of Tn_c,gu.i. t,.11:>.l "' lncomv D.is l:ri!Ju t: ton: 

A long-standin~ cau~c of dislike for lr1fl~tion is that lt 

aggravat,1,:; th,.:• alco,,dy exict:ing p,~obl r,·111 o-t' inequit.,t,lr.i 

di::.tribution of income. It re,1i3tcibutes incomB from poor 

wage currr,1r:J, pc.:nsion<.:!r:::. uncJ otlHJr'::;: wl. l:h rt~l .. \l:.!vt~ly fixQd 

money inc:omes, to cich profi.t ,w,-nerr, ( l:lronrenbrennor and 

Hol:.e:mi.ln, 19G3). 

(ii) Pc>ctrucJ::._ion Of 'L'hc, n:1:,.i,; . .!:.!2.C.. '~.L.!.:.:.C"l:i_'?.!1 ot: 
Scacce :,,":09_<!_~.: A scholffr wl10 is of the, opin:'.on that: there 

is a mor·e serious pr.obl<ern associ,;,tec:I wll:h .tnflatlon, lh<\n 

its income distributional effects, i:; 1ice1;r.~ (1977). Ono 

of th" basic premises of ft mC1rket economy is that incoma 

of people should be based on their proJuctlvu contributions. 

But inflc1tion r.cnd,~r.s t11.tn premise inop,;·rat:ive. '('his 1,; 

becau~e ln f la Li<)n ,inco•..1ra9er. cos t-pl 11r; pricing and "wl th 

cost-plUH pricln~ lhQru is no generally accepted basis for 

alloc41tlng :JCl\rC·e :.:.upply of cJood~~ anc.1 Hl.!1:-v!c:•)S·" 

(iii) ~::!.:!~~.Q.<J_Of 'rhf' t•~c:l:.i~!..!!.lCJ Of The Pr1-s£_ 

Systc~: Clark (1982) has polntacl out w,nthcr possible 

~egntlve con:;,e'{U<enc1ci c, C lnf 1.:.11:iqn. 

of the prico .-.:y.st1Jnt to {':t."'Uni:;;ml t: info:rma Lion ,~ffect!vul y. 

I\~ a resLilt, ::he opt.lma.llty of econon,ic d,icisions in a 



s. 

market economy, w1l.l be jeop<-:irdized. 'l'obin (1972) has 

discussed spocific ways by which such distortions of the 

market-signalling system by inflation can lead to mis

allocation of resources. f<'h·st, tl1ey can lead to mis

allocation of time by workers who overestimate their real 

wages. Second, tl1ey can cause oversupply by sellers who 

·contract for future deliveries without taking correct 

account of thrs increasing prices of th~~ inputs necessary 

to fulfill contracts. 
.I' 

The evils of inflation notwitl1standing, there is a 

growing trend of thought that it cannot be suppressed and 

that the best thing to do when it occurs is "to learn to 

.live with it" (Curwen, 1976:134). uut even if it is· 

accepted that people should live with inflation, it still 

remains necessary to understand it. One can only live 

comfortably with what one ~nderst~nds. A diagnosis of 

inflation, thus, remains useful whether for the purpose 

of eliminating it or for the purpose of accommodating it. 

Such diagnosis should be carried out for individual 

countries because the causes and nature of inflation often 

reflect the peculiar characteristics of the given economy. 

One major strand of explanations for inflation 

causality in Nigeria and other countries is that it is due 



- ~• .......,Kl!l!"""!fc .. s~, ~pi(:;' • .",.,,-,,. . ..,.,., - ,.~ ............ , 

6. 

to excess demand ovc1~ the: supply of -gC'>Odi. and services 

(seca for uxa1nple, Okui:-ounmu, 197G). Impl.i.c i l: in suc:h 

explanations is the view that increases in output Ii"! goods 

and sci:-viccrn will, ccteris paribus, oxort a downward 

pressure on the g,m~:r,'lJ, price level. llu t. this ra,:H;oning 

entails too much generalization. It. is necessary to p,;-q

cecd further and analyzc the structure of the economy as. 

well a$ the composition of output before useful conclusions 

about the ou t:put-pr lee r~lat.ionships can I.,..:, drawn. 

It ir: of limited relevance, to cxpruss price as a 

fµn7tion of agqregatc· output nii<J to n1·gue ·that increases 

in lh~ output variable will necc3sarlly l1ave a significantly 

i:-epres1:ir.<;1 effect on the price level. Table 10 (infra, 

Chapter 2) uhovs that a conoiderabla proportion of the GDP 

is exporte(J. GJ.ven this f<,1ct., it would be unreanonable to 

expect tl1at mere growth of tha GDP will depress domestic 

prices. 'l'hoLlgh i I: may be pons.il.lltJ lo u::o export revenues 

to .irnporl: goods nn,:I ::(1rvicr?t>, 1:lu~t .. c :i.:: no qui:1.t'"9nl:.ce that t:hc 

itoms i1npor.·t:ml will IJo those that would satl:1fy cu,~rent . 
domanUs for consumc-u.-, gooclr.: t1ncJ servicc:r.~.. Imports may bu 

conccnlTc1l:o:,d on cap.ltc1l 900ds that rnld l:o growth potuntial 

ralhCL' than on consumer qoods. MorCJover, i I: .ls the con

tention of lhls work that import:., accu11l:unt:c inflationary 



7. 

pressure especially when they are purchased from economics 

with relatively high inflation rates. Till:; l:, the casL• of 

imported inflation. 

Nigeria's crude oil which is mainly for exports, 

exacerbates inflation in two way~. First, oil exports 

diminish tl1e weight of real GDL' in g~ncrally depressing 

prices. Second, the monetizatiqn of oil n)vcnues is a 

major cause of increases in mone~ oupply which, cetcris 

paribus I has accen tuu ting inf lucnce on l:hu ·: enerul j.)rice 

level., Thus Osagie (1982) pointed out that oil exports 

' are "positively and significanLlJ related to the index of 

domes,:ic prices'' in the Nigerian economy. Similurly, growth 

in output of construction industry that docs not lead directly 

to increases in final consumer goods and services while 

increasing money income, accentuaten inflation, in the short 

run at least. Moreover, this is to be expected given the 

high import content of construction output. 
. 

Therefore, it is necessary to disaggregate the GDP so 

as to investigate how the different components relate to 

the general price level. The resuj.ts from the use of 

aggregate output in an empirical study, thet-efore; wnuld 

be of limited relevance since they would obscure a lot of 

the underlying influences whi_ch are ntc:cesuary for the 

understand5.ng of the structure ·and dy,namics of Nigeria I s 

''··""~~ ... ..:., ... 
... , .. ·,,' 

I . 
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inflation. It is for this roason that, a •s't1-ucture-of

t)1e economy' approach is nccessapy in this study. 

An emerqlng ,::orollary is that while the, price level 

may be inversely related to cet-tain components of output, 

it may be positively related to other components. Deriving 

from thi.c. possibility is an important theoretical problem: 

the intertemporal stability of the parameters of an 

aggrega·b.1d rcgressor composed of items I some of whose 

marginal impacts on th,i regressand a·re r,os. :.ive and others 

of wr.0:::;e mar0inal impacts on t:he regressand arc negative. 

~urthcrmore, as has been noted by Kaldor (1980:142) 

and '.; :1irwall ( 1974: 221) , the relative size::, of certain 

sectm·s usually impart inflationary pi:cssures on the 

economy. This is generally considered tq be true with a 

rapid expansion of the nonag1·icul tura1 :iector relative to 

the agricultural sector in a developin() country like Nigeria. 

As real income in the nonagricultural sector expands, there 

!$ likely to be increased demand for products of agriculture 

like food and raw materials. Where the growth of agricul

ture is lagging behind the growth of nonagriculture, and 

where because of weak export bas~· and scarcity of foreign 

exchange, domestic raw materials and food deficit:; cannot 

be reaclil y off sc I: by imports, therE! d ... \·elops excess clemarid 
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for food and raw mat,1rials and tl)e pt·ic<.H; of thl!S<'! i toms 

will ri::;e, Other prices may r.i.s~~ .in sy,npal:hy • 

. The focal problem of this s tucly, the ref ore, is to 

investigate the implications of the structure of the 

economy - both in terms of output composition and the 

relative sizes of the agricultural. and nonagricultural 

sectors - for the behaviour of the general price level. 

In the bid to c1chieve this objective, \:he r._elal:ionship 

between the g,meral price level and the. fo·, ·.owing 

variables - aggregate output (GtiP), agricultural output, 

nonagricultural output, manufacturing output, construction 

outp1..::,. petroleum ex~ort, ancl the raUo of nonagricultural 

output to agricultural output, will be explicitly and 

empirically examined. 

Certain questions whicl1 arise from the l~st paragraph 

which this study will tr.y l:o answer arc: !low reliable is 

it to use aggregate output as an explanatory variable for 

the price· level? Are all compon~nts of the GDP homogeneous 

in terms of the directions of their impacts on the price 

level? If they ar.e not, what arc thr-, implicntions for 

model specification and estimation? In particular, what 

are the conditions for intertemporal stability of the 

parameter of an aggregated regressor'i' Is the si:;;e of 

I, 
I, 

' 

J. •,• 
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nonagricultural output r.rdntlve t:o agr.l.c.ull:ural output iln 

important determinant of price behavio1JL"? 
• 

This n-,c:oarch pnpnr a I: temptr; l:o pnJVido modes I: 

answei·s to tl10se questions. 

1.2 .!.!!1Aorl:ance Of. The StLKt'.. 

This study is important for severul reasons, the first 

· of which is tl1at it attempts to reveal to what extent 

inflation is a~ inevitable cost for desirable structural 

changes and to what extent it could be mitigated through 

deliberate adjustments in scctorc1l balance. Another 

importance of this s~udy is the realiHation that the 

structure of economic nctivity is significantly .influenced 

by public policy. From this point of view, it is hoped 

that the research will provide policy makers, with some 

indications of th<'- lnfla tionary repercussions of al tcrna

tivc structural patterns of ',Jl"OWl:h. Anti-inflation 

policies can be br-1 t t<.>.r ra tion,:1lfzed j.t' they are bc1sc~d on 

empirical diaqnosis of the problem. :3pecif .lcal 1 y, !:he 

research higl1light:; !:he conn~)ct.ions te tween the concepts 

of 1bol;;inced growth' and price stability. 

From a more general point of view, the study is 

relevant by contribut!ng to the undt)l'f> l:andinq of the 

~: .·: 
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problci.m of p,~rsist0nt disequilibrium which has characterized 

most developing economies since the 1960s. Simplistically 

stated, the ::;tudy facilitate~ understc1nding of th<~ problems 

of persistent disequilibrium. 

The study has still one more importance that is 

theory-development oriented. It sucJ9esbr a modified 

framework for the analysis of the role of output variations 

in price dynamics. It points out a speci~1:i. aspect of 

aggregation bias: that which arises from -~. ;e non-homogeneity 
I 

in the direction of the influnnces of components of an 

aggregated regressor, on a dependent variable. The sign 

heterugeneity referred to has implications for the inter

temporal stability of the estimate of the parameter of the 

aggregated regressor. This the0retical issue has a far

reaching practical implication for as Gupta (1969:4) has 

observed: 

Use of the macro structural coeff.lcients for 
assessing the influence of a change in any 
macro variable/swill depend upon \:he 
continuation of the stability of these 
coefficients. Theref~re, if this condition 
is not fulfilled their use as guide lines for 
policy formulation can lead to misleading 
results."' 

This research aims at designing a framework for 

circumventing the problem anticlpatecf by Gupta through 
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approprinte model specification. This is achievable 

through the explicit recognition of the 11ecd to 

disaggregate the regressor, on the basis of differing 

directions of the marginnl effects of its components, 

on the regressand. It may be stated thdt disaggrega

tion oft~~ output regressor in this study has not 

been carried to the lowest level. l•'oe f''<:dmple, 

agr.lcultural output can further be dlsnggregated 

into fishing output, livestosk output, crop output, 

et:c. llowcver the degre,1 of disag(Jl'C·!<Jallon employCJd 

is con:;:ldered adequate for the ~er:ionstration of the 

focal issues in the research 1,roblwn. 

1.3 Limitations Of The study 

This study, is by no means an exhaustive 

treatment of the problem of inflatj~n in Nigeria. 

This is because the problem is bol:h vast and 

complex. Conseq'uentfy I such fac tars like trade 

union power, expectations and balance of payments 

conditions which are known to be important 

determinants of the price level, havCJ not been 

explicitly included in the study. l"urthermore, 
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the study does nol:. l:.reat l.he unlque problem of 

ntagflation, a sil:ual:.ion of simultaneously 

increasing unemployment and prices. Because 

there are no rellablo unomplo~nent statistics 

for Nigeria, the possibility of extending the 

research to an empirical study of ntagfJ.ation 

is consi~crably limited. 

In view of the above limitat.:.ionn, whatever 

conl:r.l.bution th~i ;;;L;udy n,n1~·rii:'1, w:l.l..l be, 111oro 

meaningfully utilized if nkillful cognizance 

io ti1ken of ti1c factoro tt·int ti<lvc not t>oen 

expli~itly considered. 

1.4 t;ar:l.o<I covorc-cl Ry Tt10 .Slur.!.¥. 

'fhe s.tudy covers the eighteen-year 

period, 19G0-1977. '.rhe choice has been 

influenced by the fact l:hat the problem under 

investigation (inflation) wno adoqual:.cly 

"xh:l.bitcd during l:ile period a:, w,d.l ntJ by the 
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availability of mutually consistent data. 

on the relevant variables. 

1.5 Organisat.ion Of The Thes.is 

Chapter 1 has treated the statement of 
-. 

the problem and the importance of the study. 

It also highligl1ted the limitationu·of the 

study and stated the period covered by the 
,I 

study. Chapter 2 discusses some 

characteristics of the Nigerian economy and 

their implications for the behaviour of the 

general price level. The characteristics 

discussed are: the agricuitural

nonagricultural sector interaction, the 

composition of money supply and the nature 

of' the financial system, public expenditure 

and Development Plans, and foreign trade. 

A critical survey of the literature on 

inflation is taken up in Chapter 3. In 

Chapter 4 1 the theoretical framework is 

,, 



developed while in Chapter S, the 

methodology is outlined. 

The results of the eco_r:iometric 
l 
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estimation are presente<;I in Chapter 6 where 

the various stptistical tests are also con

ducted and the working hypotheses of the 

paper are evaluated. In Chapter 7, ·':he 

r'esul ts are discussed in such a way that 

their policy, empiric·a1 and' theoretical 

impJ.ications are revealed.. Chapter 8 · 

summarizes the thesis. 

~l 
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' 
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CHAPTE:H 2 ----

t\ dii.;cussion of the structure of tl11e Nigerian economy, 

is an overwhelming task given the large size and varied 

economic experience of the~ country. :Be U.11,1 t as it may I some 

knowledge about tha.t structure is' a useful background. to a 

study on inflation •. '.I'his chB.pter is therefore limited only 

to a sut·vey of the major and relevant ch<11:·,• .. l:ciristit:s of 

the economy, 

2.1 f\gr~S:::!2: t;':!E.<:J.:-And Nonag_r.l_c.yl.U!..£.'.1L ... :'i!~ tors: 
;s;a tu.,~(" And Perf orrnance --.. --. 
Il is common in u study of a devuloping economy to 

empha::;ize the relationship and/or the diff(irence between 

the agricultural and nonag~iculturul sectors. This proce

dure owes much to the fact that after political independence, 

hitherto predominc1ntly agricultural countrie::; attempt to 

industrialize and modernize. The Nigerian economy as a 

developing one has, since independence, acquired many 

industries and i:.( a clual;istic one. But it is still a 

predominantly traditional, rural, agricultural-based 

economy. The agricultural sector is characteristically 

16 
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a subsistence. qne th_at relies largely .on nonwa.ge labour 

' for its production, with almost completely noncommercialized, 

communally-owned land, o.ften regarded as sacred. It is in · 

this regard that. one remembers Ajayi•s assertion that "it is 

imposnible, '··perhaps ••••• unrealistic' to write any economic 

surv;ey of Afr~ca without taking .into account. some non

economic factors" (1978:61). An important implication of • 

this land tenure system and the world view·on land in 

rural Nigeria, is that commercial and entr.epreneural 

activl.tles .in this sector are rather .limited. 

The complement. to the claim of dua1ism arises from the 

exist~nce o·f c1 'relativeiy modern, non-agricultural sector 
; . -i·: -, ' '' . . . : 

consisting of manufacturing, construction and service 

industries. 'l'hese are characterized by wage-type employment; 

commercially organized production, a relatively high degree . . 

of monetization and keen entrcpreneural activities. 

In dualistic models, the relationship between the 

.agricultural and nonagricultural sectors is provided by 

rural-urban migration which links rural and urban labour 

markets. Workers mj.grate from rural to urban areas "in 

response to per.ceived differen.tial in income" (Mynth
1 

1965 ). 

This phenomenon is true of N.!.9cria. However, the Lewis 

(1954i a,1t.l Fei-Hanis (1964) views on ''surplus labourll - that 

I 
I 
I 
I 

·1 

I 
I 
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f 
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part of the rural labour force whi"<::h can be absorbed by 

the urbnn sector without causing declines in the output 

of the rural sector - se0ms inapplicable to Nigeria. This 

is particul~rly because rural urban migration is one of the 

major causes of the secularly declining agricultural pro

duction in Nigeria. i'breover, the rain-fed status of 

farming and th,, inherent seasonality of. fc1rm activities and 

employment, make it extremely difficult b) id,~ntify 1~hat 

constit~tes s~rplus labour in the Lcwio-.J•,J ·~nis sense. 

'",;-/:<LI:! ~ shc,w·:: the~ real vall'<"::::i o.f t:h, .. } t'DP and the 

contr:li:>Ll l..:.•Ji':c of agricu'.. turc :111<1 ,l<.Hlil•JCicu.l ture ,1 i .. 1974 

const··nl:. p1":l.c0s ::is well a::; th,~ir rct:ip(~ct::l,,1.·~ wnnunl 

percent-,.1<:,"1 clv1119es ov,!r 1960-197'/ period. Over the period 

it can be observed that the GUP grew fro111 a 1960 figure of 

i/6322.(l million to a 1977 figure of N1G137.B million - an 

increase of about 155%. Agricultural output which grew 

from N3346.6 million to ~3657.4 million only registered a 

9% increaao over the samo period. On lh0 other hand, 

nonagricL1ltur1,1 proJuction rouw from N297G.2 1n1111on to 

,,1121\80.ll mlll.ion, u 1.,J1,~nonw.:11l1.L i.ncL·(.?i":l!.iC or 319% ()ver the 

same pr.~r:i.od .. 

Ono can have furtlicr ln::;!ijhl into the b,~haviout· of 

tht~ abov1.·!. t:hr·c~.!e vt1rJ ,'1blP:; l."l'f nluclyi.nq : l 11cl:u,:1tion.s in 
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Table 2: Nigeria's GDP, Agricultural Output And 
Industrial Output - Value (at 1974 constant 
pric~s) and Annual Percentage Change, 1960-1?77. 

GDP 

Year Annual 
Agriculture 

Annual 
Value (i,:m) % Ch.:1119c 

Non-aqriculture 1 
Annual 

Value (Nm) "/, Change val1,1e (Nm) % Change 
-1-----+------1-------,1------+------1 

6322.8 

6~52.2 ' 

6652 • .5. 

7210.4 

7401.1 

7803.6 

0.46 

4.72 

8.39 

2.64 

5.44 

1960 

61 

62 

63 

64 

65 
66 7550.7 , -3.24 

, 67 I 
68 . 
69 j 

1910 I 
71 

72 

73 

I, 74 
75 

6384.3 

6308.4 

7999.2 

10267.0 

11542.G 

11929.8 

12585.0 

13915.1 

13652.7 

76 15309.7 

77 16137.8 

-15.45 

-1.19 
26.80 

20.35 

12.42 

3.35 

5.49 

10.57 

-8.88 

12.14 

5.41 

· 3346.6 
1

" 3250.4 

3367.1 

3643.1 

3626.1 

3643.7 

3390.1 

2864.5 

2822.6 

324 7. 2 

3815.7 

4015.7 

3723.3 

3425.2 

3457.4 

3362.1 

3480.!3 

3657.4 

) 

-2.07 

3.59 

8.20 

-0.47 

-6.96 

-1o4G 

15.04 

17.51 

s. 24 

I 
-7. 28 

-8.00 

o.94 

-2.76 

3.53 

5.07 

' 

2976.2 

3101.8 

3285.4 

3567.3 

3775.0 

4159.9 

4150.6 

3519.8 

3485.8 

4752.0 

6451.3 

4.22 

s.92 
8.58 

5.82 

10~20 

0.02 

-15.40 

-0.96 

36.32 

35.76 

7526.9 16.67 

8206.S 9.03 

9159.8 11.62 

10457.7 14.17 

10290.6 -1.60 

I 
i 
I 

! 
I 
,I 

11828.9 14.95 ' 

12400.4 5.51 j 
~-1---1----1---i-----"·-.· 
Averilge annual ' 
" change 5. 7 3 O. 84 9. 46 i 

. , 

Source: D1cveloped from WOrld Bank, "llorlcl Tables, 
1976 p. 178 and 1$80 (2nd l':d,) pp, 150~151 • 

.-, 
" ',\ 

/' 
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their values. Thc-!:;e ilr,~ indic,;LeJ by l:h,! annual 

percentage chan<:,<~s .in 'l'.ible 2. The CUP, ct•,Jr·icuJ. l:uru 1 

and nonagric.:ul tural production,:;, dropp,Jd from '.l~)GG l:o 

1968. The growlh rates for.GDP in 196G, 1.9G7 and 1960 

were reapecllvely, -3.24%, -15.45% nnd -1.19%; for 

agriculture, they were -6.96%, -15.5% an,J -1.4%, 

respecti ve.ly, and for nonagricul ture, they were O. 02',1:, 

-15.4% nnd -0.96';1'., re,:;pecl:lvely. ·r11,~ Gill·' <J<.'()1-11:'1 ,:ates 

ture w0~·e 0.8tl% and 9.46% resp,,,ctlvely, over 1960-·19'/7. 

A marked feature was the phenomenal grow ,:il ra tc of the 

nonagr.Jcul.tural scctot· compnL·c·,:I to 1.:h,e rc:>1,.,tiv•! st:agnation 

of the agricultural sector. 

A striking feature of trend study of dualistic Nigeria 

is the gain in strength of nonagricultural p1-oduction, as a 

ratio of the GDP, over agricultural production. Table 3 . . ' 

proves this assertion correct for the 1960-1977 period. 

One can infer from this observation that poor agricultural 

r,erformance is an important cause of i:h,': pt·evai ling 

in~latio11: tncreasing income in the nonagric0ltural 

sec~ot· :1as led to increased demand for f ,ocl from a sectoL· 

tha ': i ~; .s h,r inking. 

··---~ "·· 
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Table 3: Percentage·· Shares Of /\gricul tu1·e and · 
Non-agriculture in Nigeria's Heal GUP, 
1960-1977. ,- % Share of 'X, Share of 

Year Agriculture in Non-agriculture 
G.D.P. in G. D. P. 

1960 53 4 7 

61 51 49 

62 51 49 

63 46 5.:1 

64 ,19 51 

63 47 51 
., I 66 45 5" - :) 

67 45 55 
I 

68 I 45 . 
55' 

69 I 45 55 I 

197.0 41 59 

71 37 63 

72 35 6.5 
I 

73 I 31 69 I 
I I .. 

27 '.73 74 ' I 
. ' I 

75 ' 25 75 ,; ., 
i6. i 23 ' ' - 77 I 

I . I 

23 77 77 i 
I . 

-·-~,.!...-- - -
~·::>L:rce: Computed from Table 2. 

I 

,:..,:,•;' 
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Anotl1er point wortl, nol:ing ii; tha l: r-ixp,1111:ling 

indus l:d.a 1 s,,x.: tor requin1:; pcoportiona ~.el. y increasin(J 

c1mounts of r<1w m,:1terial::; frorn the agricultural. nector. 

However, thi:i demand is unlikely to be satisfied in the 

face of the. ·declining weight of agriculture in the GOP. 

Inevitably, therefore, this situation iu a boost to the 

already existing inflation. 

weake,1ed weight of agriculture in Gm1 ha:~ ctnother 

adverse impctc'; on the economy. It lei!L.c· ~c. :..:·,.,a·eased 

reliance· on 5.mport • ., for food and ,:-aw m'J t<~1:i&ls. This is 

a precarious reliance by Niger.la whose ,:, ... :ief export, crude 

oil, accounteJ for over 90% 01' total fuL·eign exchan9e 

earnings in \:he 1970 • 13, Even if forel~Jn exchange were 

available, importation may lead to higher domes tic prices 

if the sources of major imports c1re experiencing high 

inflation rates. 

Within nonagricultural production, a comparison of 

the performances of two of the subsect0rn - manufacturing 

c1nd, wholesale-and-retail, 19 also reve:i'lling. Munufactur

ing whict1 is usually braAded an injex of industrialization, 

still .:icc:ounts for a very small percenl;;.v1e of the GDP as 

Table 4 shows. It rose from 4% in 1960 to 7% in 1970 and 

dropped to si by 1975. The poor perfot·rnance of this sector 
. . 

. '! 
'I 
,I 

,. ,· 
! 
\ 
1 ·· ,. 
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Table 4: Percentage Contril:>utio11s c I.' MDnuf,,ctul'ing 
and Wholc•sul,~--and-netnil 'l'o Ni9.:,ri.,1' s GDP 
( '.LSlG0--19T/). 

-----.--~..--.-----------------------, 
Year 

1960 

6:, 

.. ') b , .. 

63 

GG 

G '/ 

68 

69 

1970 

71 

72 

73 

74 

7!.i 

'/G 

77 

Menn 

,% Contribution of 
Manufactui:-ing to 

GDP 

4 

5 

5 

6 

G 

G 

6 

"/ 

7 

7 

7 

6 

7 

4 

5 

, .. 
" 
5 

5.7 
~--·-~--·-.. ------ r 

% Contribution of 
Wholesalc-ancl-1,c, tai 1 

to C:Dl' 

12 

11 

11 

., .. 
'.I.:' 

12 

1.2 

12 

'.L'.l 

'.1.0 

.I.6 

20 

;~o 

21 

GourcG: Uni t,·,d Nation:;, Yr,ar~)Ook o I' N;1 l::i.ona 1 
/\ccoun ts St:a l:i.:.: l:ic:; 19'/<J, Vo C:-T'C;-T,". '.;SJ. 



24. 

derives from its high dependence on imporl:ed inputs. 

Adejugbe (1982) gave the weight of this dependence as 

averaging 40%. Opposed to the hehaviout· of manufacturing 

is the behaviour of the wholesale-and-retail i:;ubsector, 

whose contribution to the GDP lay·betwe~~n 11% and 12% in 
' ' 

the sixties and grew to an average of 20% towards the end 

,of the seventies. These facts indicate that N:i.<Jer:j.an 

entrepreneurs concentrate on quick-yielding distributive. 

trade ·while shying away from real ·productivv _;_nvesUw~nt 

in manL1facturing and agriculture. 

It should not be misconstrued fr.om the abovrJ ,rnalysis 

that d'.stributive trade ii; unimportant to Nigeria. 

Distributive trade creates place utility which is a stage 

in_ the production process. 'fhe 9rowing si_ze of wholesale

and-retail is necessary to link producers and consumers. 

But payments fot· services done by distributOL"S no doubt 

increase the final costs or: commodities to c'onsumers, thus 

contributing to inflation. 

It can .be concluded that agricult1.1r::1.~ pt·oJuction 

lagged behind nonagricul tural pL·oduc tion du1;ing the study 

pei:-iod. This has had undes.irable impl:LCd t...'.ons for pd ce 

behaviour. Secondly, both agriculture and manufact:uring 

which were suppos,!d to provide vendil)ll' vuuds to the 
. ,. 

·1, ,; 
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., 
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growing economy dld not yro~1 11d,:,q1Hli:oly. '1'1'1L<; ,.1dded fuel to 

the existing inflationary pressure. Finally, because the 

Nigerian economy was predominantly u trading r~l:ha~_than a 

manufacturing one, distributive trade expand.:< :r,•:.1·c tl1an 

real'industrial production. This, too, had the undesirable 

consequence of accentuating price increases because middle

men mark up prices successively. 

2.2 Money f::.t:!.PJ?..lY l\ncl The t>innncinl MCir·l.;·1} l: .~ ....... , .., __ . 

One could begln a discussion bn the financial market 

with an examination of money supply bec,: ... ;.se c1 clear under

standing of the structure of the latter gives useful insights 

into the nature of that market. For Lh8 Nigerian case, 

time-series data on the composition of money supply between 

1960 and 1977 are given on Table 5. A marked feature is the • 

,decline of the currency component of money supply from about 

66% of the total in 1960 to about 40% in 1977. In contrast 

to the behaviour of the currency cornponen t, the~ demand 

deposits component increased from ab,:,•1• . .:i1J:;:. i;,) dbout GO% 

over the same period. If one ac~epts the view tJ,at h!gl1. 

ratio of currency to money supply i:; ,.in i.nck.,x of under

developed banking habit and the ihactcquacy of banking 

facilitie:;, (Ajayi, j,978:58) then one c2n conclude that the 

I • 

i 



I 

,, 
( 2G. 

Table 5: Composition of Nigeria's Jvbney Supply: 1960-1977. 

. (1) (2) 
Value (N million) 1% of Total: Money Supply 

Year ' Total Money Currency in Demand Currency in Demand 
Supply Circulation Deposits Cirr.u la t.ion Deposits 

' 1960 240.4 158.2 02.2 65.00 34.20 

61 24:!.0 158.6 83.4 65.50 34.50 

62 250.2 159.9 90.6 6].78 36.22 

63 266.6 169.0 97.6 GJ.40 36.60 

64 313.6 198.0 115.6 '-;') 0 14 36.86 

65 323.0 201.0 122.0 G2.23 37.77 

66 ' 351.8 217.2 134.6 Gl.74 38.26 
• 

67 '317.8 207.4 110.4 (j5.2() 3'4. 74 

68 330.0 183.2 146.8 55.52. 44.40 

69 430.3 252. 7 105.G 57.65 42.35 
. ' 1970 631.3 342.3 289.0 ~i4 0 22 45.78 

71 ·,' 639.0 ' 354.5 285.3 55.40 44.60 

72 722.2 '385. 3 336.9 53.35 46.65 

73 .866.6 435.9 430. 7 .. ' 50.30 49.70 

74 .• 1290.S 569.0•. 7 2.0. 7 44.1.1.i SS.OS 

' 75 2297.S 1030 •. 7 12c,c;.e ·111. OG 55.14 

76 353G.3 13~;-1.2 · 2105 .1 .. ~d. ::~n 61.80 

77 4951.5 1971.4 29()() .1 :J'..>.n1 60.19 . __ ., ... . 1.----------- ----·- --·-·--··~---~~--------- . ------·-. 
Source: Derived from IM!", lntc~rn(ll.::i.0:1.-1:1. l·'i.ri.,nciill 

Stc1li.sticr;
7 

.Nov. t°9G't,'"p7"°7'.fi°;------. --·
"1i;fiii.:c11 1974 7 p. 2i2, Oct. 1.9'''J, r•, 2~12; 
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declining trend of curr·ency and incrc,a:,inq l:ren<.1 · of dernand 

deposits, are indicative of improvements in both banking 

habit and ban~ing facilities over tirnc. 

Table 6 shows the historical series on tl10 unnual 

gL·owth rates of money supply and its cu111p0n,.,nl:LJ which i'all 

into two main parts. 'l'he .fin,t period, 19G0-1cJGO was a 

period of moderate growth raten puncl:uatod uy· ,1xceptionally 

high growth rates in 1964. The second period, 19G9-1977 was 

a period oi' persistently hi9h growth ratcn .. ;: "''.Jn,:,y r;upply 

and its components wil:h a d.rop in the 'series in 1971. 'rhe 

highes.t growth rates were recorded in 1975. '!'hey were 78%, 

80% and 75% for total money supply, currency j_n circttlation 

und demand deposits, respectively. The oil boom years, 

1973-1977 with uncaul:ioU;,; .rnonel:i":ation of oi.l "xporl: 

revenuon, r,~gistered high growth ral:es for money supply 

and it~ c6mponcnts. i~is period coincide~ with high infla

tion ra tea avcragin~, over '16% l.H, twoun 1974 ctnd 1977 ( See 

Table 1, in Chapter 1). 

Generally, l:hc, L",ttio ol.' currency to tc,tal. 11,onoy supply 

of t11e f1.n,mcial m,:it·kc:. A 11J.~Jh cui:-n'•ncy .1·01l:.i.n 1.,, t:·tJ(.c•n to 

indlc.:1l:e .:1 low l,.•vel of qnJanl,;atio11 of 1.:/·,,.: i.i.n,11,c:Lal market, 



;~ ,~ .. 
Table 6: Annual % Growth Hntc-i:-.; i)f Money :;upply ,.,nd 

It,; ,~ornponent:-.;: 19G0-1':)'/7 

--· 
l'. u ,~ l:' c.~ n (~ y i ;.-,-f 

Year 
'l'uU1l Money 

~;upply Clrcu l il tion I 

1960 - -
61 0.6G o. 2!; ' I 
62 3.39 o. 8.2 

[ 
63 G r:· ,· 5nG9 . :.).) 

' 
64 17.63 17.1G 

65 J.00 1 .. 52 

' 
66 U.92 t:I. OG 

67 -9.G6 --'1 • !j 'l 

GU 3. [llj -'11.G'/ 

69 32.U2 3 '/. 94 

1970 '14. OJ 35.4G 
.. 

71 1.35 J.50 

72 12.GO 0.69 

73 'l').99 '1:t.13 

'/1 '10.92 J0.71 

'/'_j 7/.1.03 (3(.)./JC) . 
'/ ,; '., ,. L ' " I .. J. .. •. .. I. • / • 

. . 
. ·, ·, ··- ·. :~2 -. --·· . 'l!,. !Jl) . _; 

,':iourcc): DOVL)lopc:-d ;·i.:·t1111 T, 1:·;,. '., .. 

IJ<~111..ind 
1,ur,or..:l ts 
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has been dec~ining in the Nigerian economy, the financial 

market is atill far from being organised compared with 

those of say Great l3rif:ain, U.S.A. or. \~estern Germ.:my. It 

is due to the unorg.:inised nu ture of the 1narkc~t that con

vent.tor.al tools of monetary policy l1ave proved ineffective, 

in controlling inflation. The Central Bank of Nigeria, 

therefore, has "discarded the traditional techn.iquc::, of 

open market operation, variable liquidity.ratios and Bank 

rate" and has relied more on direct <1cti.on • .. o control the 

volumc, .. direction and cost of money and credit in tl1c 

economy (Nwankwo, 1984:5). Specifically, since 1969, the 

Centr.,l Bank gives directives not only on the percentage 

allocation of credits to differont sectors, llut also on 
. 

the interest chargeable on loans and advances to such 

sectors. 

Under such regimentation, there was no guarantee that 

financial resources were efficiently allocated to competing 

uses, Given the limited ability of Nigerian cntrepreneurb 

to employ credit productively, the liberal credit terms in 

the 1970 1s must have added to the inflationary spiral. 

2.3 Public "0J?..1:.!:1.ditur1! 1 National Dcvelopmeri.L_Plans 
And Government Regulations 

Governments in mcdern societies play the role of 
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providing social and econon1ic.lnfrastruc~ure and rogulating 

the econo111y. [>or LDC1.; :,uch govcrnmen ts liuve an additional 

rais~n cle ctt·e: to uccclrira te growth and development. 

'l'hese 9overnment1~ wish to close the gap br~tween their 

countries and the advanced countries. Leavj.ng the task to 

private entrep1:eneurs would make the a~tainment of the goal .. 
uncertain. On the other hand, active CJDvcrnment participa

tion wl 11 guarantee rapid economic growl:h, it is. argued. 

Tablo 7 r;llows the rising size of the r:•blic :;ector in 

Nigeria. The stimulus for this growth is derived mainly 

from the export of crude oil. 'i'l1is export'G contribution 

to Fe-:iet·al Government rt::venues as shown in Tub le 8 rose· 

from 1. 8% in 1959/60 to 77. 7';/, in 1976/77. One could rightly 

rationalize that with a larger revenue at its disposal, the 

Federal Government was able to undertake several capital 

projects. 

Olaloku et al. (1979:B) have riptly summarized the 

other pressures that !)ave expanded public expenditure: 

The beginning of such developments lay in 
the country•·s political crisis which 
culminated in a. civil war and greatly 
expanded the ,u·med forces. 'l'hf~ secund 
factor is the creation of states and the 
rtwult.ant growth of state bureaucracies. 
Also, the increasing interventionist role 
of thr,, governmcn t in the economic and social 
life of the nation has been an important 
factor in the growth of the government sector. 
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Table 7: Size of Public Expenditure in the 
Nigerian Economy, 1960-1977. 

Government E:xpen- G.D.P. Slze of Govt: 
· Year diture (Nomina,l (Nominal (a) .. (b)X100% Value in Value in 

Million .la!). Million M) 

1960 144.5 2247.3 6 .• 4 

61 179.0 ' 2359.8 7.6 

62 161.8 2597.6 6.2 . 
' 63 285.1 2745.7 10.4 

64 316.6 2894.4 10.9 
6.5 364.7 3110;1 11.8 

66 398.2 3374.8 11.8 

67 413.2 275.2.4 15.0 

68 437.7 2656.2 16.S 

69 495.3 3497.8 14.2 

1970 860.3 4920.0 17.5 

71 1040.3 6282.0 16.G 

72 1283.7 7066.0 18.2 

73 1165.0 9660.0 12.1 

74 - 13915.1 
' -

75 4944.9 15723.7 31.4 
' 

76 5973.3 20353.5 29.3 

77 7061.8 24655 .4 28.6 

source: (1) World Bank, World Tables, 1976 p.3S7 
and 1980 (2nd 8d.) p. 334. 

(2} Federal Office of Statistics 
~lyses 0_f Cbvernme~U~ll!l..t~. 
~.958/59 - 19;6/'17_, Lagos, October, 1979. 

• Because of incornplete dat:a for State Governments, 
only Central Governm-2_nt 8xpendit:ure it; u";ed. 
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Table 8: Con l:ribution Of Petroleum To Federal 
Government Revenue, 1959/60 - '1976/'77. 

Federal Petroleum Petroleum's Share 
Year Government Hevenue of Total Revenue ; 

Current Reve-
nue (N 1 000) (N•OOO) (%) 

1959/60 177,648 3,335 1.80 

60/61 223,700 2,452 1.08 
• 

61/62 228,962 17,070 7.45 
' 62/63 231,638 16,938 7.31 

63/64 249,152 11,036 4.43 

64/65 299,132 16,084 5.38 

65/66 321,870 29,175 9.06 

66/67 339,196 44,977 13.26 .. 
67/68 300;176 41,884 ' 13.95 

68/69 299,986 29,582 9.86 

69/70 435, 9Q8· 75,443 17.31 

70/71 758,068 218,942 28.88 

71/72 1,305,724 263,037 47.72 

72/73 1,389,911 705,362 so. 75 

73/74 2,171,370 1,189,908 54.80 

74/75 5,177,063 4,189,908 80.80 

75/76 5,861,543 4,61'1,683 79.3 

76/77 7,070,609 5,493,842 77.70 

Source: Angaye, G. "Petroleum and the 'Political 
Economy Of Nigeria" in 11he Political 
economy of Nigeria (Nigerian Economic 
Society Annual ,Conference, Port-Harcourt, 
12th - 15th May 1982). 
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One may say thi.li: much of gcvernmc•nt expenditure is 

directed at set·vices like def,~nce and general odrninistra

tion which do not add directly and significantly to 

purchasaable output. Spending on these s,1rvice programmes 

m,~ans µ4mpi:HJ a lot of money irto tile economy. Similarly, 
• 

ii siz,eab'le propor tlon of government el':pendi ture is 

channellecl into physicul infrar;tructurol development 

(Ukpong, 1979). such projects are charucterized lly 

lumpinesa of capital and irreducible minimL:m cost. One 

fact of spendin~ on social goods is that they generate 

incornc•s to their producers without correcponcling immedi<1.te 

incrrases in qoods that uuch income earners would buy. . . 

This a•,ymr.,etry leads to excess' demand ·and hence, upward 

pressure on pr.ices. 

Government:i of less developed countries depend on 

davelopment planning for achieving their goals of social 

and economic dovolopment. A development plan can be 

regarded as a programme of action for bringing about 

growth and development in a mora·predictable manner. It 

nas a speci2.l appeal to LDCs who are anxious to develop. 

Over the period 1962-1985, Niget·ia has had four developm,,,; i. 

plans, each charuct<:!rized by distortions that emanated from 

overfulfllLment of planned expenditure on administrative 

. , 
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machinery and under-fulfilment of planned expenditure on 

the more produc t1 ve economic sec l:u~·s ('romot·i and Faj ana, 

1979). This Lias one would expect is favourable to 

inflabion. 

Another important issue relah,s to the distorting 

effects of government ~egulatory activities. The World 

Bank Report (1983:57) argues that in most cases the dis

tortion of pri~es of goods and services as well as of 

capital and J.abour, results from g0vernment intervention. 

Table 9 shows indices of price distort-ion prepared by the 

World Bank for thirty-or.e dcvclnping countries in the 1970s. 

ThP. preparation of the index ls based on seven items, 

namely, ''exchange rate'', ''protection of manufacturing'', 

"protec ticn or taxation of agriculture", "capital", "labour", 

"power tariff II and "inflation 11 • For each country, the 

distortion associated with each of the seven items is 

classified as low, medium or high, wLth numerical values 

of 1, 2 or 3, respectively. The composite distortion index 

is then obtained as a simple unw~ighted average of the 

individual distortions (World Bank, 1983:62-63). · The table 

shows that 6nly Ghana has a higher distortion index than 

Nigeria. 

The very high distortion index for Nigeria is 

explainable in terms of the following goverrnncnt policies: 
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Table 9: Indices of Price Dir;tod.:ion• !"or 3'1 
Developin<J Countries in l:he 1.970' s. 

--- --··---
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Country . Distortion Index, Simple Group 
Average -- ----· ' 

· Malawi 1.14 
Thailand 1.43 
Cameroon 1.57 
Korea, Republic of 1.57 ' 
Malaysi:1 ' 1.57 1.56 
Philllpines 1.57 

' 
(LOW) 

Tunisia 1.57 
l<enya 1.71 
Yugoslavia 1.71 
Colombia 1. 7'1 

-
' Ethj,opia 1.86 

Ino::inesia 1.86 
India 1.86 
Sri Lanka 1.86 
Bl:a:.:il 1.86 1.95 
Mexico ; 1.86 (ME:Dl'UM) 
Ivory Coast 2.14 
Egypt 2.14 
Turl,ey 2.14 _ .... -. .. ---· 
Senegal. 2.29 
Pakistan 2.29 
Jamaica 2.2? 
Uruguay 2.29 
Bolivia 2.29 2.44 
Peru 2.29 (HIGH) 
Argentina 

; 
2.43 

Chile 2.43 
Tanzania 2.5.7 
Bangladesh 2.57 
Nigeria 2.7'1 
Ghana 2:86 

SOU.t'ce: world Bank, W',rld Development: Report 1983, 
Table 6.1 1 p. 60. 
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(1.) As part of measures to prot~9t home manufacturing, 

there has been a series of foreign trade and foreign exchange 

restriction legislations.. For example, from the mid 1960's 

through the 1970 1 s, such direct control measures as quotas, 

bans, and licensing wera introduced by the government 

(Obadan and Ihimodu, 1980). 

(2) Since 1969, the price as well as the sactoral alloca

tion of money capital has been exten~lvely regulated by the 

government leading to distortion of the cup!tal market (See 

Section 2.2). 

(3) In 1970, the Federal Govcir.nrm,nt set up the Price 

Control Boar·d to fix and police the p1:·ice of various commodi

ties (Awe:; tka, 1980). This policy encouraged black

markef:r,,ei:ing and honrding. 

(4) In 1973 1 the government introduced uniform pricing 

for petroleum prod1Jcts. To make the policy work, a price 

equalization fund was introduced to absorb the differential 

transport costs for d.i.fferent location:; while state governments 

whose taxes and dut:io:; were nbolished were to be reimbursed by. 

the Fede;:al Government (011'lh 1 1980). These measures infringed 

on the free working of demand and supply for,:es in the energy 

and power market. 

(5) A notable control of labOur prices was the minimum 

wage legislation of 1979 (and later of 1980). Moreover, since 

1976, employerG are prohibited by law to change wages 

•, ,. 
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without tht.c· approval of \:he Productivity, Prices and 

Incomes Hoard (P.P.r.o.). All these meaourco contributed 

to Nigeria's high distortion index. 

Accordinq to the.' World flank (1983 :G3) the higher the 

distortion index, l:he lower the value added per unit of 

in vestment. such a situation of lower productivity 

lncreaseo the inflationary pressure. 

' ' 
The imprcsnive growth of the Nigerian economy over 

the last two decades 01,,es mu.eh to the i.·apid expansion of 

foreign trade. The country needs imports of capital 

equipment and machinery to achieve rapid industrialization. 

It also needri considerable exportn in order to earn foreign 

exchange with which to import. 1'able 10 shows that import 

and export trades grew considerably between 19GO and 1977. 

The openness of ~he economy l,as grown phenomenally, too, .nc 

shown by the import GDP, expoL·t - · GDP, and import-plus-

export - GDP ra l:ioo. Another irnpor tan l: dcvelopnwn t in 

foreign trade is illustrated by Table 11. Over the period, 

1960-1977 1 the percentaye tontribul:ion uf ugrlculturc to 

expo,·t carnin<JG declined fL·om 96% l:o '1.9% whll,~ th,:tl: of 

crude <>il rose from 2.G'X, l:o 92.71, 

.. 
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Year 

1960 

61 

62 
' 

63 

64 

I 65 

LI 66 

67 

68 

69 

1970 

71 

72 

73 

74 

75 

76 

77 ,, 
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Table 10: In<licators Of Openness of the Nigerian 
Economy, ( 1960-1977) 

1 2 3 4 5 6 
Exports Imports Exports Plus G.D~P. Exeorts Imeorts 
('nominal (nominal (nominal Imports GDP GDP 
in M ii) in M PJ) ( in M .N) in MN) X 100% X·100'X, 

-
349.0 487.2 837.0 2247.3 15.6 

370.8 499.2 870.0 2359.8 15.7 

366.8 456.4 823.2 2597.6 14.1 

409.8 479.4 889.2 2745.7 14.9 

462.2 587.0 1049.2 2894.4 16.Q 

578.2 645.4 1223.6 · 3110.1· 18.6 

599.0 623.6 1237.6 3374.8 17.7 

520.8 621.4 1142.2 2752.4 18.9 

' 466.2 561.4 1027.6 2656.2 17.6 

632.8 702.9 1385.7 3497.8 19.5 

953~0 936.0 18139.0 4920.0 19.4 

1422.0 1317.0 2739.0 6282.0 22.7 

1S81.0 1281.0 2812.0 7066.0 21.7 

2467.0 1806.3- 4273.3 9660.0 25.5 

6243.7 274:j.3 8987.0 13915.1 44.9 

5302.7 5030.9 10333.6 15723.7 3~.7 
' 

6593.2 6573.4 13166.6 20353.5 32.4 

7676.0 8374.0 16550.0 24655.4 31.t 

---
SOurr.:e: · Derived f.:!'.om .. W:>rld Bank World Tables 1976 

pp. 178· and 1980 (2nd Ed.), pp. 150-151. 
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Table 11: Contributions_of Agricul tuz:-e and Petroleum · 
to Nigeria•s Export (19G0-1977) 

Contribution of f , Contribution of 
Year Ac;;ricul ture to· I Petz:-oleurn to Bx-port. (%) 

Expot't .(%) ' 
1960 96.2 2.6 

61 94.6 6.6 

62 90.s 9.9 

63 1tJ.8 10.2 

64 69.6 15.0 

65 6C.1 25.4 " 

66 so.s 32.5 
67 53.1 30.0 

68 65.(l 17.4 
69 45.,J 41.3 

1970 30.0 57.6 

71 18.8 73.7 

72 12.0 82.C 

73 10.0 83.1 

74 4.6 92.3 
75 4.7 92.7 

76 4.1 
! 

93.6 
77 4.9 92.7 

I 
.. 

SOurc('S; (1) Central [,ank of Nigez:-ia, Annual 
~oz:-t ~ Statement Of Accounts, 
(Various ssues J. 

C 2) federal Office of ·statistics·, 
Annual Abstruct of Statist1~, 1964. 

(3) Federal Office of Statistics, 
Di1est of StatiRtics Jan. 1963 1 
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What arc: the possible consequences of these features 

for the stability of the Nigerian economy? One is that 

adverse developments in the: export market which result in 

foreign exchange scarcity ~Jill lead to shortages of both 

consumer and.producer goods in the Nigerian economy. Such· 

shortages will adrJ to inf1ation. Anoth,?r is that with the 

rising import - GDP ratio, the suscC;!ptlbility of Nigeria 

to impol·ted inflation, has increased. Jlbrcover, the 

structural shift from an agricultural prodc~ts-dominated, 

to a crude oil-dominated export trade hus u spectacular 

consequence. Revcnu:,:,s from l;he later type of exports 

accrU'.) mainly to the state. As Adeyeye and 1°alciyesi (1980). 

have noted the expansion of petroleum exports meant that 

the government could undertake .development. projects "without 

resorting to fiscal me,.i:.iurcu which could have reduced the M 

incomes of individuals and companies". thus the period was 

marked by rapid 'i!xpansion of aggregate liquidity with the 

consequent excess demand anct·inflation effects. 

An incontrovertible conclusion from the analysis in 

this chapter is that a lot of inflationary impulses are 

embedded in the NigeriRn economy. 

·-' ' ·,: .:: 



' i 

l 
' i 

;i 

. . ' 

,, 

• 
LITERATURE REVIEW 

The literature on inflation is copious.· The 

following is a review of th,~ main strands. 

3.1 The Basic Theories 

Fore .. ·unner economists like David liurne, John LOcke and 

Adam ·smith identified increases in money supply as the 

major cause of inflation. au t 1 t was Irvin,· fisher who 

formalized the "Quantity Theory of Money" - as this strand 

of thought: came to be kn0wn - wit:, the exchange c.,quation. 

The F'.sherine equation formulat~s a relationship between 

money supply (M), income velocity of circulation (V), 

the average price level (P), and real national income··(Y), 

thus: 

MV ., PY• 

Proponents of the Quantity Theory concluded that a change 

in money supply produces a dit'ectly proportionate change 

in the price level • 

The Quantity theory is deficient because it recognise() 

only transactions demcmd for money and was based on lhe 

unrealistic assumptions bf full employment equilibrium and 

41 
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perfect fl~xibility of prices. 'l'he ·assumption .of perfect 

flexibility of prices is particularly unrealistic for an 

underdeveloped country .like Nigeria characterized by 

institutional and cultural inhibitions. For example 

wages and irit1:.:rest rates are regulated by" government 

legislation so thgt these prices cannot be adequately 

flexible.· The idea of full employment is also .absurd. 

A developing country like Nigeria does have a lot of 

unemployed human and matel·ial resources and what are to 

be . .:::ought ara ways of removing bottlenecks to expand 

production and reduce involun·t<:iry unemployment. 

In reaction to the flaws of the Quantity 'l'h~ory, 
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;{:~l_;if 

tr,,:;f 
.\i;~i 

it{! 
,,~~'.) {:;~...-,~; 
<r.t~,t,'• 

. ~(::)$ 
{ii 1 ::l 

I 
Keynes (193G) showed, among oth,:r things, that exogenously 

tf1:$;p 

induced increases in aggregate demand could generate pric 

rises even when money supply remains unchanged. Accordin 

to him, there 'is an additional motive for holding money 

the speculative motive, People.will hold money if they 

i:i!i 
l
:~r.a 

expect inte~est rate to rise in the future so that 'they 

can make capital gains, On the other hand, when people 

expect a fall in interest rate, they will reduce their "l:~}} 
f..},:1 

cash holdings. Thus total demand for money (M) is ,,,,· .. 
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demand for money (M5p) which ls an inverse function.of 

interest ra t,·(r ).Not.a tional 1 y, 

= M + M T ,sp 

MT(Y) + M (r) sp 

f(Yl + g(rl; t•)· o, g •t,o. 

(In this model, .the precautionary demand for money is 

subsumed under the transactions demand). By 'implication, 

an increase in money supply may not produce a price rise 

if the excess money supply is abso_rbed into speculative 

balances. Thus, an increase in money supply is not a 

sufficient condition for a pt·icc risrJ, as the Quantity 

Theorists had reasoned. 

Keynes gave the neo-Key~esians a cue by which they 

argued that fisc~l rather than monetary policy should be 

relied upon to stabilize pr~ces. Contrary to the 

Keyriesians, the"Monetarists, notably l'riedman (1956), 

1nsist that monetary policy should be relied upon for 

economic .stabilization because money supply is the major 

variable influencing, .not cnly price level, but also the 

mcney national income. r;;,·en ~hough both JVbnetc1rists and 

Fiscalists saw excess demand as a cause of inflation, 

thet::- analyses are inadeqi.;ate for an economy with 

l
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undeveloped financial system like Nig<.iria's and where 

the economy is under-monetized. M::lr0.ovcr, th(1y con

sidered oniy l:!;e demand side of Llie problem while 

neglecti~g the supply slde. 

As a result:, 'cost push' theorists like Hines (1964) ma"in

tain that inflation is caused by rising factor cos'ts, 

parti~ularly, wage rises. When trade unions successfully 

raise wages, for example, producers wi.11 rnc1rk up prices 

in order to mnintain existing profit margins. The contri-
' 

butio11 of t:·,c cost-push school notw~thotanding, the 

problem is that or1ce inflation is in proce~a, it is not 

pract: ':,,blc to sep<1ratc ucm.:ind pull h·om cost-push 

inflation,be~ause, they become mutually reinf9rcing. 
' ' 

Philips (195U) provided statiitical evidence of an 

inver~e functional relationship between the rate of change 
I,,' .. 

of money wage rates and the rate of unemployment implying 

that there is a conflict betw'e'c,,n t.he policies of full 

employment "and price stability. Samuelson and Solow (1960) 

have argued ·that changes in money ~age rate have a direct 

causal relationship to the iuflalion rate and have there

fore modified Philips curve by replacing tilq rate of change 

Of money wage rates with. the rate of inflaLion. The 

Phil ips-samue 1 son-So low unemploymen t-111 f la l: ion trade-off 
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theory has not tallied with tll<:, expcrienc•a of many 

economic:;?s where inflc1tion <J«:.d:s worr;o a~ un<~niployrn,:!nl 

rises. This situation of stagflation suggests the 

existence of rigidities in the economies. 

Thus Schul tzc ( 1969) in his "in tc,L' sectoral demand 

shift" th<,OL"Y gives o pictun, of such L'iglditics. He 

argues that prices rise in expanding industries but do not 

fall in declfning ones, the. result being an upward bias in· 

the avei:uge price level. llut ~chull:zo did ,ot concern 

himself with how the operation of transnational corporation:; 

could be n possible sou1.·c(! of' mnt·ket t·i,Jidity. 

'l'he "profit push" th(10ry of Levinson (1971) is an 

attempt to fill this gap. Levinson traces.inflation to 

the activities of multinational coL·porationo who 11 f ix" 

prices .on an international basis to maximize global pro

fits. While the recognition of the importance of 

multinationals in influonci_ng local maL·kct outcomes is 

praisi:?worthy, it: is qucs tionnble wh<~ thcr such multi

nationalD cnn afford to noglect to a r.ctauonable c,xtcnt, 

the demand ni tuationt1 !n ind.lv!dL1nl coun l:t·!es when they 

fix pr.lc0s. 

The bnsic theor~u9 outlined in tt1is section h•vo 

been dav~lope~ along various directions ns illustrated 
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in the following section. 

3.2 Some r~xtensions Of The 13asic 'rheori_~ 

An interesting development ·is the explanation of 

inflation in terms of 11 expec~ations 11 of which there are 

two major veL·sions. The "adaptive" expectations model' 

(Cagan: 1956) proceeds from the assumption that economic 

age.nts correct their errors step lly step. The process 

is represented by the expression: 

n·~'t + 1 ell* t +1'(\k -wt), 
where TT t is the actual rate of inflation in the present . ' 
period,1Tt is the rate of inflation expected for the 

-· present ~eriod and llt+l is the expected rate of inflation 

in the next periou. The adaptation coefficient,/',, is 

subject to the constraint: 

o< '), t::.. 1. 

If the observed ·rate, 1ft is greater than the expected rate 

Tr:, then the inflation rate is raised in proportion to the 

error, CT~ ~li:). Similarly, if the error is negative, 

the expectation i.s corrected downwards. 

This verston has been criticized by proponents of 

rational expectation on the ground that it neglects the 

. /, 
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ability of economic agents to utilize 111formation pcov1ded 

by economic theory. According to J. I". Muth ( 1961), foi· 

example, there exists a r~levant econon1lc theory into which 

all available information enter::; and whorrn prediction:o1 are 

the best possible. Therefore, expectations arc rational 

wh6n they occur with the predlcti~ns of the relevant 

economic theory. Put: in another language, rational .. 
expectations of inflation, ,r t are Unbii.lSOd (?S tima torr.; 

of .the r . .:tual rate~, ·1rt' given all in!un11nt:'on ill: the 

beginning of the period, zt-l thus: 

'l'he expectations models ar.e vct·y idealistic; it is 

unlikely t:hc,t: in practice, p<mple will have the knowledg<~ 

and convenience to undertake the complicated culculationu 

entailed in theories before talcing dccluions. However, 

the theories have provided the base for further scholarly 

contributions. 

Friedman (19GB) and Phelps (1972) have applied the 

adaptive expectations model in criticizing the Philips 

curve. They argue t:ha t diffcren t values of the. cxpect:,.>d 

rate of inflation will generate different: Philips curves 

at given unemployment rates. Thus, the;., Philips curve 

'• :· 
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cannot b,~ located with certainty. Howev,~t·, like the 

Philips-Samuelson-solow model, the Priedman-Phelps model 

neglected the role of labour productivity in the wage

inflation problem. 

It was ·rurnovsky ( 1970: 88) who ex tended the 

wage-inflation relationship to incorporate the rute of 

change of labour productivity. The rate of change of 

price, p, he argues, is equal to the rate of change of 

money wn9e r<Jtc, w, minus thr, rate of clv,nc1 of labour 

productivity, 0 thus: 

.p "' w - -e. 

Practical application of Turnovsky's principle faces a 

serious clifflcul ty becau:;e th,i ml',a:;uremen l:' of labour 

productivity iu not a scttle0 issue. ln fact it is 

confoundin9 to know labour's contribution t~ tho total 

produc I: becausr~ labour :\.s often combint!d wl th ol:ht!t' 

factors, notably technology i,·hose quality is continually 

changing. 

DrechE,r (1979) has propounded that .l'or a given wage 

rate, the hi\Jher the r_.:itio Df labour-intenniv,mr,ss to 

capital intensiveness in production, the less severe is 

the :l.riflaU.on-uu~,mployment l:rach~-off.' anu v:Lcr., ven;n. Th.l-' 

1. . 

! 

' '' 

!',: 



49. 

view is relevant to Nigeria's recent experience with 

inflation and unemployment. The'oil industry.which has 

dominated the economy since the 1970s is capital intensive 

while at the same time, the rapid monetization of oil 

export revenue is inflationar_y. A stagflationary t:ende,:icy 

is, therefore, inherent in such a cap.1.tal intensive 

sector. 

Bronfenbrenner and Holzman (1963) have reviewed 

another aspect of the iriflation-unempleiymen _ problem: 

inflation is the cost of the movement from a lower full-

employment to a higher full-employment position. That is., 

there is no unique full-employment posil:.1.on. Okun (1970) 

agrees with the former and established that a reasonably 

stable relationship exists between output'and the rate 

of employment. A one percent increase in the unemployment 

rate was associated with about a three percent decrease 

in real output. Okun•s law is thus.a justification for 

the drive to higher full-employment with its inflation 

-cost. 

Tobin (1'972) argues that in '!ny labour market, the 

rate of increase of money wages is the. sum of two 

components - the. equilibrium compon,,nt and the 

disequilibrium component. "'l'he disequilibrium components 
.. 
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are relevant only if th•~ disequilibria persist" and the 

disequilibria persist because of an underlying ''never

ending flux" caused by new products and processes, new 

tas.tes and fashions, new developments of land and natural 

resources, etc. aas~id' on this, Tobin concludes that a 

11substpntial amount of unemployment compatible with zero 

inflation is "involuntary and nono'ptimal". This analysis 

is relevant to an economy ~ike Nigeria's where rapid 

structural changes are bound to take place ·.s the economy 

drives to modernization. The move to reorientate 

production and consumption practices from outward-looking 

to in~ard-looking is a likely source of disequilibria. 

Hicks (1974: 62-63) is of the view that: 

something has been overlooked; the 
obvious fact of specialization of . 
labour. Particular labour scarcities 
are bound to be revealed while there 
is still in total, considerable 
unemployment. Thus wages will start 
rising much before "full employment 11 • 

The monetarist model of inflation has been extended 

along the acceleration and temporariness theorems 
' ' 

(Frisch, 1977). The accelerr.1.tion theorem implies that 

only a change in the rate of growth of money supply . ' 

induces real effects - employment and output effects. 
'' 

In contrast, every constant 7ate of growth of money 
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supply is consistent: with equilibriu1n in the real sector 

although at different rates of inflation. 

The temporariness theorem states that a monetary 

impulse influences the unemployment rate for only a short 

period; over the long period, money wages and market 

interest rates will adjust to the higher inflation rate 

and the real effect will disappear. 

Th0 acceleration and temporariness theorems are 

, aspects of the "monetary nE.•utrality" hypoth .. sis: real 

output and employment respond only to that part of 

inflation that is unanticipated. How<.!ver, some empirical 

findi,·,gs are not in agreement with· this hypothesis. !'or 

example, Garner (19B2) tested the hypothesis for the 

United Kingdom and found out that ."anticipated money 

growth significantly affects real variables" and that 

"monetary suprises are at best, marginally significant". 

The limitation of all monetarist models is that they 

are based on the assumptions of efficient markel: 

signalling and rationality of economic agents. Nothing 

could be further from the truth. Even in highly 

industrialized and monetized economies, monopolistic and 

oligopolistic market structurfs, and externalities impair 

the efficiency of the market signalling process. In an 
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LDC 1 the limitations arc certainly more serious because 

of cultural nncl institutional bottl,~neclcs. In either · 

case, rational behaviouL· by economic agents is greatly 

constrained. 

The literature already surveyed reflect the 

reactions of scholars to inflation in the now 

industrializod countries. In recent times attempts 

have been mad~ to explain inflation in' LDCs against the 

backgrou:1d of their peculiar characteristi~ ., In this 

regard, the structuralist scho9l in Latin Amc.rica is 

outstanding. 

The "Structuralist" school of thought emerged in 

Latin America in the 1950s and questioned the applica

bility of orthodox monetarist theories of inflation to 

the LDCs. As portrayed in thc-·work of their leader, 

Osvaldo Sunkel ·(1960), the structuralists contend that 

inflation in LDCs is c~used by certain structural bottle-: 

necks like inelastic food supply, foreign exchange 

;constraint, imported high prices, etc., asi;ocinted with 

a developin<J economy. It is these structural inhibitions 

tha,t are U·,8 root causes of inflation. M'.lncy supply' only 

-/:: .. 
,,' . 
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to manifest itself, the structuralists argue. 

between monetarists and structuralists is in their con-

ceptions of how the economy really works. In the pure 

monetarist view, the real structure of ·the economy can 

generate stability and growth. Inflation and stagnation 

are the products, not of inadequate structure, but of 

ert·oneouc policies. , In the extreme structu: :1list view, 

on the other hand, the structure cannot generate stability 

and growtl1; therefore, to stop inflatlon and to increase 

growt:,, the structure should be chan9ed. 

The mor,etarist-structuralist controversy has led to a 

number of empirical s t;udies. One such wor;, was by 

Harberger (1963). Using the or.d'inary least squares 

regression method, he found. out that money supply and 

real income influence the price level positively and 

negatively, respectively. \ogel's (1974) study for 

sixteen Latin ,\merican countries con firmed Harbet·ger 's 

findings. Vogel concluded that differences in rates of 

inflation in Latin American countries cannot be attrl.buted 

to structural differencea but -rather l:o differing behaviour 

of money supply in these countries. 

' 
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Di~z-Alajandro (1965) had used a synthesis of the 

monetarist and structuralist models to study Argentina's 

inflation. ·rhe results showed that both monetary and 

structural variables were significant explanators of 

inflation although structural variables had less propor

tionate impact on the rate of inflation than monetary 

variables .• 

In a similar study of twenty LDCs, Argy (1970) found 

out that money supply influences tho rate o[ in:(lation 

significantly, while structural variables do not. Adolfo 

Diz's (1970) study produced results similar to Argy•s. 

it can be deduced from the empirical studies repo~ted 

that there is n tendency for monetary variables to be con

sistently significant in explaining inflation while 

structural variables yield mixed results. However, on 

the basis of available evidence, neither the extreme 

monetarist nor the extreme structuralist view can be 

accepted. Each approach contr~butes to the understanding 

of some aspect of the inflat!on process. To that extent 

one will agree ~i~h Oliveira Campos• (1967: 108-109) 

argument that the controvers·1 between the monetarists 

and structuralists is a spur~ous one. For according to 

him, the sr.ructuralists if in pa,wer would have to adopt 

• 
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monetarist policies as a short-term m<:';is11rc ancl the 

monetarists would in the long run, acc,,pt · thri need for 

structural cl1c1,1ge. The monetarist is 11 a structuralist 

in a hur1·y" and the structuralist is "a monetarist without 

policy-making responsibility", . 
While debate and research on inflation in Latin 

America has been outstanding, there has also been 

research in other LDCs. !•'or example, 1\boagye (1982) 

studied the role of imported inflation for the ·ahananian 

economy during thee period 1952-1977. 11,~ found out that 

·imported inflation was not i1 serious p,~oblern but that 

exces~ demand and expectations-lnducc,l influtions were 

serious .. 

Like other stud~es, Aboagye•s own no doubt throws 

some ligh~ on certain aspects Of inflation in LDCs. But 

the use of :iuch omnibus explnnatory variables like "excess 

demand" limits the usefulne:ss of., the l'.in<lin9s. Is excess 

demand not a reflection of structural composition of out

put and sectoral in te1:actions in tlw economy.'] i..buld it 

then not be advisablo to introduce th<!lHJ :htt;or factors a:. 

e~plicit explanatory variables in the study of inflation 

in LDCt,? 
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3.4 The State Of The Art In Niger~ 

. Rrc:corded accounts of inflation in Nigeria go back to 

as far as the 1920s. For example, Hopkins ( 1973: 257-258) 

has described how consumers, especially urban wage 

earners, suffered decline~ in their standards of living 

during the Second World war, as a result of rising prices 

of imports and food, and rising urban house rents. 

Akinnifesl ·and Philips, (1973) have concluded from 

their study that a "way to curb the inflati.:.,;,ai;y trend 

effectively is through a rational.'supply of money 

process ••••• 11 These res(~archers, however, did not say 

how muney supply car-i be rationalized in an economy with 

numerous o'.:ructural constraints. 

In anolher empirical study based on ordinary least 

squares regressions, Adeyeye and Fakiyesi (1980) concluded 

that money supply Pnd government expenditure are important 

determinants of the rate of inf:ation. They, however, 

failed to discuss government ex;>endi ture behaviour within 

the context of the structure o: the economy. 

Obinna ( 1981) reasons tlla': fiscal dt·ag, which operates 

through progressive marginal tax rat1is pi:-ouuces implicit 
. " 

surplus for the government :whi~e retarding production in 

the private, sector. As one ::;o~ution to inflation, 



~i., .. 
therofore, he rccommenc.Jn that part: c.: 1·th.) p11i·.l"i.c sector 

surplus shou).J be recycled into the 1n·ive:1to ::wctor 

through subsidies and lower tax rate~. Obinna•s observa

tion is in consonance with the view of Bacon and ~ltis 

(1975) that: greater cont·rol of economic resources by tha 

governme11t produces a shift from a low to a high non

marl<0l:~ic.l. uul:.put with tho possib:i..lity l:!,,11: growth declines 

and, i11;;:.l.al:ion,:1ry pres:.-;ure height;~ns • 
• 

:::on,n c,:11pirical studies hnvo invet,L.lgatt,,d thc J.mpact 

of output: cl,ungc,; (a111ony othol' v<1riaJ.,.L,"s) on the 1.>r·lc.:e 

J.,,,vul, u:::in9 the, e~onornetric tochuiquo of ordinary least 

In on<J ~,uc;h s.l·.udy, /\clcjuc,b,,, (1982) 

found 01.1i; l:J,,1t 1110110,y .'rnpply i.md,r,~ul output influ.,nc<> the 

pric1..1 J ... :v,.:l dit:<'.!Ctly 1.H1cJ .i.nvut·f:cly, r·1..~.upoct.i.vc:~1y. However, 

sinc-, Lill" price ind.,,c for the lower l.ncom0 group rather than 

that for nll group:; of conr;umen; wn:. t.11Hed, thH n;,sultlng 

es timn l;t1n mny on'l y ho LlfH.?.d 1,,Jl I.: h c,:,u l:.L{'Jll.. J\doj uqbc hJ.mselt 

exprcs~3t.:t.; re:::;et"'vat;i l)l"'l ov<1r- the• m,~thoU he• uaed to dcrivt?· 

the pi:-:i.':u inc.lox. 

ilnd 1nc.u1cly nupply, ronptlctlvoly, nnd the nvcra<J<1 price 

and Ogundarc (1982). :Cn thls. case tt·icHr•Jh, monthly data 
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were used for the regres·sions and thin rnny h:·1v0 introduced 

a bias in the model. As Curwen (1976:1) has noted,. "it is 

necessary to measure inflation over periods sufficiently 

long so as to eliminate any bias arising from purely 

short-term phenomena." Moreover the monthly data on GDP 

used by Palegan and Ogundare were not observed but were 

predicted from a regression -of annual GDP an annual exports. 

Discordant results were obtained by Owosekun and Odama 

(1982). Their regression produced a negatively signed 

coefficient for money supply and a positively signed 

coefficient for real GDP,. This anornally is likely to have 

arisen from serious multicollinearity between real GDP and 

E~ money uupply si,.nc::e both vuciables wet·e derived by 

dividing their respective nominal ~alues with the price index, 

Ladipo and Adeyokunnu in their own investigation used 

-~~ GOP to serve as a measure of excess demand. They 

found th<1t bath money supply and ~i.nal GDP influence the 

price level positively. 

Jn his study which "takes into consideration the 

internal structure of the ec6nomy, and foreign ~rade 

.. factors'', Osagie (1982) concluded that both import prices 

• 
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and crude oil exports are positively and .significantly 

related to t:1e index of domestic prices. Credit goes to 

Osagie for recognising the importance of the concQpt of 

the s.tructure of the economy in an empirical study. 

Although he did not develop the ide·a within the theoretical 

and empirical contexts of the use of aggregate output as a 

regressor in an empirical study of inflation, his study 

has a cJ.ose.r. bearing to the present study than any 

other emptt·ical study on Nigeria's. infla i:ion. Indeed, 

Osagie•3 study provides a useful background to this 

study. 

3,5 L:l.mitatfons Of Previous Studies 

Previous studies have made useful contributions to 

the understanding of the problem of inflation, especially 

in respect of how output changes affect the price level. 

A major limitation· of such studies, generally and 

particularly in th~ Nigerian case, is that they were 

based 0,1 data on· aggregate output and had neglected ·the 

importance of the structural composition of that aggre

gate to price behaviour. It is the contention of the 

present study th~t different components of output relat~ 

' , . 
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i 
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to the price level differently: some positively, ohhers 

inversely. These underlying variations are lost sight 

o( when aggregate output is used'as a regressor in a 

price equation. But such details are of practical 

importance for anti-inflation policy formulation. The 

present study will fill the gap by using disaggregated 

output variables as regressors. 

A second limitation of previous studies is that they 

have.not investigated, empirically, the scr~oral inter

action between agricultural anJ non-agricultural sectors 

as a factor in inflation. This study investigates the 

probl2m of sectoral interaction within the context of 

the struct11ral problems of a growing economy. 

Derived from the first limitatibn of previous studies 

is the third which is that previous studies did not 

analyse the problem of intertemporal stability of the 

parameter estimate of the aggregated output regressor. 

Since aggregate output can be dichotomized in terms of 

whether they are inversely or directly rel_ated to the 

average price level, the sign of an aggregate output 
' 

reg~essor is likely to be unstable. The present study 

attempts an exposure of this special case of the 

aggregation problem. 

• 
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3.6 Statement Of The Hypotheses 

The study is guided by two interrelated hypotheses. 

The first is that in Nigeria1growth of real GDP will not 

.nec:essarily dampen ·price rises; the former may even 

accentuate the lnttor. This hypothesis is based on the 

contention that some components of Nigeria's output 

affect the price level p~sitively while others affect the 

price level inversely. 

The second hypothesis is that in Niger~a, the price 

level is positively related to the ratio of nonagricul-
,. 

tural to ayricul tural 9u tpu;(. 
,, ...... ~ "I . I,• 

'.!'his is j,ustiffed .. by···· the 

urgum8nt that, in a developing economy like Nigeria's, 

where agric:ultur~) is more or less stagnant, the growth 

of real income in rionagriculture will lead to excess 

demand for agricultural products with inflationary 

consequenc,E·s ( Kaldor, 1980: 1.4 2). This type of inf la-
. 

· tionary polen tial materialize,; because domes tl.c food and 

raw materials deficits cannot be readily offset by 

imports - hecause of shortage,and instability of foreign 

exchange earnings, for such a developing country. 

1, 

.·. 
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The study relies on a conceptualization of the 

ensentials of the Ni9erian economy and how they relnt,i 

to the price lovcl, rather than on any universalint 

rnodeln such ns l:ho.se· of l:ho Monol:c1risl:s rrnd l:hc1 

l<cync1sinnu. A simple mncl"o-model of l:llo economy 

reflccttng the structure of output ancl :;oc':ornl inter-

N:l(Jc.•:l,'.l iD a dClvolopin(), oil cxporl:lng economy. 

Uroaclly, Uw economy can be. clividc!d int<J n lnrgcly 

tro1di l:ional il<JrJ.cul l:w~.:il noctor and n rola tJ.vnly modci-n 

more monetized nona9ricultural nector. Alno, the GDP 

could be divided into the export ,'Ind nonoxporl: components 

with crude oil exports ns an important dlstincf:ive ~art 

of the export component. 

In terms of tl1cir r.olo in tho inflnl:lonar.y pr.oceua, 

agqr<,cFll:o output may bo p,.u~til:.lonod inl:o \:wo gL·oupn: 

( 1) tllon"' Wll<)tJO c:irow l:h ox,)l" l::, cl downward prcsBuro on 

pd.ces nnd ( l.J.) thon,,1 wilorH, 9t·ow l:h t1cc,1n l:un l:cw prJ.co 
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rises. Elements in the first group include agricultural 

out:pul: "'hilc~ ol.omcnl:s in Lh,~ ::,rc,cond group include con-

1;truction output and pel:rolc;,urn export:n. The, comparative 

t:i1~es o.f components of oul:pul: rnny al,:fo be a f.,cl:or in 

price level b,1ho.v:lour; l:hc l"apld exp,insion of nonagricul

t:ure and l:he lagging of a9rlcull:ure io likoly t:o lead to 

rising food prices and subsequently~t:o a possible rise 

in the general price lev(!l. 

4. 2 .!::lo l: n l: ~.'?.D.E:. 

'!'h" oper.-,t.tonnl Vdr.lai.>l.en (incl.ud::.11<:r. rill:J.oe) 

ror:ul l:ln~1 from l:hls concepl:U;ll fr,1111ewot'k, can be 

sumrncu;-i,~1!d not:at:.tonally ns follows. 

'{ 

= 

'l NI': 
l!".J 

GDP 

agr:Lcul l:la·nl compon,.,i1.t: of GDP, 

nona9r icul tu1~al con,ponc~n l: of GDP, 

<>xpor l:cd Gr.·p, 

cruch:~ pt'~trol<-n1111 expoe l:., 

non--crud,? p(:l:rolr."!ttn1 oxpor.l:, 

sum of c:omponcnl:n of GDP, l:hut 
influence the price level, positively, 

j'<-"::"' 
'_. 
~ '.. 

I 
I ••• 
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! 



z. 

? 

64. 

= sum of components of GDP that 
influence the price level inversely, 

= nonagricultural-agricultural output ratio, 

= the average price level. 

'1.3 Identities 

From the above notations, some definitional equations 

or identities of the national income can be formulated as 

follows. 

y 5 YA + YNA e • • a O O • e • • • • D • ( i) 

y - y8 + YNE: • • • • • • 0 • • ~ • • • • (ii) 

but, YE = YCE: + YNCE • • a o • • o • • • • • • o (iii) 

so that (ii) becomes: 

y YCE + YNCE + YNr:; (iv) 

( V) • 

4.4 Functional Relat.:!2_nships 

Based on the foregoing reasonings, Lhe following 

price behaviour equntions can be formulator!. 

(A) p = P(Y) = P( y ['' Yv); 

. 'i::;) p > 0 
'FT ) ., D 

';.) p <, 0 
rj) y 

) 

. V 

'·"' , .. 
,/' ·, 

.. 
·::< s· 

.\, 
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and, 

Equation (A) together with the accompanying sign 

constraints on the parameters, ~P1 dp and dP , 
(j YD ~Jyv dY 

....:ar=.,i,.._,_, ......... ~~ 

rnflects the problem of the intertemporal instability of 

the marginal effect of the aggregate output variable, Y, 

on the average price level, f". This problem was stated 

in 1.1. 

(B) r" = p (YNA) = F>(Z); 

YA 

di<>"'. 0. - / dZ • 

Equations (A) and :al can be combined thus: 

(C) f!l = f!> (YD, ·y~, Z) ; 

.-, 

6'..:.E_) o, 
c3 YD 

c) p:> [ o, 
c>Yv ' 

0 FI>' o. 
c)>'"z· 

Since r YD-~ { y y y ···} ,. ) I I D11 D2, .. D3 
..... ~. .J ,_ 

\ 
.. 

anc, Yv/ --'.'> ; y y y ··J ... , ', v1, v2, V3 
\.., ., ... 

---...,..._,I 
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(Cl can to written as 

( C) ,, y •••, Z); 
V3 

4.5 Comp~~~th An Alternative 'Frame~ 

It may be useful to compare the framework which has 

been developed in 'the foregoing, with that most commonly 

used i:-, i11vestigatin<J thC! role of output changes in 

inflation. That is the Harberge1· model, .in its various 

forms, wh5 .. ch is derivcicl from the exchange equation as 

follows. 

MV = PY 

where M = money 12Upply, 

V = income velocit:y of circulation 

p ·- average price level 

y = real national income. 

The exchang0. cqua \:'ion can be roar;:anged to get, 

P V M 
'{ 

I 

-~}) 
/'·:;·:. :~ 

: ' 
I •' ' 
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which when transformed logarithmically yields the linear 

form: 

log P = log v + log M log'£. 

If the logged equation is differentiated with respect to 

time, it yields: 

'J. 
p 

9,Q = 
dt 

1 dv + 
V dt 

1 dm 
Ill dt 

1 dY 
y dt O 

Some researchers who rely on this model use the 

logarithmic fot·m, some use the rates of cha,.ge form and 

other:; even use· the ordinary lim~ar form of l:he variables. 

However, the essence or tho modul is summarized by the 

gener.\l form: 

P = P(M, Y) 

'OP · 0 
-1 ' 'clM 

d p / o. 
c)'l ........ 

As can be o):;served, this model is based on aggregate 

real income and r,~gards the marginal effect of changes in 

output on the price level as definitely negative in sign. 

On the other hand, the model which has been dev£:loped in 

this chupter ( 4.1 - 4.4· ) , partitions aggregate real :..ncome 

(GDP) into two subsetr,-. each containing elements with 

identically signe~ marginal affects 011 the price level. 
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Based on tl1is dif~8ran~latlon,.tha model also recognises 

the pos:dbilil:y of the marginal effect of aggregate output 

on the :,rice level being positively signed or negatively 

signed (see 4.4). 

In concluding this chapter, we refer back to equations 

(C) and (C) 0 and note that the model developed for the 

present study incorporates two broad ways through which the 

structure of the economy can generate inflation. First, 

the growth of some components of outpu.t is ciirectly a 

source of price rises. Second, the growth of the 
' nonagricultural sector relative to the agricultural 

so_c1:rJr fc=-.vours price rises. 

' 
i 
' ' I 

. I 
I 
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'l'hc <·:conomctrlc c1ppr.oach :l,.1 cmploy,,d for l:llo sl:.uciy. 

In 1.:h:ln chupl:or, \.:he functJ.on,; l:.o be ,.,:.it.tmat:.c,d arc 

spc,,cif:latl, l;\;,'} mot:.hod of c,11::Lmnl:lon in ciH.)11011, t:.ho nr.,turc 

of \.:ho cl.:itn 1.-nqulr.cd und how they aru,, collcct:.nd nr.-c~ rJl~1-

All. vari•J.blou·npp,,ru:-lnq J.n t:l'\C! er.il.:."\.i.1t1i":ion oqual:ions 

lnclurlJ nq 1.:110,.10 nlroad·: :lnl:1:·nc.lucc(l ln Cht,pl:er. l\, w111· for 

convonlonco bo dunn l:od ,i!l ful lnwr~: 

AVOL"El<JO l'J."iCC l.,OV0.l (111onsur.·ccl by th,: COllGUlll<·lt:" 

price l.ndox). 

G. Do P. 

/\(1r:\.cul t·.ui.-r.il Oul:p1.1l: 

Nonngr.:lcultur.:il Oul:p11t:. 

Mnnufnctt1rlnq Output 

Conul:ruc~:Lnr, <lulput 

' l-'1~il:.rt.)l.< 1 1i111 F~\h.>J:'l: 

• •••• - • • .. • • • p 

. . . . . . . . . . . . 
• • • • • • • • • • • D 

• a • 0 • • • • a O • a 

• • • • • • - • • 0 • • 

P " • • • • n • • n • Q 

• • ~ n o • • • • • n • 

x,. ., 
X G 

M1J1F>t\l:·.IJ!ul l:111:11'.I.-A\jl".\.c:ul l:Lll:"'11 Oul;pu t l!n 1..1.u ••••••••••• x., 

G0 
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Import Price Index 

Money Supply 

War Dummy Variable 

70 • 

• • • •. • • • • • • • Xa 

•o•••O•••••• Xg 

•••••••••a•• X10 

The import price index caters for the possibility of 

inflation being imported from other countries. A signi

ficant proportion of domestically traded goods is 

imported; rising prices in other countri,1s can thus be 

transmitted to the domestic economy th~·ough such imports •. · 

This, in fact, derives from an aspect of the structure of 

the Nigerian economy - its openness (;:;ce 2.4). To reduce 

specification error, money supply which is often~ strong 

explanator of inflation, is included among the explanatory 

variables. The war dummy vari;:1ble is included so as to 

isolate· any shift impact which the Nigerian Civil War 

(July, 1967 January, 1970) might have had on the price 

deterrninatio~ functions. 

The causal relationships between the price level and 

the expl.anatory variables are encapsulated in the general 

function: 

x10 ) ••••••••••• (G) 

Ar. important modification of (G) is nece~:sary to make it 
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amenalJle to cr;onornct1·1t: tW l::tm,'.lt!on. (G) i1J detl~t'm!n!stic 

but: cconornlc rc,lat.1.onr.:hip,; nrc GLocha:,t!c.:. '!'he sl:ochast;l.

c.lLy :l.:'.l pi:·,.widod J'o,~ by l:l1n .Ln,;lu::il.un or l:l1c ,llr,turbnncc 

tcn·m, u, thus~. 

p C P(X1 , X21 X3, X41 x,,' X X7, Xa, X9, 
.) 6' 

X10' lJ ) . . . . . . . . . . . ( G) ,, 

The expected signs of the parameter estimates are.:· 

'(;·/ p ~ o, --~ ·;) X1 

-, 

< <::>' p o, 
·~-;x:;-

·-
·;3 p > o, ---
<)X3 

~-L- < o, 
E.:,x4 

''.(}p ) o, -••. X ,:;. 5 

-. 
) vp o, ·-i;)X5 

(1,p ) o, -c;.:r-
(i. 7 

OP ) () ' 
-axa 
OP ) ('J' 

,f<9 
"'''\ )_ Op o. 
(lX10 < 

z .... ~c 
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The following key functional combinations will be 

estimated: 

p = P(X1, Xg, U) ········'!'•••(1) 

p = P(X2, X3, Xg, U) •••••••• (2) 

p = P(X4 , X5, Xg, lJ) ••••o•••(3) 

p = P(X6, Xa, X9, lJ) ··-·····(4) 

p = P(X7, Xg, lJ ) eoa•••••(S)o 

The combinations of the explanatory v'ariu!nes have been 

· designed mainly to reflect the impact of the output 

.variable at different levels of aggregation. Money supply 

cx9 ) has !Jeen included in each equation as a reg_ressor to 

avoid the.bias which the omission of such an important 

variable would introduce in th~ estimates. The results 

from the spec,ified functions, will make it possible for 

the hypothesis that the direction of the impact of the 

.growth of aggregate output on the ·price level could be 

po::.itive, or negative, to be tested. The f,oemulation 

ulso allows for testing the hypothesis that the price 

level is directly related to the nonagricultural

agricultural output ratio. 

T~ find out whether the°Civil War significantly 

affected price behaviour or not, some price equations 
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including th,~ dur~rny variable a:s regressor, will be 

estimated. 

What functional forms do the, specified equations 

t.:ike: ordinary linear, Cobb-Douglas, exponential or 

quadratic? Pilot estimations show that the ordinary 

linear form broduces more realistic results, in terms 

of goodness of fit and statistical qignificance of 

parameter estimates, than the other functional forms. 

Therefore the linear functional formwill L.:! applied to 

the functionr:: to be ,reported. 

The relationships between the av(,ragc price level 

(P) and the various variables that reflect the s,tructure 

of the economy and money supply have been expressed, in 

single equations. This would moan that causation is 

unidirectional and runs from the,X 1
5 

to P. If causation 

is actually, bidirectional, the use of single equation 

models will produce simultaneous equations bias. 

Theoretically, it is ideal and desirable to build a 

simultaneous equations system. In practice, many 

difficulties, i'ncluding those of inherent ,arbitrariness 

in the choice of number of equations and variables, and 

insufficient data, often render simultaneous equations 

specification iind estimation unjustified. Thus, Rao and 
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Miller ( 1972: 185) have not.ed that sins1lc equation 

estimation proccdut:"e docs not m,cessarily yield bad 

estirnates;·and that it may happen that in sorne situations, 

sin9le cqu,1tions procedure yielct;better t.:!stimates "even 

though the true model involves .sl.multaneous equations". 

They also note lhat: 

As a prcict~cal policy, whenevel- the 
computed R is close to unity, even 
thougr. the estimated eq\lution is a 
part of a simultaneous equation~ 
model, direct least squares is doi: J 
a "good job". (ibid: 1')5). 

Walters (1980: 189) also notes tha'c simultaneous 

equatio~s specification and cst!mation yield biased 

estimates fat" small samples. It may be noted at this 

point th,,t tho sample size f,or this study is small -

ei,3hteen time-set:"ies points. Another consideration in 

choosing betwean single equation and simultaneous equations 

models, is the purpose of the study and the type of informa-
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tion needed to satisfy that purpose (Johns~on, 1960: 342; 

Koutsoyiannis, 1972: '.1,6). The purpos_e of the present 

study is to find out whether and how the structure of 

output affects price behaviour. T.he purpose is. not 

necessarily to generate specific precise structural 

coafficicnts. Based on these facts, it is clear that 
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th0 :rnries of single oquzd:.ions Gpec.i.( ied, !!: appropriate 

for the study. 

'l'herc are alternative techniques for estimating 

econometric models. These include l:l1e ordinary least 

Squares (OLS) technique - a single equatio11 techniqu~ -

and various techniques for cst~natinq simultaneous 

equationi; models. The OLS method will l1e u~;c.~d for 

estimat~ng the single equations. specified in 5.1. 

Al thou<Jh sj.mul taneous equations nml:hod:.: ;:,·,:tempt to taJce 

into i:\ccoun(: tho complex in.tcrrelationships amon<J economic 

variablas, they oft~n fail to yield better results than 

the relatively simple OLS method. According to Maddala 

I . 
I. 
I'.. . 
f . ' 
\: '.,::: 
t ·' ·: 
i ··', 
1····. 

I . 
I .. 

(1977:231), ;:. 

·•••• it has been found that the OLS method 
is more robust against specification errors 
t11an many of ;,imultaneous-eqµation methods 
and also thut predictions from equations 
estimated by OLS often compare favourably 
with those obtained from equations · 
estimated by the simultaneous-equation. 
methods. 

The essentials of the OLS are outlined as follows. 

Supposn that for any given equation, the regres:c:and 

is P, th.1 explanatory variables arf- X 1 ,. and the error 
u . 

term is u. Using matrix notation, the r0lationship 
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P ~ X,:i + U 

Wht:~t·e ·, I. ,~ 

X "' an nxk rn;1l:rix of 1:ho ro<Jt'CHW<:>rn, 

a ., a lac 1. column voctoi· of par,•,mct<>rr-.:, 

u a nn nx·.1. colu111n vocl;ot .. cJf ,:1.1.ntl1r:-1.>nnc:e t:oL-rnn; 

n i::; t·.he .nampll:~ rJizc.1 i)nd k :Lt; l:ho ,nu111IH-:o:1; nF p,·1r"',71HH°!'tnr.:. t:.o 

be estJ.1nnl:od tnclud.lnq l:ho .i.nt:nrccpl:. t:or.111. 

'flln or1·oe, u, _ ls not cll>norvnblo; l;hr,1·oforo, for the 

01..,:; 1Y'c~l:.l1od wh:Lcll d1?pr~ndt'.: on l:lli? 111.Ln.l111.l.z,·1t:.i.on of 1:lu.1 nurn 

or:· !'.H.1un1.'"'c:; of tho ~J1."ro1." l:o bl, rippl:lod, c::erl:a:i.n nxpl.lcJ.1: 

nn:JL1111pl:..l.1)nn 111u:.;t; l),~ 111n1.l1.:i ,,bout·. Lh1) l.11?1\i1vlo:.1i· of U. 

aro ( .l.n non-rn,:i l:r J.x f 01;111) : 

( 1) ,,: ( U ) "' 0 

( 2 ) 1:: ( LI.. LI,.) ,, 0; n I l ., ~ 

( ,1 ) Is ( I.IX) t. () .. 

tl1r1 folll)IIJ i.1111 ,11n1111111J)";. i.1.111::~ 

These 



'! 

( 5) 0 

(6) Caus;il:lon in unl<il1:r.icl:lon,·,1: x-..:.> P, 

not: l"---)X. 

'l'he v 101~1 l:ion of one 01: rnorf! of I: llt?rH~ nB [;ump l:.lon!; 

will render the estimates unreliable. If annumption (1) 

is violated, tlv:it in 1•:(u)) O oL· ls(U) ( o, the OLS 

estimates will be biased. This sl~uatlm, lo likely to 

arise when an impo1·tant vnrl.ahl'c is om.ll:l:ud fi:om l:hc 

l lrHilcU' rcgrcnr: :I.on u,odcl. 'J.'hc viola l:.lon or arm limp t.ton ( 2) 

(absencc1 of ,1utocotTolot.lon) <loon not: lewd to bJ.,,:,cc.1 

<..!::;ti111r:d·.on but: l:h1~ 111J.nimum v,·.1r.l,:,nct'! q11ulJ.1':y cJf l.:hn 01.,S 

no longell" holcla. 'l'lle OL!:.: b:,chnlque w.lll undoror.;tlmntc 

tt1e VLlriL·,nc:.:e of l:l1<J ro9ruGtJOL"' flnc.l of l:110 CJt'l'."OL"' l:er111 so 

th;:d: a st.:d:lstic<1lly lni;i,Jn.ific,-rnt p;.11:amol:er o,;tlmntc 

.,could be ac~t~ptcd a:; !.>i91)l.fict:tnt - ''L'ypo I 0.reor'. The 

vlolai:.i.011 of nBsumpt:l.on ( 3) :!.,; known ,Hl l1otu1·on-

ccdas l::tc :t ty: th,~ v;,t"J .. ,nco of thn <HTot: toi:m lG no long<H" 
·-·-----

con:, l:an I: l<lad:tn~J l:c, 'JnrcU.;.11>1,~ conl'J.r:ir)rV:c J.n L:e1·v,,ls anr.l 

GJ.qnlfJ.c;u1(:c, L:rn:I::,. 11,·:nu111pt.lo11 (_~I·) 1,., vlolal:,:,c:J wtwn the 

10 l:llnl; l:l1i:i d.l.nl:urb,",ncn bH:--111 lu 111.., rnu1:t! r·r11vlu111ly 
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I 

When two or rnor.c rc.iqr.o!J!;o1:"n .tn n 11\ul t.i.plo ("8qrcssion 

ar.,~ nuffic.:.i.onl:ly co1:-r.l.:-lnl:od, nr;numpl:.i.un (!.)) is v.lolat(.:?c.\. 

sucl1 violation known ns 1111)J.tlcollin(1i.1~ity ~oatl!l to 

Of· t:hcG<."! n~::;u111pl::tonn, l:l'io:::;e or . .:1b:~unct! of 

nul:oco1crcl,.1l:.lon ,.1nd nlnienc.-, o[ mull:.\.colllnr,ni:·lt;y rnca 

thr, oncn u~;ual.J.y to:.itc,d ln cmp.lx.lc,,.11 nl.tt<l.lc,i:. 'l'I lO!JC 

t:wo ar.1cum1>l:J.un:; wlll !Je t.:nnl:L!I.I foL- l:l1n 1..•1111, '.::lc,nn 

epccifiad in 5.1. 

dnl:a on l:\1u un,1<01.·l..l:.:l:ud qu;rntJ.l:,ll:.Lv<:, v,11:· L,.11,lrrn: 

t. Con!Jllinor p1:-lco J.ndox (c.1.1.J .. ) :.1::: 111c?,1t:1.11:-o oL: 1:.1,n 

avn1:-,".\qo (lt:·.lce lovnl 

?.. .. 

3. 

11.. 

,. 
·' . 
G .. 

., . 
fJ. 

l\qr.i.c:ull:ut.·nl oul:pul: (c.1l: corwl:nnl: p1:l.r:oc:) 

Nonn<J ,.·:1.,:ul l:ur·al ou l:pu t; ( c1t coi-i:, tan l: pr:i.Cc·rn) 

M,mu1'acl:urlrHJ oul:put (tit c:on,;tant p1:.LL:en) 

Liut-.i:-oleum oxp,)rl:i:; (i.\l.:. con::~l·.1u1l: p1.'".l.<:,~t;) 

tJono1•:JL".l.r:1.1l l:u;:·aJ.-l\,11~.l.cul tuL'nl oul:pul: t~atio 
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9. Import price index 

10. Money supply 

'.Chere: is also need to quantify the qualitiltive variable -

the Nigerian Civil war - for its impact. to be investigated 

in this quantitative study. 

For the quantitati':e variables, annual time-series 

data for the eighteen-year period 1960-1977, were 

collected from the 1976 and 1980 (2nd E'.clil:ion) issues 

of the World Ban!<' s "World Tables" and f roh1 t:he Nigerian 

Federal Office of Statistics sources. fi'or the' war dummy 

variable, the value ,.1 1 1 is c1ssi,Jncd to ciicil of tile years 

ending 1968, 1969, 1970 and 1971 to capture any shift 

impact on the functions during c1nd immediately afte~ the 

• 
war; each of the other years . ,:;·. assigned a dummy value 

of 1 0 1 • The regression data are shown in Table 12. The 

derivation of the import price index serien is shown in 

Appendix I. 
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. . 
0 
(Xl 

Year 

'960 
61 
62 
63 
64 
65 
66 
67 
68 
69 

;970 
71 
72 
73 

. 74 
75. 
76 
77 

P: X . 
GDP

1
~t Consumer 

Price 1974 
Index Constant 
{1970= Prices 
100) (fi M) 

65.4 6322.8 
70.6 6352.2 
74.3 6652,5 
72.: 7210.4 
73.1 7401.1 
76.0 7803,6 
83.0 7550,7 

_80.2 6384.3 
79.9 6308.4 
87.8 7999.2 

100.0 10267,0 
116.1 11542,6 
·120.1 11929,8 
-12s.·1 12585.0 
142,6 13915.1 
190,8 13652. 7 
231.8 15309.7 
281~6 16137,8 

Sources: ( 1) 

. (2) 

(3} 

- ,- - .. 
. . 

Table 12: Data For Regression 

. X2: X3: X • X5: xy: . I - X7: X • 
Manuf;c-Agricul- Nonagric- Construe- Petro eum l Nonagricu~ Imp~;t 

tural ultural turing tion out:- Export at ltural - Price 
output at output at output put at. 1974 Con- Agricuit- Index 
1974 Con- 1974 Con- at 1974 1974 Con- stant ural Out- (1974= 
stant Pri- stant Pri- Constant stant Prices put Ratio 100) 
cas {14 m) ces (Nm) Prices Prices CM m) (%) 

(14 m) CH m) 

. 
3346.6 ' 2976.2 216.4 •· 119.9. 30,5 88.9 53.6 
3250.4 3101.8 242.2 125.3 . 46.0 95.4 54,3 
3367.1 3285.4 · 288.2 124.4 123.9 97.5 52.9 
3643.1 3657.3 291.6 .. 142.8· 187.3 97.9 55.7 
3626.1 3375.0 299.2 140,6 205.4 104.1. 56.8 
3643.7 4159.9 348.2 173.1 321.8 114.·2 57.9 1 

3390.1 4160.6 349.1 171.0 783.7 122.7 59.1 
2864.5 3519.8 299.4 144.9 1058,7 122,9 59.1 . . 
2822.6 3485.8 315.7 '124.9 823.5 123.5 57,4· 

3247.2 4752.0 415.0 178.9 363.6 146.3 59.1 
3815.7 6451.3 530.7 234.4 1483.7 169.1 60.0 
4015.7 "7326.9 514.1 331.0 2869.9 18'/.4 63.8 
3723.3 8206.5 632.2 408.0 4024.5 220.4 69.5 
3425.2 9159,8 700.2 511.7 4717,4 267.4 82.0 

3457.4 10457,7 911,2 643.5 · 5329,3 302,5 100.0 

3362.1 10290,6 924.6 817.7 5365.7 306,1 112.0· 

3480.8 11828.9 1124.9 959.0 4545.7 339.8 117.7 

3657.4 12480.4 1127.5 1111.2 5339,2 341~2 ·123.5 

Columns 1, 2, 3, 4, 5, 6, 8, 9 - developed from World Bank, 
1976 World Tables p. 178 and 1980 World Tables (2nd Ed.), pp. 150-151. 

Col. 7: - Federal Office of Statistics, Annual Abstract of 
statistics, 1969, p~ 92 and 1981, p. 1.13. 

col~ 1P: Central Bank of Nigeria, Economic and Financial Review. 
(Various issues). 

X9: X • 
Money ouJR.y 
Supply. Varia-
(Nm) ble . 

·-- .----
215.2 ·o 
229.8 -o 
223.6 0 
234.6 0 
?.49 o 6 I 0 .. 

283.8 :0 
300.0 0 
330.8 0 •· 

257.3 1 
326.8 1 
490.3 1 
638.-4 1 
629.9 0 
749.5 0 
898.0 0 

1630.2 O· 
2508.9 0 
3941.8 0 



CHAPTl::R 6 

The results of the OLS regressions of the key 

functions specified in 5.1 arc presented in this chapter. 

The estimates are subjected to various statistical tests. 

On ·the basis of the empirical evidence provided by the 

results, th,e hypotheses of the thesis .are 

evaluated. The results of the regression equations that 

contain the war dummy variable as rcgrcssor are reported 

in Appendix II. They will, however, be referred to in 

the main text whenever necessary. 

6.1 Presentation Of Regression Results 

The OLS estimates of the key .f'unctions specified _in 

5.1 are as follows: 

(1) 
/'-
p = 23.3 + .0.006X1 

( 7. 5) 

R = _0.99 

-2 R = 0.90 

F" = 715.3 

o.w. = 1.43 

81 

+ 0.0'1Xg 

(13.3) 
' 
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I\ 
(2) [> = G9.0 - 0.009X2 

(-2.25) 

H = 0 .997 

-2 0.992 I! C 

l·, ,;i -- ·191. f.l 

[). w. ~ ·1.07 

( 3 ) 
/\ 
p C 45.4 + o.osx4 

(2.5) 

II = 0.997 
., 

j(· ~ 0.994 

[,,..., 
C 90().0 

I). \J. C 1.0 7 

" ( ,1 ) ,., 
' ~ 311. G + o.oosx

6 
(~!,.5) 

H "' 0.99G 

i/ l':: 0.9')0 

Ji''-' I:', C-i1.2 .. 5 

I.). \J. ro ·.L. '14 

02 .. 

+ O.OO'/x 3 + 0. O'IX <) 

(10.0) (?.O.O) 

+ 0.0'1X,, + 0.03X9 :., 

( 1. :i) ('/.(j) 

o ···,x ·I· . " .> ., tl ·I ll.0'1X9 
(2.3) (·10.0) 

' 

' •11 
I 

,, . '. 

,, 
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I :I 
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830 

" (5) p - 38.'l + o. 24X-7 ;. 0.04Xg 

(12.0) (20.0) 

R "' 0.997 

-2 0.993 R = 
F'. = 1378.9 

o.w. 1.00 

The figures in bruckets under the parumeter 

estimates are:.~ the corresponding t-ratioo. R, 'the 

coefficient of multiple correlation measures the degree 

of association of. the regrcs!;ors tak(m j0intly, ;:ind l:he 

reg7essand. ~2 is the adjusted coefficient of multiple 
• 

determination. It is a general inclicill:ion of tht? <JOod

ness of fit or the uxplanatory power of the equ,1tion. 

P• is tlvi v,.1.d.,111ce r:il:io used to tc,st whether thr1 joint 

influence of the regrassors on tha rc0rassand in 

statistically significant. The~ \)urbin-Wutson stc1tistic 

( D.iv.) :i.•J u:,,iful fot· tcr;t:lng uul:ocorrc-!1111:ion. 

S.2 Statist.tcal Tesb: 0f Siqnificance --- ___ ......_.. ,, ____ __.__ ___ _ 
Two set:: of tesbJ of sis1ni:fic;mce a1~e c,1rriert out 

for eaL:i, ,.,qi:ution: 

(1) the P-test, to ascertain the joint impact: 

of t,w explilna tory variables; 

'' 

f: r ,.·;, 
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(2) the t-test, to ascertain the niqnificancu 

of individual explanatory variables. 

The gene.cali,;cd fonnal: for these tests arc developed While 

a tabular summary of the results of the tests for indivi

dual regressions is drawn. 

In a given regression equation with k regressors, 

there are k+1 or k" parameters that are estimated; the 

regressor coefficients are b1 , b2 , ••• bk. The te5ts are 

conducted ~t the 95% confidence level~ 

!'or. the joint test of significanc_':'~ the 'null• and 

•alternative• hypotheses are, respectively, 

not every b. is zero, (i=1,2, ••• ,kl. :,_ 

For a dee.is ion, the observed F-ra tio, , !''', is compared 

with the theoretical F-r~tio, PO.OS' which has as degree5 

of freedom, v1 = le' - 1 and v 2 = n-k• ;. n is the sample 

size and k'' is the total number of parameters estimated. 

The decision rules are: 

(A) If 1°•) 1"0005 , Reject Ho } the explanatory 

variables have a significant joint influence 

on the regrcssand; 

,. 
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( B) If P• ( F 
O 

.OS, Accept !lo J the joint influence 

of the explanatory variables on the regrcss,md 
' 

ia not sig~ificant. 

l"or the., individual parameters, two-tailc.-.d tesl:,4 are 

conducted by comparing the observed t-ratio, l: ,:1 
i 

(i=1,2, ••• , k; k = number of rcgressors), wJ.l:11 the 

theorctlc:al t-1.·citio, l:(0.0'.,/ 2 ) which has dc,qL"<ie:1 of 

f rcedom n-k ''. The observed t-r:1 tio fo1~ each parrnnctor 

estimate, ·is \:ho rcsull: of divldl.n<J l:h<1l:,cr;L:1.111nt" Iiy il:,; 

standard Grror.. 'l'he null and all:(!t'llill:lvu hypol:he!..:L:r; are, 

l."''-.1!3pec l:.i.vc:ly, 

b. = 0 
]. 

The df!Cision rules are: 

A. If J t 1 \) \ t(b.o5/2)j , Reject 110 , 

B. 

--':,> bi is not zero and the ith explanatory 

variable influences the regrcssand 

si9nlficanl:ly; 

If \ t 1 I (. \ l:(0.05/2)\ , Accept H0 , 

from --:::)- bi is no!: stal:isl:ically different 

zero nnd the il:h. regressor does not. 

!nfluonce the regressand significantly. 

m::--"'···· ~r-
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From the dif;tribution of the 1° variate shown in 

statistical' tubles, th~ theoretical F-ratios ut St 

significancn lcJVel nre 4.49, 3.68 and 3.34 for the cases 

of one, two and three regressors, respectively. The 

theoretical t-ratios for two-tailed tests at 5% 

significance level for tl1e cases of one, two anc\ three 

regressors m·o 2.12, 2.13 and 2.14, respectively. The 

l"- and 1:-tcs';r; of the estimates '.:<Dnductecl as described 

above produce the results summarized in Tab ·.c 13. 

The F-tests show.that the joint influence of the 

statiJtical.ly significant for all the equations. The 

results of the P-1:usl:s. coupled with the hiCJh coefficients 

of mul tipl<~ detcrrnina tion ( nt lea3 l: 98% for each equation), 

<1ttest to the high goodness of fil; of l:li,~ specified 

equations. The coefficient of determination of close to 

unity in l:he equations is also a testimony that the OLS 

method used, is performing well (Hno and Millor, 1972: 

195). The t-tests show that except for· construction 

output (X5 ) each of tl,e output varL:iblrJs, as 11elJ. as 

money supply und import pri:=e index, influence.s the 

average price level significantly. The statistical 

insignificance~ of the coefficient of construction output 

• 

I 

I 
ii 
' 
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Table 13: Results Of Sl:atistical Tests Of 'significance 

Estimated Equation P-1:est t-test 
(two-tailed) ·-· .,.~---

(1) p =23.3+0~00GX1+0.04X9 s x1 (GDP) :S 

X9 (Money 
supply) :S 

(2) p = 69.0-0.009X2+0.007X 3 s (agric. :S 
x2 output) 

+0.04X9 . (nonagric: . . x3 output) . :S 
(money 

y) supply) :S 

(3) p =4S.4+0.05X4+0.04X5 s (mahufact-
uring out-

x4 put) :S 

+0.03X9 
(constru-
ction 

' x5 output) . : NS 
(money 

X9 supply) :S 

(4) p =34.6+0.005X6+0.53X8 ·S (petroleum 
x6 export) :S 

+o. o,1x9 (import 
price 

x8 index) :S 

(money 
Xg supply) :S 

(5) p :, 38.7+0.24X7+0.04Xg s (nonagric./ 
agric. 
output 

x7 ratio) :s 
(money 

Xg supply) :S 

KEY. TO R,;suL'rS: 

S· = Significant~Reject H
0

, Accept H1• 

NS = N0t signific:ant ~Accept H
0

, Reject H1 • 
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variable could be due to collinearity in the multiple 

regression. A simple regression of the average price 

level on construction output yields a statistically 

significant parameter estimate for construction output 

thus.: 

" P = 41.2 + 0.19XS 

C 9.5) 

-R 2 - 0 95 - . 
If mor.c-iy supply is included in the regression, construction 

output still yields a st~tistically signlficant parameter 

estima~e as follows: 
/, 
P = 54. 7 -i- 0. 11X5 

(11.0) 

n2 = o.99 : 

+ 0.03~9 

( 7. 5) 

From these additional regressions one can safely conclude 

that construction output is also an important factor 

influencing the average price level. 

Application of the t-test, to the coefficients of 

the war dummy variable in various equations (see Appendix 

II) shows that in note of the equations is the coefficient 

of the war dummy variable statisticall¥ significant. This 

is a clear_ind!catioJ'l\.that the inclusion of the war dummy 

variable in the price determination equations is superflous.• 

•see Note (3) on page 136 for explanations. 
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6.3 

.....__..... - all-.. 

l~xaminal::I__(!!, Of A!.U_ebr.~is_ :,agn:s 
of P1:1L .. C.'lfl\(~tur t::Btr1·n-at(!~ 

n9. 

How f1.1L" ,lo \:ho dlr:l!ct.1.ons or l:ho )nfl111,nr.:r,:: of I·.hr~ 

var_ious expJ.anal:ory variabl<oG on thr., pricEr lr,v,)l con~orm 

with a priori expectations as iistud ~n 5.17 Ag0ragate 

output: has R poall:lva al0n whic\1 io ono of tl1n 

possibilities exp(~Cl:01d •. Nona<;11·icultun1l oulput: 1 eon-

r; true l:ion 0u l:pul:, pn!:.;·:<>luum cxp<.>r ta I nnnaq L· .l.,:11 J. l:ui:al

ngi: icul. l:urnl oul:pul: t·at:.i.o 1 imporl prJ.cc ind, x and money 

supply, onch lrns l:hc expccl:od pof.l.ll:J.vuly :,lgncd cooffi-

cient. l\<Jr :l.cu l \:u1:n J. ou l:pu l: coef J:.cGi.en I: ·i " .,,,I n .. :,_p1 i . . L vn ~1$ 

hypo t 'mo l :t,(1d. Howev<.,1:, l:hc cou fr i(:lqn I: or 111,ltlll f ,:,c turinq 

output (X4 ) 1,, por.il:lvo :lnstcad of nng?1tiv,1 as hypcil:hflsizod. 

Could ii: b,! l:hal: manufacl:urlnq output is actually 

poail:iv•.~ly, nnd not invorBuly rr,lc1t;1,cJ to the ,lvuL·cHJo 

price levol1 This question is relevant sinco tl• 

coefficient of nvmufacturln<j output 1" t:l:<1tir;l:J.G11lly 

significant in equation (3) Wh~cl1 in r.1ddition to 

mnnufacl:uring output (X 11 ), included consl:rucl:lnn oul:put. 

( x5 ) nn<l mon(iy r;upply (x9 ) ns rc,_,L·<.isi:or~,. ~lh«n r., t:implc 

rogrur.,ilon of' the pr:•;Lc,, lc,vol 0,1 nmnufr.,c tut· l.n\.J iD L·un, 

thu r<>null: l(,nvoo tll<") c:ooffic;lr,r.l: of m1u-1uf,,cturl11q st.lll 

sl:nt.tr,tically ni<Jn:tf:1.cnnl: \)111: pr;s.ttlvu: 



" P = 45.5 + 0.14X 
4 

(2.8) 

--? 
I< - - 0. 29 

90~ 

Inclirnion ·::if 1noney supply c\S a reqres:,or gives the 

result, 
I\ 
P = 41.2 + 0.08X4 

(10.0) 

TI2 
= o.99; 

+ 0.04x9 
(20.0) 

' 
the coefficient of manufacturing output iq sLutistically 

signi/l.cant but positive. From t_hese additional empirical 

evidence, one would conclude tiiat in ,'h. ·:J, it' i a , manu-

f il<": t-ur i.n<J output is ac!::ually rc.:la ted to the average 

level po:.;-Ltively. 

Al thOU<]h this situation requires further 

lnves tigu tion of its own, a number of probat~.<:. 

explanat:ionr; can be advanced het:e as foll.ow:.;: . 

price 

(1) The expansion of manufacturing in an economy 

character-ized by resource short.1ges may huve encouraged 

price rises. This explanation is in consonance with 

Musgrave and Musgrave (1982: 631) who -hold tl1a t "· ••• as 

output ,,nd employment increase, the labour n1urket and 

avail,,bili ty of other resources tightens, ::;o that 

prices are bid up 'by competing firm:..''· 

. ' 
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( 2) i\nol:h,,r prob,1ble oxplanc,tion is, tho fo.ct thil l: 

manufilcl:urin9 in Ni9m·ia i!cl hi<Jhly depencl~,nt on importcc.! 

input.:.::;. Lle,L:we:,.m 1'//:J and 1975, nuoul: 60.0% or l:IH~ 

l:ot:al raw n111terillls consumo<.l in thu manufacturing 

sec tor was :Lmpor l:ed. Dependence on irnpor l:od raw 

matcl"ials wn.'l 1,igll, u:.i in the following. caa1rn: knit:tecl 

goods lnduut;ry, 90.7%; rnl.JL"icnted mol:nl proclucl:o 

indu:;try, 95.',';I'.; c,1q)c,1t:u· und ru,Jr.i indui:t1·y, 93.6'X,; 

grnln 111111 pco<.lucl::.i industry, 91.9% and cl11:.sy pt·o,1ucl:u 

1ndu,sl:ry, 90.7% (l•'eclcral llopublic of Ni,1c1·1a, 191.11:139). 
that; 

Given the evidence l'rom this study whicl\ showu/J)Url: of 

Nigeria'r.i inflation lu importod, tho high dependence of 

Nigeria• s manuf ac t:uring on imported inputs mean:; thn t 

expnnuion of manufncturin(J would cncour.a<JO domc.!ltic 

pt·ico ri:10:;. 

( ::J) II. t:hi1:d probnbl"-" rea:;on can be :;een in the 

ollgopolinl:lc al:L·ucl:l11·e of munuf,:,c;t,1.11:ln\J J.n Nl~c1·i;,. 

l\ccorcling to '!'rn·ibo, lsdo!llicn and l<ayocl,) ( 1901: 33), 11101;\; 

manufact:uL·in9 industries in Nigeria have over· 80% of 

their snl•i!tl control lcd by l:hL·ee la1:ger.1 l: f l.1·1110. 'l'l ,o 

author.•3 furl:ht:1:' obnervuU t.:.hut ::..uch <.\ c.::onc.cntr.al:lon 

reducei:. the likelihood of compctitlve bchavlollc umong 

firms ilnd inr::.n:,c1scs th•? chance of fil"m:; colluding to 

,, 
I 

I 
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create a mutual monopoly ato the-detriment of the 

consuming public" (Teriba, E:dozien and Kayode, 1981: 35). 

Although it should be noted that the findings and con-
thu 

clusions of the study may have been affected by/fact 

that the data used were collected in 1970, just after 

the civil war, there is equally rio doubt that oligo-· 

polistic and monopo.listic characteristics exist in the 

Nigerian manufacturing industry.· 

The above-listeJ three factors ma·,- ,~xplain, in part, 

the-direct causal relationship between the average price 

level ancl m11n,:facturing output. But as was indicated 

earlier! there is need for a study sp~cifically directed 

to the investigat1on of that phenomenon. 

6.4 Tests [•'or Multico1:.1J:.r:ie<1ril:y And Aul:ocon·clation 

In order to ascertain the reliability of the parameter 

estimates, the realism of the assumptions of non

multicollinearity ancl non-autocorn:?lation u1:e tested. 

Mult:LcoJ.linearity Test PL·ocedur0: 

'l'h(:; coefficient of multiple correlation, ll, is 

compa1·ecl witl, the simple correlati,on coefficient between 

two regrcssorS (when there are only two regres.sors in a 

multiple regression), r; or with the partial correlation 
s 

cocfficic,nt between any two rcgre.~uors (1·1hen there are 

thrcE, r.c,,.1r.essor:;: in a multiple rcgr.essio", r • 
p 

.. ,, .. 

' .'·.· .. : 
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R) rp, it is very likely that there is no serious 

multicollinearity J.n the equation concerned. This 

conclusion is stroriger whc.n none of the t·egressors 

has an algebraic ~ign different from that which it 

would have in a. simple regression. If R ( r ~, or 

R (rp' it is likely that there is· serious multi

collinearity in the equation concerned. 

Autocorrelation Test Procedure: 

The theoretical lower and upper limits of the 

Durbin'.'"Watson statistics d~ ar,d ,1 - dL respectively, are 

compc1red with thi:! observed o.w. statistics, d•. If d L 

,(_d•((4-dL) autocorrelation is not a serious problem 

in the equation; if d• ,(dL or d•) (4 - c;L)' there ls 

serious autocorrelation. In this test, the o.w. limits 

are based on a 5% level of significance and k degraes 

of freedom, where k is the number of regressors in the 

equation under examination. 

Tables 14 and 15 contain the results of the multi

collinearity and autocorrelation iests, respectively. 

'rhe results show \:hat all the regression equations are 

free of both serious multicollinearity ancl 

. ·. 

.~· 
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Table 14: llesults O.f Multicolllnuar!~y Tests 

( 2 ) 0.99 r(X2 ,x3 .x9 ),..Q.35 

r(x2 ,x9 .x3 ). - 0.1~ 

r(X3 ,x9 .x2 )c0.02 

'l'c~ t 
Heuul ~ 

PM 

l·'M 

1--~---;-.. ----------1------------··--·-· -·-.. ----·-
( 3) 0.99 r(X4 ,x5 .x9 ).Q.9d 

<"():'
4

,x9 .X5 )c - 0.56 l•'M 

r ( X,., x9 • x4 ) =0. '/') 

1-----.. ·-r ....... ----------·--·--· -- ., -. -___ .. _________ ·- -·---·-· .. --. 
· l.l.99 r(x6 ,x0 .x9 >~o.oJ 

r(X6 ,Xg.Xol• - 0.41 FM 

r(x0 ,x~.x.,i~o.06 
.------·- ------·----.----·- ···-------------·-··---· -----

( 5) 0.99 l''M 

.-----..---- ·-----·- -- ., ____ ,, --.. -·---·--·- ··-----.---.. 

KE~Y 'l.'l) H1::~:u1.,·.e::;: 

1"r·I " .fL·eo or s,-.,~;lous 111111 t.tcoll1.110,:1rlty 
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Tabla '15: i<,:,t-:u l ts . Of Au l:ocor rcl ;1 l:l on 'l'c,n ts 

-·1 

Equal:ion 
No. 

·----·-·"' ·-" - ---· 
Ob: .. ;,·~rved 

D. Iv. 
(d•) 

-----------

'-·---·---------- -----·---
'l'hcorctical 

Limi t:s 

dL 4 -
D. 

dL 

w. 
1'<::!St 

Result 

------ -----·------' 
1..42 1---~~~ 2.9!.i ( 1.) 

!--------~ 
[,'/\ ______ __, 

1.87 .0.93 3.07 

---
1.. [J 7 0.93 3.07 

( 2) PA 

·--··- --------1 
i PA (3) 

---··- - --- --11---~--
(4) 1.. 4,1 0.93 

,./ ( 

3.07 

!---·-----···- ,_J -·--· ---
I 

I 
1..80 ! 1..os 2.95 

-- 1,.._ ____ 1 
(5) 

KEY TO R'::SULT:3: 

FA = free of serious autocorrelation 

r~ 
\. 
i 
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autocorrelation. This implies that thea variances of the 

parameter estimates calculated on· the assumption of 

absence of bc-l::1 s .. ,1·ious rnul ticollineari ty and 

autocorrelation, are valid. Consequenl:ly, the t-ratios 

and the statistical tests of significance of the para

meters are valid. Reliable interpretations can therefore 

be made of the estimates in 6.1. 

6.5 Summary Of F':Lndings 

The emp.lrical results can be· summarized as follows. 

Growth of construction output, manufacturing 011t:put, and 

petroleum c::;)orts cause the average price level to rise. 

On the other hand, growth of agricultural output causes 

the average !)ri.ce level to fall. ·For the study period, 

(1960-1977) growth of aggregate output led to inflation. 

Tf\e growth of nonagricultural-agricultural output ratio 

is &lso favourable to price rises. The coefficient of 

import price index is positive and statistically 

signtficant showing that part of Nigeria's inflation is 

impQl'ted. Tile result in respect of money supply is in 

confornity with the commonplace evidence that growth of 

money s·Jpply -is an important cause of· inflation. 
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The empir.ical ov id~1ncr~ support,:; the hypo l:hcsi:; that 

growth of real GDP does not necer;sat·il y dampen price 

i:-ii.es but may rather accentuate pr.ice rises. It han 

been found that the i:-eal GOP influenced the avci:-uge 

" pi:-icc level positively for the dat:a and period urn.lcr 

consideration. The supporting prernise that in Nigeria, 

some componcnl:n of ag,p:-e<]ate output influence the prlco 

level posi tivcly wl1i lr~ o l:lwr. componc,n ts inf luencc, the 

price level lnvert.cly 1 has ,il:;o bcc·m l,ornc oul: l>y 

empirical evidence. Not only does nonagricultural 

output influence the ~~ice level.ponltlvely, but also 

specific ~~oponents o~ nonagricultural output -

manuf ac tw~ ing, cc,rw t1~::-:: l:ion .:.ind pc t1.·olcum cxporl:B, 

influence the;, price lcval positively. On the other 

hand, agi:-icultural output affcc~s the pr.lce level 

inversely. 'l'ha GVei~nl~ eff,~cl: of thu opposing effect~; 

of. the coraponenl:s was :hat gr'owll'}<J ag9i:-e\1nte oul:pul: 

accentuated pr.·ic,~ r:I. r,( ,, :ln t:hrc, IJ19c1·l11n <!Conomy rlur ing 

the perlod under study, 1960-1977. 

'fho 1.wconrl hypol::1esls that l:hc avr!r.n<)e prlc:e lev,?l 

1.s a po:;:il:.t·,o funct:.io11 of the ratlo or no11<1~1r.-.lcultural 

,---=: !'!"•-
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to agricultural oul:pul: is .:il,io cunl'it·rnad l,y omp:l.l·J.c..il 

evidence. 'L'his shows that scictornl inhH"act:ion ii, an 

lrnp<)rtnnl: fm:tot· cont1·.Lbuti'r1~J l:o J.nflut.Lun in N.l<Jor.i.,,. 

--f~" 
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CJ-IAPTl,R 7 

A number of theoretical, empirical and policy 

implications can be derived from the results examined 

in l:he last' chapter. An attempt is made in th.l.s chapter 

to formalize those implications. 

7 .1 Theoreticaf And r::mpir ical Implications 

(1) ~~-ppropr1:_at_e_i:i.~~?_Of ~'li~ 
Ac19re9~e Output As Regre~ 

The study hai:: sho~m that ii: is inapproprial:8 to use 

aggre:7ate ou\:put 1:1s u regressor.' in the ernpiricul study 

of inflatio:1. This is because th8 avera9e price level 

is invers<~ly related to some cpmponcnts of output but 

directly related to other components. As a result, the 

impact of aggregate ·output i5 not definitely inverse or 

positive, but could be inverse or positive. 

_ Thus, the longstanding procedure whereby the GDP 

is used as a regressor in the estimation of inflation 

functions is called to question on empirical grounds. 

This suggents that it is more rewardi'ng, analyuis•,Jise, 

to use the output of individual sectors rather than the 
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GDPj in such studiC!s. Sl.lch an approach revaals the 

varied effects which different types of production have 

on price behaviour and thus places policy-makers on a 

better.footing to monitor and control inflation. 

(ii) Condition For "Intertemporal 
Stability Of Macr<[p"arameEers 

The effect of aggregation bias on temporal 

stability of r~lationships has been a matter of serious 

concern for quantitative reseiltchers. Thus_. Gupta 

(1969: 72) suggests as an item· for research, the 

examin~tion of "the temporal beha·1iour of the aggrega

~ion bias foL' a given model". The findings of this study_ 

provide some useful insight's in this regard: For the . . 
macro parameters to be temporally stable, the relative 

weights of the inflation-accentuating components and 

the inflation-dampP.ning components of the GDP must remain 

constant over time. Suppose the weight of the inflation• 

accentuating component of the GDP is •w• and that of the 

inflation-dampening component is 'V'. ·Then a condition 

for the stabil1 ty of the macro. parameter over time is 

that 

for all the time periods, t = 1 7 2 1 3, . . . . . ' where.6 is 
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I·· 
.I.' 

. : 
' 

;. 
I. 

I 
I 



101. 

the first difference operator. It is plausible to reason 

that 1 if all oth0r factors that influ0nce the value of the 

macro parameter are held constant, it is varia'\:ioni:; in W v 
that will det0rmine the behaviour of the macro parameter_. 

If the relative weight is not constant; not only the sign 

1/..11: also the magnitude of the macro parameter may change 
. ' 

in response to thfl changing composition of ag•;iregate 

output. 

Based on \:his rule a prediction can be made for 

the data of the presenl: study: 'If over time in the 

future the relative share of.agricultural output in the 
. 

GDP is increasing while the relative share of non-

agricul l:UL'al output is declining, the sign of the GDP 

parameter estimate in the price determinat~on functions 

w.1:11, eventually, turn from the observed pqsitive to 

negative. Notationally expressed, the condition reads 

thus: 

If for any time, I;: > o, 
y 

6 <-f'!tl 0 

and 

then 

as 

y 
,D. (yNA) t ( 0 

t*) t-} negative 

t -4 aQ 
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where YA = agricultural output, 

YNA = nonagricultural output, 

Y -- GDP, 

102. 

!:).. = the first difference operator. 

(l.ii) A View On Optimal ~titioni113. 

,; PartJ.tioning of an aggre<Jatc into si111ilar group:; 1 

has been suggt:sted by some scholars as one method of 

gcnerati:19 vaJ J.d parameters in a macr-o-rn·Xkl of functional 

relationships. Amidst the controversy about the relative 

gains and losses in error through the u:.:c of a9grega t:ed . 
economic vat·iables (Theil, 1954 i Grunf Gld and Griliches, 

1960), Gupta (1969: 22-23) has argued that aggregation 

bias can be considerably reduced throuqh partitioning. 

The partitioning is to be done in such a way t~at 

"(i) the independent v,;riables in each pai.·tition move 

together anct·(ii) the micro coefficients in each 

partition m·e close to e:;ch other.·' Gopta•s first rule 

means that for ag,:iregc1cion bias to be r0.duccd, correla

tion among components in each partition should be high. 

The second rule requires the marginal ef fec.ts of the 

components in each partition to be as m,),U- as rossibl,~ 

to each other (Gupt"a, ·1969:21). 
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This rcsr~arch sug,Jests anothcn· condition :foe optimal 

parti tionin(J and reduction of acy1reqation bins. '.l'his is 

that the micro coe!ficicrnl:s of ,the ,f1lements in l!'iCh 

partition should have the same algebraic sign. This 

condition was not satisfied when the average price level 

was regressed on the GDP and this led to a positive 

('wrong•) sign for the coefficient of 'the GDP. 1'he 

remova1·of this aggrc9at~on error requires the parti

tioning of the GDP in to: ( 1') those compone;1t!; that 

influence the price level inversely and (2) those 

component~ that influence the price level positively. 
' " ' 

Economic theory will, in some cases provide information 

for tha classification. But as the evidence from thin 

study shows, the predictions of GConomic t'. 1eory do not 

always hold. f'or this reason ,and because, there are 

cases in which economl.c theory does not have any explicit 

information I economlc theory should be complcmf!Oted with 

empiricism. Empiriciom wot1ld involv,~ experimen l:ing with 

difrer'ent ·componentr; of the ag(Jregated variable as 

regressors t·o find \:he directions of their various impacts 

on t:he relevant c!E.:pendent variable. ' 

This ,new condition posited for optimal partioning 

is shown diagrami'il::icilll y in Figure 1 for the caso of l;he 
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Figure 1: Opt:mal Partitioning For 
Val~d causal Relational 
Spe::ificationo 
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effects of changes in output on the average pr-ice level. 

Y is the GDP in real ter-ms. It is par-titioned into two 

components: I'D contains components of the GDP whose 

impact coefficients on the average.price level are · 

positive while Yv contains components of the GDP whose 

impact coefficients on the avet'~ge price level aL'e 

negative. The partitioning is indicated by the 

bifurcation of the ray from the ·y box. YD and Yv are 

th~n related to the average price level. The causal 
' 

.flows from Y0 and Yv to the average price level, P, are 

indicated by the arrows that originate from the YD and 

Yv bcxcs and feed into the. P box. The positive and 

· negativ_,'? flows from YD and "v• respectively, to P, 

reflect the E:ssence of the·partitioning. 

(iv) An Explanation Foi:_~atistically S19nificant 
But Wrongly Signed Coefficients 

A common cause of worry in empirical research is 

the appearance of •wrongly' siyned coefficients in 

regression .rnodels. ,It is the view of Rao and Miller 

(1972:46) that "when the coefficient is significantly 

different from zero and has the wrong sign, then some 

aspect of the problam has not been unveiled." Such a 

wrong sign, they note, mily be 11 a warning, inter alia, 
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of incorrect definitions, specifications or 

interpretations'' (Rao nnd Miller, 1972:44), 

This research enables one to suggest one possibl.e 

source of the wrong Si(Jn: the misconception of ;:in 

explanatory macro variable as influ,rncing a dependent . 
variable in a particular direction, whereas, such an 

explanatory macro variable is actually made up of 

components which influence the dependent variable in 

oppo;,ing d.irec:tions. r'or example, the comr.':,1 pt·edic tion 

of an inverse relationship between the GDP and the 

average,price level, assumes that all compoaents of the 

GDP i,,fllien-::e the price level inversely. This is 

erroneow,, The signs of the. imp,,,cts of output com

ponents on the price level as the results of the 

regressions in this study show, differ. some are 

positive, others are n0gative; and, the sign of the 

overall impact of aggregate output on the price level 
' 

could be positive or negative. :n view of thi:i, an 

important consideration about data used in an econo

metric research shot..ld relate to the homogeneity or 

otherwise of the impact signs of the aggregated 

components of the explanatory variables. 
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(v) /\<.ldi .• 1:.l.. on,•il\J,ill!'.!BOn _J"o. ,:· ln,; trib.i l 1 Ll_ 
or ·r1·1, ... ~l'l·:.L:L1:i::. cui.:·v1~ 

J.0'/. 

ll: may bo .L"'<JC(\ll(~<..l t:hc1t: l".lii::.• 1111.i.lJ.1>:.:-!;jdrnuulaon--Dolow 

model eul:nbli:.,;ht~d an lnvor:.;<~ 1:uncl::Lu1·111l ,,c!l<.1l:.lon:.:'11l11 . 
beEw,~<':n thu rate of infl.:itlon, P, 'and Lile t·,,te of 

unemployrnc.·n l:, u. l·'rlcdman (t9GU) ,1nd 1'1,ulpn ('19'/?.) havr., 

nrgucd that tile Ph:LJ.ipB CllL'V(' is not: a :.:tcady stal:c, 

rli tun l::Lon: !'or any ,,:pec.l.flc unr.,mploy11,,.,nl: ratn, 
• 

t I: I l . 1 ·1 I ' . " difforen · C!Xp1::c L~( ra ·er.; of· · n f· a. ;:Lon, 1 w:i.l i. y.l.t.,ld 

dif f,,,r:r,r, L ;.,c l:Lrn l J.n r l.,'.1 L.lon 1:·;.1 l:,.,::,. 

unique 1-'it.l.llp:.: cu,:-vu, l·Jwi,u wl..1.1 l:iu a f,.,:.1.l ly uf l'it.ll.l.p,:: 

curves. 

In l:h·~~ pcunc.,nt r;l~.udy :l 1: Iv,:: b,•1.~n :,1·q111•·cl and con-

finned by r.,mplr..l.col. J':i.ndin9n l:ltt,L, a <J:lvc,n lov<Jl of 

t·cal GIW c;in be m,:,do up of' tll.fl'r:,n.,nl: 1.'nl::lon ol' 

lnf l ;o, Llon-1.tccon Lu a I: ln<J nnt'I .Ln r .l ,,i L 1<:>n-d "'"'P'.'n.l.11,_1 

' 
componen bJ; l•,or: any «;i.Lvon leV(!l 01: n~J1J.t:'1 .. •(Ji'll.o out:put-., 

Y, Lht? hJ.9ht.:•t'" l:.110 ullilt:·o of 1:111' .l.nf J.nLl.1111-ncc:t.!l'll:.u;.,L.J.111_1 

componcnL, YD, Ll\1.~ 9ro,1l:i.,1:· will bo 1:111· ,,l Lt:,ndt1nl'. 

in f ln l:.l.on,•11:·y i"H'<J:J::iui:·r,, en t:r•ri::.._1in,rl 111111. 

rnlJ.o, 
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is a variable, l:h<~l·e is an additional reason why a given 

unemployment ral:u 111uy be 11:.rnoc:iHted wl.t:11 vur:yirnJ rutc1; 

oJ.' inflntion and why tho Ph.Lllpn c:urvo, 1nay bo thulJ 

unstable. /\l: uny unrnnploymr:,n l: 1·,1 to and ~I iven tha 

expocta<l rnta of inflation, the acl:uul rata of inflnt!on 

w11·1 dopand on <p 
'l'hc vors!ons of tht:J Phll.ipG curve Cc"ln be ~ununnrized 

as follows: 

0l"i\Jinal Phil!pr;-:.;amuc,lson:..solow Modu).; 

. . 
p" f(U) ••••• · ••••••••••• (P.1) 

l'i.'icc.lrnan-l'hti·lJW 1,;x ton:3ion: 

. . 
C P •:a f ( U/ P ) • • • • • • • • • • • • • (·p. 2) 

The Suggos tt!d New C:x t0n1;ion: 

. . . . . . . . . . (P.3). 

E:ctuntlon (P.11 st:ntcrn l:hnt the rutn of J.nflnU.on is 

depc,ndonl: J'unctlonl.\lly on the~ r.:1to of unrnnpl.~yrnont. 

1,qua t!on (I'. 2 I c; tu l:€!1J that. the rate of lnflution lu 
' 

dt"p,:~nc..Jnnt on l:.hr~ r,'ll:n of uno111ploymonl:, ~1lv<'!'n th,.) 

cxpcacl:od ral:e of inflal:!on. J·:qual:lon (L•.:J) sl:nl:ea Lhnt 

the t·aL:,, of .Lni'l,.,U.on in n funct.lorl of L:hc, rnto of 

uncrnploymr,nt.:, 9ivon the expect.:m.l rat,~ or infl, .. ,t.:lon and, 

given \:tie pr.opocl·.:J.on ,of th<> GDP l:hnt 1r-i made up of 

,I 
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inflation-accentuating components. 

7.2 Policy Implications 

This study indicates that Nigeria's inflation is, 

to a large extent, a cost of the attempt by the <economy 

to achieve rapid growth. Since growtl1 is desirable, the 

challenge is how to stop inflation without stopping 

growth of the economy. To that extent, the attempt 

should be to find ways of limiting inflnti~~ to less 

distorting proportions rather than of completely 

eliminating it. 

Clearly, it is possible to choose between different 

growth rates and different degrees of inflationary 

stress; greater growth rates are associate~ with greater 

inflationary stress ge"r1erally, and vice versa. Since a 

minimum level of price stability is itself nec6ssary for 

an orderly economic und social development, one. option to 

anti-inflationary policy is to choose a less explosive , 

growth rate. Particularly, the growth of social and 

phy~ical infrastructure is desirable for greater future 

national production. However, given their inflationary 

consequences, such infrastructural development must 

necessarily b1c li1n.i.ted .. 
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The idea of 'balanced growth' has a peculiar 

meaning in this context. A given level of aggregate 

output can be more or less inflationary dependinq on 

its composition. The larger the inflation-accentuating 

components of aggregate output compared to the inflation

damperiing·components, the higher the inflationary 

pressure associated with a given level of agqregate 

outpu,t, and vic.e versc1. Policy makers can, therefore, 

choose between different output mix points. ind their 

corresponding inflationary pressure points" The combina

tion chosen will depend on whether or not,. in the 

evalu~.tion of policy makers, it is more bene
0

ficial for 

the society to increase 
0

production, for example, of 

investment goods that will enhance future yrowth, while 

worsening the inflationary pressure, in the short run. 

The expansion of output that may accentuate 

inflation is often undertaken because it is a means to 

a goal desirable to society, for example, economic .· . . 
growth. A trade-off relation thus exists between 

growth and inflation" Therefore, one cannot recommend 

an optimal mix of the national product because this 

would dl.',pend on the subjective evaluation of policy 

makers: how inuch disll tili ty from ·{nf lu tion is 

t ,. 
/· 
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considered worth bearing for a given value of future 

9rowth7 

The task of economic analysis in this regard is to 
' 

point out the implications of alternative lines of 

policy choice and to emphasize that the usual broad 

recommendation for greater output is deficient. The 

composition of that greater output is important. But 

the choice of what is considered •good.' for the society 

is to be left to policy makers. 

How efficiently resources·are used in the process of 
• 

growth is an important issue. ~ven if inflation is 

growt,1-induced, a given level of grl".lwth and structural 

composition of output could be more or less inflationary 

dependii:ig on how efficiently resources are used and the 

resultant real output of goods and services for a given 

monetary outlay. This possibility is demonstrated in 

Figure 2 which shows two members.of a family of trans

formation curves, E1 and E2 _Cgrowth-inflation ef(!ci7.ncy 

curves). If the economy is operating on E1 , a growth 

rate of G1 leads to an tnflation rate of c1 A whi~e a 

growth rate of G2 leads to an inflation rate of c2A. 

But if the economy is operating on E2, the growth rates 

of G
1 

and G2 would produce inflation rates of c16 and 

• 
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(Objective) 

Growth-Inflation r,fficiency 
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c1 /\ ,md c 2 1:l ') c 2A, 1::1 

is a preferable ,;i1·ow th-inf la lion <]fr lcic,ncy curve. l•'or 

any given growth rate, m1 yields a lower cost (inflation 

ra t:c) tha1i 1:;?.. 

,!"or an (,conomy t:o o_pcratc alon<J I\ rath,~r t11an 1;;
2

, 

policy mak0ru ahould ensure that publi~ expenditure io 

diructed l:o the, 11101·e p1·oduction-stlmulatln<J infcnstructure 

like railways, road networks, water DUJlp~y and cloctric 

ruthc,1· than to showplacc nnd ••howpiccc . . 
projocl:s l.Llc,, l'ool.:bnll st<1di;;, ,1rts theutro:1 and nctmini-

strative s0cretnriatA~ The crnphas.ts on public cxpcndi t:.ure 

should be functionalism at minimum coat. 

Two critical qu<.~ations arc thus to be answered by 

policy rnake1~~, ilboul: pLtbllc expcmditu,·c,. (1) Whal: w.Lll be 

l;IHi ralat:ive allocatlons bc,twecn .. J~t·autlgc pl'O(Jramnws rmcJ 

economic pt·o9 rn111mea? ( 2 ) Within economic prog rnmmnr; 

production of c:,11·1.·unt:ly con:.umr,cJ •JOCHlr·: ,1nt1 ,1c,1·vic"s on 

l:l'Jc., ,"Jnu lvind und l:.l.1t.' d1.~v<.~l41,r11~1n L or •J1.·t..,wL1, · IH.,L•:•n l .. i ,·11:.~, 

on l:ht) ol:lkoc .. 1:•01;· 1.111y •J;l.vt:..•1, ,,f\1'.·l<'>ll, 1.1,t• 111t'.:i1··,:. L·.h,.· 

i':\l.l.oc.-1l:l.tJl"i rif J:-c11·1c·,1.1cc• .. f..l l:u uccHH',11\\.1.! 111 t)1,11·..i1111111•:i .-ii, w,•l l 

as .Lo pi:·t)(lucl::1.nn fot· CUJ:"l"'1;"inl: c:rJn:,1m1ptJun, 1:11" l,::.:n 1.11 1 ! 

infl.ul::lon;,,-y pn,,:::.:tJJ:·e ;,:.i,;ocL1ted w:LJ:.11 ;1 <.J.l.ven lciv,)l or 
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aggregat!~ ou l:pu t, cetcris paribus. 

The research findings with respect to the 

nonagricultural-agricultural sector interaction suggest 

that a crucial anti-inflationary measure is that of 

improving agricultural production. While it is 

desirable that the industrial sector be expanding, the 

rate of expansion may be limited because of the stress 

it places on l:ne agricultural sector. Conceivably, there 

are two approaches to reducing such stress: limit 

indus·i:rial expansion or improve agricultural production 

to keep pace wil:h the demands of expunding industrial 

secl:oc. '.:f'l:_p1·is par:lbus, the second, option is moz::e 

desirable because it putR the economy on a higher 

production curve. 

One obvious reason for the poot performance of 
in Nigeria 

agricultureLis that it is based on the "stati~ hoe-

cutlass ,technology" (Olayide, 1980). The unoasy 

interaction bc~tween agriculture and nonagricul ture is 

a result of the slow rate of modernization of th~ former. 

As can be learri t fro1a the experience of such countries 

like E:ngland in the eighteenth century, the uneasy 

interaction can be minimized if fundamental trans

formations and innovations in the agricultural sector 
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occur simultaneously with, or before, industrial 

cxpant,ion. flc1ncc, .ln lsnc;l,,ncl of the <c•l<Jhb;,enth CHntury, 

whil<! \:h(, industrial revolution led l:o growl:h in rcill 

income and increased demand for agricultural pr.oducta, 

the a,Jricu 11:ural sucl:or re a ponded adc,qua tel y becau,:;c 

such innovatio~s as the enclosure systc~ and mechanization, 
. . 

made possible large-scale, commercial farming. 

There is, therefore, need for technical an well as 

organ.i.:J,11:.:onal changes in Nigeria I s a,Jr:lcul·'ctirc. To 

mecl: the clrnllcn,;,o of \:he time, agricultural modcr-nlza

l:lon entails that ,:;cicntlflc farming !1y 

f qrmc:. 1.1 y-,•:;:-:;tl1 H~<l a.,Ji:·or,omi~ t:.~,, hi?lo<.1 l n ts, anim,'ll 

scienl:isb,, veterinary scientists, agt·icultural 

engineer:J and agr:!.cul. lurnl 1.:?cononiit_; l:D nhou"!.d roplacc 

subsistence fat"ming by illiter,:tte, l11<)ugh hanJwot·king, 

old farmers. 'fhis an,1lysis &ccepto /\t"thur Lewis' (1971) 

v lew tha l: ono of th,a ways 1,~ wl.,lch a country "chiovos 

economic growth is to <Jet tile ,~ducutod l:o <10 jobs 

formerly done by tha illitet"ate. 

i\nl:l-infl,,tion policy should i'avouc inl:eg1·atcd rut·1.11 • 

d(1vclopi11enl: progrnmmo. Goou ro•lds, el1·\ctric pOW8I."' a11d 

water t:1.1pplic8 11houlcl be cxtcndeel to r.'Ut"ill an~,rn. Thcso 

m,~as.ur.c.!D will, i::lrnong other detirable. c•ffect:1, oncour.:igo 
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tt;ie educ a tf.?d l:o remain in rural ;u·ei.1s and take up 

farming as a profession. 

It is imp:'.ied from the above considerations that 

for an effective ch0ck of Nigeria's inflation, agricul

tural modernization policies must be designed and 

effectively implemented. Otherwise, the expansion of 

the nonagricultural sector will generate stresses that 

transmit into inflationary pressures. 

Tt.e preced.i..19 discussions may lead tQ _:,e question: 

What nonast·: . .::ul t•.,.i.·al-agricul tural output ratio is 
. 

optir.·,um in term a ,:,f minimising·· inflationary stress? 

.The L>c.i tion of nn optimum· position on a function 

presupposes that the function has at least: one turnin.g 

point. But as hat been statc!d in section !' .1, test 

runs show that the relationships being studied are 

better represented by linear rather than non-linear 

functions. In particular, the estimation results show 

that over the range of observeJ data, the relationship 

between the average price level '(p) and the non-
' ' 

agricultural-agriculturol output ratio (X7 ) is linear, 

thus: 

" p = 38.7 + 0.24X7 + O.D4x9• 

' 
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For such 8. linear. function, there i:, no •maximum' 

or 'minimu~' point. The marginal effect of x7 on P is 

constant at about 0.24. But given Lhe nature of the 

' price level/agricultural-nonagricuitural output functional 

relationship in Nigerii:i, policy n1akers can still reduce 

the inflationary pressure by taking measures 'that reduce 

the value of the ratio. A one poJ.nt reduction in the 

ratio decreases the average price level by about 0.24 

points, ceteris paribus. The ratio can be reduced by 

increasing agricultural produc~ion relative to nonagricul

tur~l production; or by reducing the latter relative to 

the former, at any level of aggregate output. 

Another salutary approach is to introduce measures 

that will make lt possible, for any 9iven 11onagricultural

agricultural output ratio to,produca a lower inflationary 

pressure than was the case prev!ously. such an improve

ment requires chcinging some underlying characteristics 

of the economy. 

One such measure is to increasE.- i.:,fficiency in the 

use of agriculturel products by the nonagricultural 

(pa·rticularly manufacturing) sector.,. so th0.t there :s 

greater. industrial output per unit of agricultural input. 

If such efficiency is achieved (throu~h tec~nological 
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improvements that rerJuce wastage and enable intensive use 

of inputs by processing what was formerly considerod 

_disposabl~ waste, into useful products), for a given 

desired industrial output level, there would be a lower 

requirement for agricultural inputs. 

A second way is .to make more efficient, agricultural 

sector•s use of its own products, through 'for examplel, 

the reduction of food wastage and prevention of spoilage 

of agricultural products due to inadequate·oreservation 
. 

measures. Home economics education will be useful in 

this regard. If the purported efficiency is achieved, 

the stJrplus production of agriculture over its own needs· 

will increase and the requirements of the nonagr1cultural 

sector can be satisfied with less friction. In sum, 

efficif.mcy i:-a the use of agricultural products by both 

the agricultural and nonagricultural sectors, will reduce 

the infl~tionary stress at any:given nonagricultural-

agricl,!ltural output ::-atio. 

Thirdly, the iri.flationary stress can be reduced b_y 

finding and making u~e -of nonagricultural substitut1s 

for the L·aw materialf) which"nonagriculture requires from 
• ,"• l I .~ 

agriculture. For example, some .cotton-, leather- and 
,, ' ·:. 

rubber-b?Sud pt·od!.!C;ts o:f industries, can be replaced 

'. ;,: ·, . ' : ..... ' . 
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with oynthetic su:..t:titutcs d<er.lvcd from, Nigeria':; rich 

crudfl p<,trolou111 di,posit:i. Wit:h uuch subul:itution, the 

naedo of nonaarlcull:ural sector fro1n the agricultural 

sector will fall at any level of the nonagricultural

agricultural output ratio. Hence, there will be lower 

inflationary otrcss. 

A progra1,~e of action io also required ayuinol: 

imported inflation. In so far .1;!.'S the country's 

industrial.tzal:ion depends heavily on impor.tucl capital 

goods, ri1w uiatcria;J.s and Sr>are partn, part or tho 

:ltructu1·a1 inflation will be out::iidc the control of 

domeo tic economic managcmen t. 'rho country should thus 

reduce il:1; dependence on imported goodi.;, particular-ly of 

consumer goods and raw material:;, if imporLed inflation 

is to be J:'educed. NE:w industJ:'ies ohould be' approved only 

if they will be based considerably 011 local raw materials. 

l::xi::itll')<J incJustL·ies r;houlcJ bu ,rncoura(J,:cl l:o clwn(Je to 

locally proclucc<.J raw materials. 'l'hin can be dono by 

granting 'r.e:.::ea1;ch , L"eba l:C!S' or: 'in nova l:ion rcba tos • 'l:o 

fit·ma that, oucc,:rnsful.ly find local aubsti tutos fur 

formm; l y · impot· t.icl inpu l:s •. Such r i rrns wou lcl ·be 1·,,runded 

·th,3 amount th,,.ey spe,id in rotJear-ching fo1· Llw :.;ul.wtil:ution. 
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Although contro~·of money supply may :be useful 
•, 1: 

as ,an anti-inflation measure, the ·-bulk of the evidence 

from this reseaL·ch shows that the root of the .matter 

lies much deeper. Inflation is inherent in·the 

structure of growth of the economy and is likely to 

persist even unc.leL· the best designed monetary and 

fiscal polici1o·s. 

In conclusio~, anti-inflafion policy should be 

· seP.n as part ar,d parcel of 'the total tosk o · national 

economic and social development. Anti-inflation policy 
) 

shouJ.d be designed within the context of overall 

econo;,1i c gi:-owth programming. Moreover, because· the 

structure oi' tile economy changes over time, 

anti-inflation pc.rlicy must also be dynamic; it should 

keep track of changes in structural relatives and be 

redesigned accordingly. 
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.§.UMMAHY AND CONyLUSIONS 

This research has been concerned with how the 

composition of output and the interaction between 

agriculture and nonagriculture affect the general price 

level. The possibility of the growth of some components 
.. 

of output accentuating inflation, as well as the condi-

tion for intertemporal stability of the par,~.meter 

eitimate of the mar~inal effect of aggregate output on the 

average price level, are also issues of interest. An 

exami~ation of the characte~istics of the Nigerian 

economy~lec.1.ds ·to the conclusion that a lot of 

inflationary impulses are embedded in the structure of 

the economy. A survey of t~e literature -0n inflation 

reveals that the problem h~ not been investigated 

within the context of the structural composition of 

output. 

Aggregate output can be divided into two groups: 

those components that influence the price level inversely 

and those components that .!.r.fluence the price level 

positively. OLS regression results show that the 

average price level is a dLrect function of aggregate 

'..21 

• 

. " :,, .:~.; 
..... , 

•, ' 



1 
I 

'122. 

output:. Howcv.:·l·, whih1 nonagricul tul·ul output:, 

rnanufr.1ct:ur.·in<J output:, con:;tl·ucLion output: ancl p,-,trolc:,urn 

expoL·t::; inf:lwmcc l:he price level positively, agL"icul

turol output influencca the prico level invarscly. The 

·nonagricull:ural-agricultural_9ut:put ratio, import price 

index ,111d money :;uppl.y alno affect. 1:he pri.cc level 

posi tivcly. 

The theoretical and policy implicotionR of the 

rcaull::i Ul"C cllr:cur~scd. 'l'hr..' fi:icl: l:l1dl:. co1npv1HJ11l.:n of 

aggregnl:c output affect the ~rice level divcrauly 

positivuly, ol:hcn; inversoly - lmpl.lua that it l:J 

some 

inapp.:-op1·!ate to use ag,_1rcgn~c output a:.3 · un ,axpl.:inc1l:ory 

variable l'oL· the price level. , 

'.l'hi::; rcuul l: :L11 J'ur·l:hm: UH<',d to ildvunc,~ the 

following arguments. 

(1) Por th,:i coefficient representing the marginal 

effect of agQrogatc output: on the nvernge price 

1,wel l:o be l:c111pOL'ally st:nbl,~, l:ho rolntlve 

woighl:s of l:ho inflnt!on-ucc,Jn tuntlnq componcnl.::; 

and 1:hia in f lci tlon-<1a111ponlny compon,:,n l:11 of t:h,, 

Gi)l' rnun I: l"em1.1.ln c~on ,,: l:;.in I: over.· l:iint). 
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(ii) To improve the optimality of partitioning of an 

aggregated r.egres.sor (as a way of reducing 

aggregation bias), ~.i.ie coefficients of the 

components in e~ch partition should have the 

same a~gebraic sign. 

(iii) One of the reasons for the appearance of 

•wrongly•. signed regressor coefficients in 

regression models, is the misconception of an 

expla~atory macro variable as influencing a 

dependent variable in a particular direction, 

whereas, suc:i an explanatory macro variable, is 

actually made up of components which influence 

the dependen~ variable in opposing directions. 

(iv) At any given =ate of unemployment and given the 

expected rat';! of inflation, the. actual rate of 

inflation will vary directly with the proportion 

of the GDP that is made up of inflation

ac'.':entuating components. Thus, the non

uniformity .of the directions of the impacts of 

cha.1ges in the components of the GDP on the 

average price level, is a t'cason for the 

instability of the Philips curve • 
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Pol:Lcywi:m, l.nflal:ion c,,n I.la 111.Ll::Luatod tht·ough 

cff J.,:lnn I: us<., of. r.ci::011t·ccn, tl11~ouv h 11ppcop1~ .l.,1 l·.c output 

mii:, and t:hrou9h the i.·cuuclion of n,)c;l:oral J.mbnlancc, 

parl:;l.c:ularly between n9ricult:urc and nonagriculturc, in 

the p1:occ::rn Of growth. However, /.101110 111ca~;UJ~C of infln

t:ion oecnr l:o be an inevi tnbl c cont for s t:ruc turn l 

transfoI.'ma t 1.1:•n and growth. 

po l J.c y .:·,, :I.' ,v,:ir 1cc of l:hr~ n lt·uc t:uco-o f - I: llr.,. -ot::onorny uppronch 

to tho ut-.ucly of J.nflLltion. lnflnt:J.on l.JcJ.nq t1 c:n111plcx 

r,n>I.>.,., •111,, t:11,·, ,1nn l. y1.1rni h<'L"~>l.n do nc, I.· 1 · 1·ov J.do n comp le., tc 

uoluLion uf 1.1·,o rid,.!J.0. 

particularly l:hc lhcorot;icnl ones, provido' an agm1cJn 

for further research. In view of thii; 1 thu writc,r 

intends to w1dertake further rasearcl1 along the following 

lines: a more elaborate study of the nature and conse

quences of t:he il<J(lt"CCJil tion bi.:ui ari1,in9 from 11..:,t:orogcnei t:y 

in the dircc tionu OJ.' the impac l;s of thc1 componcn ts of an 

aggL·egal;ed rcgressor; a moi.·e formal integration of the 

effecLs of the composition of output on the stabili·~y of 

the Philips Curve, in to existing theoretical fram0work ; 

and the examination of the applicability of the model of 

this research to other LDCs and indust1·ialized countries. 
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I. Derivation of Import Price ·Index Series 

1'ho :l.ir.port ·price index ,seriC!S is de1:ived from the 

formula: 

_ J~J22E..ts at Cur.rent Pr.ices X 100. 
Import Pr.ice Index - Imports at Constani:Prices 

Col.1 Col.2 coi.3 
Year Imports at Imports at Import Price 

Current 1974 Constant Index 
Pr.i.::en (HM) Prices (1974=100) 

1960 487.2 906.6 5::,.6 

61 499.2 919.9 54.3 
' 62 I 456.4 862.1 52.9 I • I o.:i I tJ. 79.4 860.8 ' 55o7 

tA ~,3 7. 0 1033. 3 • 56.8 I 

l ' I 

65 ! 645.4 11-:4.5 57.9 
i 

66 638.6 1081.1 59.1 
6? 621.4 105 2. 0 59.1 
G3 . 561.4 ,~a. 7 57.4 

' 69 702.2 1'..88. 9 59.1 
1970 936.0 '.1.559. 6 60.~ 

71 1317.0 2Cl62.7 63.8 
72 1281.0 1344. 2 69.5 
73 1B06.3 2208.8 82.0 
74 2743.3 2~43. 3 100.0 
75 5030.9 41,91.8 112.0 
76 6573.4 5584.9 117.7 
77 8874.0 71.85.4, . 123.S .. -
Sourc8: Cols. 1 and 2:- . World 8<1nk, 

World Tables 1 i976 p. 178 and 
,1980 (2nd Ed.) pp. 150-151. 
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II. Results of Regressions including 
Dummy Vui.-iable as llc~<JL"8SS0r 

( i) 
/\ 29.5 0.0098)(1 - ,47.7x10 p = + 

( 2. 25) (1.5) 

-2 R = 0.03 

(ii) I?, = 225.11 - 0.03X., ·- 41.Gx10 ,. 
( 1. 5) (1.2) 

R2 = 0.14 

(iii) 
/\ Q.01X3 - 47.3x10 p - 59.8 + 

(2.5) ( 1·.5) 

R.2 = 0.3 

( i V') 
I: 57.3 0.13X4 tl4.6X,.o l· ~ + .. 

( 3 .. 3) ( 1. 5 ) 

R2 = 0.3 

(v) ';; = 46.6 + 0.18X.- - 15. 9x10 :) 

(9.0) (: _ 1) 

-2 0.85 R = 

I'-
(vi) p = 87.4 + 0.02x6 - 39.4X10 

(3.3) :1. 3) 

.. 2 
R = 0.3 

(vii: 
I\ 59.2 0.37X~ - 46.3x10 p = + 

i 

( 2. 5) ,( 1. 4) 

-2 0.3 R =, 
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Notes: 

136. 
I\ 
p = 42.G + 1~14X

8 
(1. 93) 

- 40.4x:1.o 
(1.2 j 

R2 - 0.2 

(1) Figures in brackets are the t-ratios 
_for the corresponding parameter 
estimates. 

(2) 

( 3) 

The coefficient.of the war dummy 
vari_able 1 x10, is not statistically 
significant in any of the equations 
at the 95% confidence leveJ.. 

The insignificance of thci war dummy 
variable can be p.r.obabl y r,xplained by 
the fact that the battle fields were in 
the eastern states - Biafr.a -,while the 
rest of the country d.irl not experience 

- -l:he acute. disruptivP. effccl:fl of the war. 
·tt is also to be nclted that publishe~ 

()c1t,1 f:.1:~ the war :i·,iars excluded the 
easte1·n states. 
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Notes: (1) 

(2) 

(3) 

42.G + 1.14X8 
(1.93) 

ii2 

40.4x:1.o 
(1.,2) 

0.2 
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Figures in brackets are the t-ratios 
for the corresponding parameter 
estimates. 

The coefficient.of the war dummy 
variable, x10 , is not statistically 
significant in any of the equations 
at the 95% confidence level .• 

The insignificance of the war dummy 
variable can be pr.obnbly c,xplained by 
the fact that the battle fields were in 
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