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Abstract 

The major challenges of intellectual property protection globally are counterfeiting and piracy which constitute 

significant clog on economic growth especially in developing countries such as Nigeria.  The menace to 

intellectual property works are carried out by nefarious infringers thus shortchanging right holders’ incomes. 

There are various legal provisions set out to checkmate these activities, such as Copyright Act, Trademark Act, 

Patent and Design Act, likewise institutional framework, for instance, Copyright Commission.  Nevertheless, 

infringement continues to thrive.  The paper therefore examines the effects of infringements of intellectual 

property rights (IPRs) on the owners/right-holders in terms of survival and growth of businesses.   

Owners/right-holders directly suffer adverse effects of infringements in such ways as reduction of incomes 

through low sales, damage of the value of brand, disincentivness, image and goodwill of the producers, 

deprivation of the right holder of royalties.  It also reduces investment capacity of the right-holders, for 

example, production, increases the cost of combating infringement through awareness and enforcement.  

Factors responsible for infringement are mainly availability of supply of the products, easy access to market, 

increase production and distribution technology, demand for the product by consumers and the convenience of 

internet as medium of global networking which infringers exploit.  The paper found that infringement is on 

increase due to access to market, availability of internet and high profile gain seekers.  It was recommended 

that enforcing the existing laws and increase awareness would reduce infringement of IPR for benefit of right-

holders. 

 

Key words: Intellectual Property Rights, Infringement, Owner/Right-Holder and Effects  

 

1.1 INTRODUCTION 

Protection of intellectual property through patents, trademarks and copyrights is critical to ensuring that firms 

pursue innovation, whereas counterfeiting and piracy erode the returns on innovation and slow economic growth 

because of the negative effects on right-holders, consumers and government.  Intellectual property protection is 

right conferred by statutes on an individual or a corporate body with respect to the product of his or her intellect, 

guaranteeing the exclusive control of the exploitation of his work for a limited period (Owoseni, 2001).  

Infringements constitute a significant and growing problem facing intellectual property worldwide especially in 

developing countries like Nigeria.  Counterfeiters and pirates target products for which the profit margins are 

high, taking into account the risks of detection, the potential penalties, the size of the markets that could be 

exploited and the technological and logistical challenges in producing and distributing the products.   

 

Recently there has been an alarming expansion of the types of products being infringed, for example, luxury 

items such as clothing and designs.  Others are pharmaceutical products, fast food and drink, medical 

equipment, personal care like soap, detergent even automotive parts such as brake pad, oil filter and so on. 

Today IP related products dominate goods flowing across international borders.  Unfortunately a large 

percentage of these goods are infringing goods (Ladan, 2007:810).  In many parts of the developing world 

today, lack of enforcement of IPR remains the rule rather than the exception. To check the activities of 

infringers various laws such as Copyright Act, Trademark Act, Patent and Design Act and institutional 

framework like Copyright Commission are put in place.    

 

Despite these legal provisions, infringements of intellectual property rights (IPRs) continue to thrive.  Thus, the 

right-holders cannot safeguard the quality and merchantability of the products both locally and internationally. 

The question then is, what are the factors responsible for it and what effects does this menace have on 

owner/right-holders? The objective of this paper, therefore, is to examine the effects of infringements of 

intellectual property rights on the owners/right-holders. The paper would also consider the main factors 

responsible for infringement and conclude by providing measures for reducing the men ace of counterfeiters and 

pirates in IPRs to barest minimum for advantage of right-holders in Nigeria. 

 

1.2 CONCEPTUAL CLARIFICATION  

In an emerging field such as intellectual property, some less familiar concepts such as ‘intellectual property 

rights’, ‘infringement’ and right-holders are explained for better understanding of the paper. 
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“Intellectual Property Rights” generally refers to the ownership rights over a creative work.  The most common 

types of intellectual property are trademarks, patents and copyrights.  Intellectual property basically has two 

main branches namely, copyright and industrial property.  Copyright deals primarily with literary, musical, 

artistic, cinematographic, sound recording and broadcasts as well as live performances and expressions of 

folklore (Section 1(1), Laws of the Federation of Nigeria, 2004).  Industrial property on the other hand involves 

patents, trademarks, industrial designs and others.  Patent is an instrument that enables the holder to exclude 

unauthorized parties from making, using, offering for sale, selling or importing a protected product as well as 

product obtained using a patented process (Section 1(1), Laws of the Federation of Nigeria, 2004).  Trademarks 

are used to distinguish products from competing products and industrial design concerns the ornamental or 

aesthetic aspect of an article.  Industrial design on other hand, are primarily those elements incorporated into 

mass-produced products that aim to enhance their attractiveness by their appearance (Cornish, & Llewellyn, 

2007:567). 

 

“Infringement” includes the use of protected works without permission.  Such use of human intellectual creative 

activities without prior consent from the right holder is, counterfeiting and piracy, for example, infringement of 

copyright, patent, or trademark (Blakeney, 2012:5). The consumers unwittingly buy counterfeit or pirated 

products thinking that they have purchased genuine items.  Infringements undermine the ability of right holders 

to recover their investment costs and/or otherwise benefit from their innovative or creative work. 

 

“Right-holders” is a legal entity or person with exclusive right to a protected copyright, trademark or patent, and 

the related rights, that is, producers, performers, and broadcasters (Janssen, 2015). The copyright owner has the 

exclusive right to use and give others permission to use the work.  Further, the copyright owner can assign (i.e 

transfer) the rights of ownership in the copyright to a third party, for example, a creator of a work can donate it  

to an institution through assignment of rights.  Once assigned, the institution would be the sole owner of the 

copyright.  Section 10(1) (Copyright Act, 2004) provides that “copyrights conferred by sections 2 and 3 of this 

Act shall vest initially in the author, but the right-holder may license a portion or all of a protected work through 

regulatory framework and controls the use of their exclusive rights, including reproduction and distribution”. 

However, certain limitation and exceptions related to the interest of public policy override these rights; for 

example, the doctrine of fair use (Para (a) of Second Schedule of Copyright Act, 1988) describes situations such 

as teaching, research and access for the visually impaired. If a protected work such as digital video, audio or 

electronic research content is used without permission, the right holder may pursue legal action against the 

infringer. 

 

1.3 RIGHTS OF OWNERS/RIGHT HOLDERS 

The right-holders’ rights in intellectual property depend solely on the type of work concerned.  There are some 

rights given to the owners of creative works such as reproduction and exploitation rights, motion picture and 

broadcast rights.  Others are translation, adaptation and exhibition rights.  The author of copyright work such as 

musical or artistic (Para.1  First Schedule of the Copyright Act, LFN 2004) enjoys these rights for the period of 

lifetime and 70 years after the end of the first year of the death of the author.  Where the work is 

cinematography films, sound recordings and broadcast, it is 50 years after the first year that they were produced 

or broadcasted to the public (Para 2. ibid).  After the aforementioned years, right of the owner of the work 

ceases and the work falls into public domain.  According to Nigerian Copyright Act (Section 6(1)(a)(c).), 

copyright owner has both economic and moral rights. These allow the owner some rights to derive financial 

reward from the use of his work and preserve the personal link between him and the work.   

 

1.3.1 Economic Rights 

In the modern conception of property, works such as literary, musical, artistic, cinematograph film, sound 

recording and broadcast are property and, therefore, deserve to be protected (Section 1(1)(a)-(f) Copyright Act, 

Cap C28, Laws of the Federation of Nigeria, 2004).   Economically, property means wealth, power, office and 

capital, for example, an owner/right-holder of intellectual property has wealth in his works.  The utmost aim of 

the IP law is to protect the property of the owner by seeing that his labour is not unjustifiably expropriated or 

reaped by people who are not the producers of such labour (Aboki, 2002:76).  Thus, intellectual properties are 

primarily economic rights and in most cases the right owner can get pecuniary compensation for breach of his 

rights.  The right owner would though he will also want to stop anyone else from enjoying these rights and 

making money which should lawfully be his.  To exploit the subject matter of the owner’s copyright, patent or 

trademark without the owner’s authority is an infringement and the owner can enforce such right through civil 

proceedings.  In addition, technical means of copying, for example, photocopier, scanner, duplicating machines, 

printers and others have increased pirates activities considerably.  Infringement, which is the denial of the 

owner’s right of economic benefit, does not always have to be for commercial purpose.  Even private copying 
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will normally be infringement unless it falls within certain specific exemptions (See para 1, Second Schedule of 

Copyright Act, Cap. C28, LFN 2004) for example, unauthorized recording of concerts (bootlegging) can be 

commercially lucrative for the bootlegger, but will cause loss of sales of the performer’s authorized tapes.   

 

1.3.2 Moral Rights 

Generally, intellectual property hinges on economic rights of the author, but, many copyright systems, including 

Nigeria recognize the existence of a parallel species of rights known as moral rights.  A moral right was 

introduced at the Rome Revision of the Berne Convention for the protection of literary and artistic works.   Most 

of the countries have recognized for a very long time that the author of a book or other creative works have 

rights beyond his purely economic ones.   

 

There are three aspects of moral rights.  Firstly is the right to be identified as an author (or director of a film) 

whenever the work is published commercially, issued to the public in a film or sound recording, or made public 

in certain specified ways. Secondly, the author has the right not to have his work subjected to derogatory 

treatment.  This means distortion, mutilation or anything else prejudicial to his honour or reputation as an 

author.  Thirdly, moral right is not to have a work falsely attributed to himself as author.    

 

Moral right includes the right to privacy in a copyright film or photograph, which a person has commissioned 

for private and domestic purposes, copies, may not be issued to the public, and it may not be exhibited or shown 

in public, or broadcast or included in a cable programme service (Cornish, & Llewellyn, op cit). In France, there 

is an almost mystical regard for an author’s moral rights.  In the United Kingdom, by contrast, Copyright law 

took little notice of anything beyond the economic interests of the author until the Copyright Act, 1988 

recognized moral rights for the first time (Section 12, Copyright Act, op cit.).  In Nigeria, section 12 of the 

Copyright Act (Cap C28, Laws of the Federation of Nigeria, 2004) provides for moral right. 

 

1.4 EFFECTS OF INFRINGEMENTS ON OWNERS/RIGHT-HOLDERS 

Owners/right-holders directly suffer adverse effects of infringements in such ways as reduction of incomes 

through low sales, damage of the value of brand, disincentives, negative image and goodwill of the right-

holders, deprivation of the right holder of royalties.  It also reduces investment capacity of the right-holders.  

This forms the basis for discussion of this section of the paper. 

 

1.4.1 Reduction of Incomes due to Low Sales 

The main goal for most intellectual property creation is to earn a profit.  The presence of a pirated product could 

have significant implications that make it difficult, if not impossible, to successfully carry out marketing plans, 

therefore, resulting in low sales. Generating profits in IP indicates goods or services are desired by the 

consumers at a reasonable price.  However, where there is a reduction of sales volume due to counterfeit and 

pirated products introduced into the market it has drastic consequences on the right-holders business. This is 

because consumers who purchase counterfeit/pirated products believing same to be genuine would lose 

confidence, get discouraged and retreat from buying such product in future. Where the consumers are deceived 

to buy infringed materials it translates into a reduction of total demand of the genuine products. The degree of 

deceptiveness of the infringing product, and the quality of the counterfeit/pirated product in comparison to the 

genuine product also affect the sale. 

 

Losses resulting from decrease in sales have negative effect on owners because the firm would be forced to 

reduce operational output.  This reduction may include laying-off employees, selling equipment or assets and 

underperforming business facilities.  It should be noted that consistent business losses may force the 

organization into bankruptcy. For example, a musician once lamented the rate of infringement and said “if one 

moves upstairs to launch an album, on return to downstairs can meet the infringed copies being sold at lesser 

price” (Personal communication with a musician on 22nd March 2015).  This type of situation is definitely 

capable of precluding right holders from business, he continued.  Underperforming business may require owner 

to declare personal bankruptcy, depending on how the firm is organized.  Business bankruptcy may be a long 

and arduous process, depending on the size of the company and other aspects relating to business operations, but 

certainly right-holders are weary of infringement of their products which slows down economic growth. 

 

1.4.2 Reduction of Investment Opportunities 

The relationship between IP regimes and investment suggest that strong IPR protection provides incentives to 

invest in the development of new products and processes.   It is often argued that strong IPR protection 

stimulates incentives to invest, invent and innovate.  The predicted relationship between IPR and investment 
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suggests that high levels of counterfeiting and piracy are likely to discourage innovation and investment.  

Infringement therefore reduces the investment capacity of the right holders, because of shortchange by the 

infringers.  Counterfeiting and piracy can also affect the scope of firm’s activities, for example, less profit in 

brand value may drive companies out of the business, or to reduce their scale of operations.    

 

The effect of counterfeiting and piracy on the economy are undermining of innovations, financial gain of 

criminal networks, effect on environment, effect on employment and foreign direct investment (International 

Bar Association 2008:11).  Research and development demand a lot of resources both human capital and funds, 

thus, if the works are not protected, innovations, development and exploitation of ideas for new products and 

processes for economic growth would be weakened.   That is, the motivation to develop new ideas and products 

will decline especially research and development of new products which require substantial funding, for 

example, pharmaceuticals.   

 

1.4.3 Compulsory Price Adjustments by Right-holders 

As counterfeiters and pirates do not incur the developmental costs related to the creation of new processes and 

products, they are able to sell products profitably, at lower prices.  This means the presence of counterfeit 

products creates price pressures on the right-holders on primary markets forces right holders to adjust price 

downwards.  In the case of patents, the unauthorized production of a like product put additional merchandise on 

the market, which puts downward pressures on prices.  In the case of trademark and copyrights, lower prices for 

infringing product on the secondary market (where purchasers know the products infringe IPRs) tend to put 

pressure on right-holders to reduce their prices.  This is notably the case in the copyright-intensive industries, 

where infringing products usually are largely interchangeable.  In this, case, a high reduction in demand for 

genuine products might require a significant change of pricing policy by the right holders.  However, under 

certain conditions, the infringement of IPR gives right-holders in some sectors the opportunity to differentiate 

between consumers with respect to their willingness to pay for the authentic products.  Particularly when 

consumers with low willingness to pay decide to buy a cheaper counterfeit good, a rights holder may increases 

the price of the genuine product, aiming at customers with higher willingness to pay.  This, in fact may led to an 

increase in the prices of genuine products accompanied by a reduction in sales volumes.  

 

1.4.4 Negative Impact on Brand Value and Reputation  

Intellectual property theft and commerce in counterfeit and pirated goods are growing at an alarming pace.  

Counterfeiting is no longer limited to the petty items but instead has evolved into a sophisticated black market 

industry involving the manufacture and sale of counterfeit versions of an unimaginable number of products.  

Reports of counterfeit pharmaceuticals, infant formula, automobile parts, batteries, and electronic products have 

potential harm that could be inflicted on consumers and the brand (Arnold & Porter, 2012:2).  Counterfeiters 

and pirates are opportunists motivated by greed and will move whatever products they can through their illicit 

chains of distribution. The harm caused by counterfeiting and piracy cannot be overstated.  Every sale made by 

a counterfeiter is a sale that a legitimate business will never make.  The introduction into the market of a single 

counterfeit product has the potential to undermine and irrevocably damage years of building a business’ 

goodwill and reputation.  

 

The presence of counterfeit products may damage the value of the brand and image of the producers of genuine 

products over time. This is because counterfeiters and pirates often produce substandard item endangering the 

lives of those who purchase them, for instance, those consumers who believed they were buying a genuine 

article when they in fact buying a fake will be likely to blame the manufacturer of the genuine product if the 

fake did not fulfill expectations, thus creating a loss of goodwill.  If consumers never discovered that they had 

been deceived they may be reluctant to try another supplier and encourage other potential buyers to patronize 

the one they buy from. These illicit activities steal market share from legitimate businesses and undermine 

innovation with negative implications for economic growth. This leads to ‘erosion of company name’ or 

‘destruction of brand reputation”.  Examples of these cut across numerous sectors, including consumer 

electronics, information and computers, electrical equipment, food and drink, luxury goods, sports-wear, 

automotive spare parts and car accessories and pharmaceuticals.  

 

1.4.5 Deprivation of the Right Holder of Royalties 

Royalties are the proceeds gained by IPR holders for permitting other parties to exercise such rights.  

Infringement deprives the right holder of these proceeds.  Moreover, there may be multiple parties who would 

be affected by lost sales of genuine products, since royalties are payable for different elements of the product, 

where such rights have been licensed and not purchased outright.  The significance of these losses is difficult to 

quantify as no specific datasets about this market are readily available.  
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1.4.6 Increase in the Cost of Combating Infringement 

Right holders can incur significant costs related to combating counterfeiting and piracy, such as modification to 

product design, special packaging, litigation, investigations and related research, assistance to governments.  

Others include campaigns for increasing public awareness and “goodwill” costs associated with settling claims 

by customers who bought faulty counterfeit products.   

 

Costs are also incurred in raising public awareness of counterfeiting and piracy issues.  This involves educating 

the public and lawmakers through communication campaigns or through other national, international or sectoral 

action groups. It is emphasized that all the costs presented above do not translate into higher quality for the 

legitimate goods.  The cost of protection against counterfeiting, if saved, could be used for improving product 

quality or making other additional productive and beneficial investments.  Indeed, from the general point of 

view, these costs can be classified as a pure social loss, as no agent directly derives any utility from this 

spending at any point of time.  

 

Protecting products from counterfeiting and piracy can involve substantial investment in the development of 

technological product protection.  This could include anti-counterfeiting and product modifications, such as 

holograms or watermarks.  In addition, substantial resources can be required to develop anti-counterfeiting 

packaging.  In the soft drink industry, for example, considerable sums are invested each year to combat 

counterfeiting via the development and use of non-refillable containers, sophisticated packaging and other 

devices.   IP holders also have costs related to enforcing their rights and providing compensation for the damage 

caused by counterfeits and pirates.  These costs are linked to legal actions against counterfeiters, privately 

funded investigations working to track down counterfeiting activities, and co-operating with governments on 

anti-counterfeit measures, that is, the training of customs authorities to assist customs officers in their 

enforcement activity.  

 

1.4.7 Raise Costs of Technology Acquisition  

Developing countries frequently base their economy and scientific research on the employment of foreign basic 

technology imported from industrialized countries.  Both areas may be negatively affected by infringement of 

IPR.  The granting of the respective rights allows the inventor to receive high economic rents for the use of the 

invention.  This results counterfeiting and piracy discourages technology transfer because the royalties are 

avoided. 

 

The shift of workers to activities that are associated with counterfeiting and piracy comes at a cost.  The 

working conditions may be poor since the operations to be carried out at places hidden from public eyes.  The 

cost to society of providing patronage through sales to such pirating networks may far outweigh any apparent 

gains from additional employment.   

 

Intellectual property regimes affect both domestic and foreign rights holders. Weak regimes that tolerate 

counterfeiting and piracy invariably undermine local innovation.  In developing economies, the principal victims 

of weak regimes are likely to be innovative small and medium sized enterprises, which are a major source of 

new jobs in most economies.  

 

1.4.8 Creates Unfair Competition,  

This is directed against acts that are contrary to honest practice in industry and commerce, for instance, 

reproduction of author’s work without prior permission or imitation of the trademark without license.  The range 

of activities and practices, described as unfair competition is very wide.  All acts of such a nature as to create 

confusion by any means whatever with the establishment, the goods, or the industry.  Unfair competition law 

may deal with classical cases of trademark and trade name infringement.  It may supplement protection granted 

by other special industrial property laws, insofar as it may provide for remedies in cases where none are 

available under such laws.   What is unfair or dishonest largely depends on the economic realities at a given time 

and place. 

 

1.4.9 Disincentiveness 

The indiscriminate access to infringed products may prevent the right holders from recovering the cost of 

publication or creation, the very incentive that is to be encouraged.   Due to proliferation of information on the 

internet and in other information resources in Nigeria, the negative effects on right holder continue to increase.   

For example, digital technology and the attendant digital convergence of information products now mean that 

different categories of works and data such as texts, sound, pictures and moving images, which used to be 
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reproduced independently, can now be compiled in one single medium of fixation such as CDs, VCDs and DVD 

(Oyewunmi, 2011:10).  It has capacity for reproduction and ease of transmission without loss of quality which 

has brought about new copies identical to the originals stored in CDs or DVDs.   

 

Accessibility of counterfeit or pirated goods also put downward pressure on the price of the authentic product, 

causing a further decline in a right-holders’ revenue.  Oladipo (2003:116) once remarked that “the internet 

combines the capability of the mails, the fax, the phone, video, graphics, credit card, archive systems and more 

in a single, low cost, world-wide interactive computer network”.  This network brings together the clients, 

professionals, dealers, brokers, market quote vendor, banks, government and more in an electronic environment 

that knows no sovereign. This is beyond the reach of any single regulator, respects no geographical boundaries 

and applies no known law. 

 

Additionally, a company’s brand may be damaged when consumers who are unaware they have purchased a 

counterfeit good blame the maker of the genuine product for the poor quality of the product they have brought.  

Right holders with small businesses are unlikely to have the financial resources to protect themselves from 

intellectual property theft or pursue enforcement actions when facing losses.   Also protecting intellectual 

property from the start can be time-consuming, for example, even with recent improvements in the patent 

review procedure, new applications take approximately three years to fully process in Nigeria.  The large costs 

associated with intellectual property infringement may mean that some firms are forced out of business before 

the infringement investigation is completed.  

 

The benefits of innovation for economic growth and development are increasingly threatened by infringements 

of IPR worldwide.  The problem of counterfeiting and piracy has far-reaching consequences and requires a far-

reaching cooperative solution.  Nigeria counterfeiting activities and piracy cost rights-holders several billions of 

Naira yearly between June 2012 and December, 2014 the counterfeited and pirated materials worth over N14 

billion was lost to infringers (Sourced cumulatively through Nigerian Copyright Commission website).  

 

1.5 FACTORS RESPONSIBLE FOR INFRINGEMENTS OF IPRs 

Factors responsible for infringement are mainly availability of supply of the products, easy access to market, 

increase production and distribution technology, demand for the product by consumers and the convenience of 

internet as medium of global networking which infringers exploit. 

 

1.5.1 The Convenience of Internet as Medium of Merchantability 

The availability of internet has provided counterfeiters and pirates with a new and powerful means to sell their 

products via auction sites, stand-alone e-commerce sites and email solicitations.  The online environment is 

attractive to counterfeiters and pirates for a number of reasons including that the relative ease of concealing and 

deceiving consumers their true identity limits the risk of detection.  There is flexibility in use of internet for 

infringers located anywhere in the world to establish online merchant sites quickly.  Such sites can also be taken 

down easily or, if necessary, moved to jurisdictions where IPR legislations and/or enforcement are weak.  

 

Infringement undermines competitive position, reduces opportunities and profits for right holders due to the 

sales of illegal, low-cost imitation.  Due to this, trade secret have been stolen, sales and royalty/licence fees have 

been diminished and brand names and product reputation have been damaged (Peg, 2011).  Losses of copyright 

are due to the low cost of digital replication, the convenience of the internet as a medium of exchange for these 

products, and market access limitations that may stimulate demand for infringing products. 

 

There is no provision in the Nigerian Copyright Act or other relevant legislation instituting a notice and 

takedown mechanism.  However, International Intellectual Property Index – an Anatomy of Nigeria’s 

Intellectual Property Environment Nigeria of 2014 was scored 9.81 over 30.  Thus ranking was 25
th

 out of 30 

countries identified (www.theglobalipcenter.com).  This means that rate of piracy is still very high.  There is 

legal challenge where piracy is committed online because right holders of such works are unlikely to get succour 

from Nigerian courts due to inadequate or non statutory provision to curb internet infringement. However, 

National Communication Commission provides Guidelines for Internet Service Provider in Part II thus:  

 

“Internet Service Providers must ensure that users are informed of any statements of 

cybercrime prevention or acceptable internet use published by the Commission or any other 

authority, and that failure to comply with these acceptable use requirements may lead to 

criminal prosecution, including with respect to: (a) unlawful access or fraudulent use of a 

computer (b) identity theft, impersonation or unauthorized disclosure of access codes; (c) 
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unlawful interception, or any form of system interference, (d) violation of intellectual property 

rights and (e) any other use for unlawful purposes, including terrorism, promoting racial, 

religious or other hatred or any unlawful sexual purposes. 

 

The above does not provide for enforcement mechanism for eradicating counterfeit and piracy in Nigeria rather 

are mere guidelines. Similarly, the Nigerian Copyright Commission is handicapped to track down the sources of 

digital piracy and is so hampered on effecting enforcement. It should be noted that the available legal protection 

in Nigeria for computer software is not adequate. This inadequacy is accentuated by the intricate and specialised 

nature of this aspect of digital technology and the difficulty of identifying infringements of such digitized 

copyright materials, coupled with the incredible speed at which information and data can be electronically 

transmitted over long distances. Other related problems include the advances in information storage and 

compression technologies, the distribution, re-distribution, transmission or reproduction of computer generated 

data within shortest time. 

 

1.5.2 Low Penalties Provided for Infringers: 

Inadequate sanction on infringers encourage infringement, for example, sections 61 and 62 of the Trademark 

Act provides “any person who makes a representation that an unregistered trademark is registered, or that a 

registered trademark is registered in respect of goods for which it is not registered, or that registration confers 

exclusive right when in fact, it does, not shall be liable on summary conviction to a fine not exceeding 200 

Naira”.   Also section 3(3)(a)(b) of Merchandise Mark Act provision is grossly inadequate punishment for 

infringement, for example, if the matter is determined by the High Court the infringer is liable to 2 years 

imprisonment or a fine and if before Magistrate court the infringer is imprisoned for 6 months or a fine of 

N100.00. 

 

The penalty for infringement is not sufficient to deter the potential offenders.  The only remedy for an owner is 

civil action in court.  There is no provision in the law for criminal prosecution except in the area of copyright 

where the owner can institute a criminal action through the Nigerien Copyright Commission.  Also sections 372 

to 380 of the Penal Code create various offences similar to the Merchandise Marks Act, including counterfeiting 

a property mark (section 375) making a false mark (section 378) and tampering with property marks (section 

380).  Terms of imprisonment range from one to three years or a fine or both.  The punishments prescribed by 

Penal Code are very mild. 

 

Section 13 of the Merchandise Marks Act states that:  “no prosecution of an offence against an act shall be 

commenced after the expiration of three years after the commission of the offence or one year after the first 

discovery of the commission of the said offence, whichever time expires first”.  The time limitation placed on 

the complainant is indeed a major problem.  This is because there are several of factors that need to be 

considered prior to filing a complaint.  Therefore, the limitation seems rather impractical and unjustifiable 

particularly criminals would take advantage of this provision and escape the long arm of law.   It is considered 

that since the proprietor’s rights remain valid as long as the trademark is renewed, he should not lose his rights 

to the time limitation of possible criminal prosecution. 

 

1.5.3 Profitability of the Counterfeit and Pirated products 

Another main factor responsible for infringement of intellectual property rights is profitability of counterfeited 

product because there is no taxation on it.   Infringers target products where profit margins are high, taking into 

account the risk of detection, the potential penalties, the size of the markets that could be exploited and the 

technological and logistical challenges in producing and distributing products. Prices are affected by socio-

economic factors, which differ among economies.  If the substandard products are priced at the same level as 

genuine items, right holders would not lose much.  The infringers may lower the price of their products so as 

lure the consumers into buying them.  Counterfeiters and pirates infiltrate distribution channels with products 

that are often substandard.  Consumers unwittingly purchase these products, thinking that they are genuine.   

 

1.5.4 Low Detection of Counterfeit and Pirated Products 

Detection of counterfeit and pirated items is difficult some times.  Penalties for the offence are too meager, 

shortage of genuine product and then courts too award very low amounts of damages as compensation for 

infringement.  Counterfeit drugs pose public health hazard, diminishes right-holders’ income, and reduces the 

incentive to engage in research and development and innovation.   

 

Open markets are the incentive to unscrupulous traders of the considerable business profits which may be made 

from free-riding on the creative efforts and investment of others.  This is done by passing off imitations of 
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desired products at a cost lower than those which are incurred by the producer of genuine products.  Secondly, 

the consumers demand and the public perception sustain piracy and counterfeiting as innocuous infractions.  

Thirdly, the failure of the public authorities and commercial organizations to communicate to the consuming 

people of the dangers for the use of unauthorized products accounts for infringement.   

 

1.6 CONCLUSION 

Counterfeiting and piracy are detrimental to the proper functioning of competition.  Since counterfeit and 

pirated goods are, by definition, substitutes in the economic sense for lawfully marketed goods which they 

imitate, the divergences in the cost base for illegal operators will also give rise to differences in the conditions of 

competition for the lawful operators.  Counterfeiter and the producers of pirated goods are saved the research 

and development costs and the marketing costs of legitimate traders.  Their free-riding enables them to capture 

an increasing share of the market, thereby producing distortions in the conditions of competition and to 

diversions of the natural trade flows of legal goods.  The phenomena of counterfeiting and piracy thus lead to 

the loss of turnover and market shares by legitimate business who, additionally, suffers the loss of future sales 

from the loss of brand image with their customers.  The spread of counterfeit and pirated products leads to a 

prejudicial downgrading of the reputation and originality of the genuine products whole businesses gearing 

continued spending huge sums with a unit their publicity to the quality and rarity of their products.  This 

phenomenon also involves additional transaction costs for businesses (costs of protection investigations, expert 

opinions and disputes) and in certain cases may even lead to tort actions against the de facto right holder of the 

products marketed by the counterfeiter or pirate where the proof of good faith is in doubt. 

 

The paper found that infringement is on increase due to access to market, availability of internet and high profile 

gain seekers.  There are two principal challenges in combating counterfeiting and piracy namely, to find ways to 

enhance enforcement, and to raise awareness of counterfeiting and piracy issues. Also there is need to detect and 

undermine counterfeiting and piracy at the point where infringement originates.  Actions are also required to 

keep the internet from becoming a prominent distribution channel for counterfeit and pirated products.  

Multilaterally, ways to strengthen the existing framework and practices could be explored.  Strengthening of 

civil and criminal remedies to more effectively reduce the harm caused to right holders, expanding border 

measures and increasing information disclosure are important.  Furthermore, at the governmental level, 

cooperation with industry and among various section of government should be strengthened.  Development of 

effective policies and practices would benefit from more regular assessment, through peer review and related 

examinations.  Information base needs to be strengthened.  Improved information would enable more far-

reaching analyses to be carried out on the magnitude and effects of counterfeiting and piracy on economies. In 

turn, this would provide governments and other stakeholders with a firmer basis for developing more informed 

and effective policies and programmes to combat the illicit practices.   

 

It is concluded that due to the importance of intellectual property protection, the country must take urgent legal 

and policy steps to safeguard the multiple gains of intellectual property rights for owners. 
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Abstract 

This paper assessed the impact of microfinance on the growth of small and medium scale enterprises (SMEs) in 

Zaria area of Kaduna State. This is based on the fact that it is assumed that microfinance banks are considered 

as integral to the growth of small and medium scale enterprise (SMEs). The study used descriptive analysis in 

which a sample size of about 61 small and medium scale businesses was used for the analysis. The finding of the 

paper show that microfinance banks impacted positively on the growth of SMEs in the study area. However, the 

finding further shows that the level of the impact is not significant as a result of insufficient awareness about the 

existence, duties and roles of microfinance banks as well as poor accessibility of loan facilities. The study 

therefore recommend that given the low level of awareness among entrepreneurs, an avenue to improve the 

level of awareness on the existence of microfinance should be embark upon by the stakeholders in the 

microfinance banking sub-sector as a matter of urgency 

 

Background of the Study 

Reforms are predicated upon the need for reorientation and repositioning of an existing status quo in order to 

attain an effective and efficient state. (Ajayi,2005). There could be bottlenecks that may inhibit the functioning 

of institutions for growth and the achievement of core objectives in the drive toward enhancing and sustaining 

the economic and social imperatives of human endeavour. Reforms become inevitable in the light of the global 

exigencies and emerging landscape. 

 

Literatures indicate that banking sector reforms are propelled by the need to deepen the financial sector and 

reposition it for growth. The banking sector recapitalisation also affects the microfinance banks. In October 

31’st 2010,121 microfinance banks received provisional licence upon meeting the pre-test conditions of the apex 

bank. These banks are to increase their capital from NGN10 million (USD64,200) to NGN20million 

(USD131,000). This is aim at repositioning them in meeting the need of the unbanked Nigerians  who are either 

entrepreneurs and or small and medium scale enterprise operator. The impact of microfinance in economic 

growth and development of a state cannot be overemphasised. The concept of microfinance is not new, savings 

credit groups that have operated for centuries include the “susu” of Ghana “chit” funds Indian, tandas in mexico, 

arisan in Indonesian, ajo in Nigeria, “cheetu” in Srilankapasanaku in Bolivia as well as numerous saving club 

and burial society found all over the world (Achieves2006). Bruno Squire and revation (1995) indicated that 

there are ample evidences that policies designed to foster economic growth  significantly at alleviating poverty 

are important. According to Muktar (2009), credit has been recognised as an essential tool for promoting small 

and medium scale enterprises.(SMEs). 

 

Economic growth may be hampered without putting in place well focus programme to reduce poverty through 

empowering the people by increasing their access to factors of production especially capital. Persons with 

lucrative business ideas without capital should now have available opportunities through the provision of 

financial services by microfinance banks. This will further lead to physical development of enterprises which 

could grow to larger ones. The contributions of SMEs to economic growth have been recognised globally. In 

Nigeria, SMEs account for 70 percent of industrial employment and 60 percent of agricultural sector 

employment (Odubanjo 2001 and Usman 2001 in Lawal and Ijaiya 2007). 

 

SMEs play strategic roles in an economy through employment generation, utilisation of local resources, output 

expansion and transformation of indigenous technology, promotion of even development and reduction of 

income disparities, production of intermediate goods and increase in revenue base of government.(Aruwa 2006). 

They  are important source for the supply of raw materials and intermediate inputs the building of local large 

scale industries that have the potential to develop into multi National corporation (Lawal and ijaiya 2007). 

In Nigeria SMEs  access to institutionalised credit facilities has been bedeviled by many factors such as high 

level of risk, mortality rate, lack of proper accounting records and data required by banks, inability  to provide 

acceptable collaterals.etc (Aruwa 2006) The role of  finance has been viewed as a critical element  for the 

development of small and medium scale enterprises. Previous studies have highlighted the limited access to 

financial resources available to small enterprises compare to larger organisation and the consequences for their 
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growth and development (Udechukwu 2003). Typically, smaller enterprises face higher transaction costs than 

larger enterprises in obtaining credit (Olorunshola 2003). 

The panacea for solving problems of economic growth in developing countries often reside in the development 

of small scale industries and medium size enterprises. Their establishment has been the centre piece of industrial 

development of many countries such as Indonesia, Malaysia, Pakistan etc. It is expected that the gain to be 

derived from the establishment of small and medium scale enterprises (SMEs) will be translated into generation 

of employment at a low investment cost. The survival of these SMEs is tight to adequate financing and one 

major sources of finance is the microfinance banks whose core function among others is to facilitate SMEs 

growth and entrepreneurial development through soft loans. 

 

Small and Medium Enterprises (SMEs) in the study area have not been performing well and hence have not 

played the expected vital and vibrant role in the economic growth and development of Nigeria. This situation 

has been of great concern to the government, citizenry, operators, practitioners and the organised private sector 

groups. 

 

This noted problem call for the need to carry out a research toward assessing the impact of microfinance bank 

on the growth of small and medium scale enterprises (SMEs) in Zaria area of Kaduna State. 

 

Conceptual and Empirical Review 

Micro Enterprise: A firm, whose total cost including working capital but excluding cost of land is not more 

than ten million naira (N10,000,000) and/or with a labour size of not more than thirty (30) full-time workers 

and/or a turnover of less than two million naira (N2,000,000) only( Ngwu, 2005). 

 

Park and Ren (2001) noted that microfinance programmes are united to provide financial services to individual 

traditionally excluded from the banking system especially women. At its simplest, microfinance is an economic 

approach to the delivery of financial services to those that are hitherto unreachable at a fee that is affordable and 

economic to the users of those services .At the same time, funds from the providers of financial services are 

used to generate adequate returns for the users, thereby building up their enterprises and creating employment 

opportunities which will help to reduce poverty level in the economy. Microfinance is a holistic approach 

designed to improve the lot of micro, small and medium scale enterprise and entrepreneurs both in the rural and 

urban areas in accessing fund as at when needed from the conventional banks. 

 

Udeaja and Ibe (2006) provided a broader definition of a microfinance institution (MFI) as an organisation 

specifically providing financial services to the poor. The organisational form varies but may be a credit union, 

downscale commercial banks, microfinance banks, financial NGOs or credit cooperative. 

 

Small Enterprise: An enterprise whose total cost including working capital but excluding cost of land is 

between ten million naira (N10,000,000) and one hundred million naira (N100,000,000) and/or a workforce 

between eleven (11) and fifty (50) full-time staff and/or with a turnover of not more than ten million naira 

(N10,000,000) in a year (Ngwu, 2005). 

 

Medium Enterprise: A company with total cost including working capital but excluding cost of land of more 

than one hundred million naira (N100,000,000) but less than three hundred million naira (N300,000,000) and/or 

a staff strength of between seventy-one (71) and two hundred (200) full-time workers and/or with an annual 

turnover of not more than twenty million naira (N20,000,000) only (Ngwu, 2005). 

 

 Appraisal of the Past Policy Measures and Microfinance Policy Initiative 

Akinboyo (2007) made an appraisal of the various policies and incentives aimed at promoting the growth and 

development of micro-businesses. He affirmed that micro-businesses showed various degree of success. The 

implementation of Industrial Development Centres (IDCs) was poor and their performance devoid of luster 

because many of them were inadequately equipped and funded. The Small Scale Industries Credit Scheme 

(SSICs) was largely unsuccessful because of the dearth of executive capacity to appraise, supervise and monitor 

projects. As a result, many unviable projects were funded which led to massive loan repayment deficit. 

Consequent, the scheme which was expected to be revolving had to be stopped. NERFUND faces a number of 

problems which include poor and untimely loan recovery rate, as well as low demand for loans after 1990 

because of concern for foreign exchange risk which was born by the borrowers. 

 

The banking sector witnessed a significant lukewarm in meeting the credit requirements of the Small Scale and 

Enterprises (SMEs).This was unconnected with inadequate collateral including the inability to raise the required 
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equity contribution by the SMEs. Banks also regarded SMEs as a high risk venture due to the absence of 

succession plan in the event of death of the proprietor leads, in many cases to frequent early demise of SMEs. 

These being reasons, the performance, significance and the contribution of Small Medium Enterprises(SMEs) 

and micro businesses have been very insignificant to the growth of the national economy .Bearing this in mind, 

government embarked on the development of microfinance policy initiative. 

 

Akinboyo (2007) stated that a policy strategy measure has been taken to license and regulate the establishment 

of microfinance banks as well as promoting the establishment of NGOs-based that will have a great impact on 

micro financing activities. The states and local government will be encouraged to participate in micro finance 

industry by encouraging them to devote at least one percent of their annual budgets to micro credit initiative 

which would be financed by microfinance banks. The regulatory institutions for microfinance banks would be 

strengthen and a campaign for transparency, professionalism and good governance would be promoted and 

pursued with vigor. 

 

Finally, domestic savings would be adequately mobilized and the capital base of the existing microfinance 

banks institutions would be strengthened. This would be follow-up by continuous training of the regulators, 

operators and the beneficiaries from the policy. 

 

Microfinance Banking Experience From Other Countries of the World 

Microfinance has been a panacea for change in the quality of life for millions of people in developing countries 

especially Africa, South East Asian and the Pacific and Latin America. Examples are discussed below. 

 

The Case of Ghana 

Several effort is been made by the Ghanian government to extend access to financial as access to financial 

services from banks is limited. With the existence of one bank outlet to 81850 persons, access is almost four 

times better in greater Acrra region, with one bank branch for every 21,000 persons. The Ghanian financial 

regulatory approach has foster a wide range of formal and informal microfinance institution (MFIs), rural banks 

(RBs), savings and loan companies (SLC) credit union (CUs), non-governmental organisation (NGOs), 

community based organization (CGOs), Small Credit Association and Informal Saving collectors and money 

Lenders (CBN Bulletin,  2007) 

 

As of January 2007, Ghana’s commercial banking system is made up of 20 banks dominated by a few major 

banks. It reaches only about 5% households, most of which are excluded by high minimum deposit 

requirements. The three largest commercial banks control 55% of the total asset of the banking sector while five 

smaller commercial banks operate on a much smaller scale. Also, the universal banks and developments banks 

share about 30% of the total asset base of the banking sector. The Ghanian commercial bank holds about 75% of 

the total asset and 20% of deposit. A large proportion of the money supply(about 60%) circulates without 

intermediation by the commercial banking system. Thus, the rural banks, savings and loans companies, and the 

semi formal and informal financial system play an important role in Ghanaians’ private sector development and 

poverty reduction strategies. The numbers of rural banks reached a peak of 133 in 1998, but fell to 111 in 1999 

with the closure of 23 distressed banks and the commissioning of new banks. 

 

Microfinance loans are generally short-term loan (4-6 months) with weekly repayment averaging around 50-70 

but ranging up to several hundred dollars with compulsory up-front savings of 20% retained as security for the 

loan, complementing group or individual guarantees as the other principal form of security. 

 

 The Case of Indonesia 

The history of micro-financing in Indonesia dates back to 19
th

 century Dutch Colonia times. It has formal, semi-

formal and informal financial institution offering loans linked to development or poverty alleviation with NGOs 

playing less significant role in microfinance than in any other country in the world. Her financial sector is made 

up of commercial banks, non banking financial institutions (leasing, factoring, consumer, factoring, consumer 

financing, credit card) and various semi-formal and informal microfinance institutions (MFIs) (CBN Bullion 

2007).large number of institutional types offer micro credit which bank Indonesia defines as a loan below 

roughly US$500 (R.P 50 Million) provided by formal semi- formal financial providers. Though, the banks do 

have harder time collecting savings, however, due to competition with commercial banks, non bank 

microfinance banks were established by provincial or district level government authorities and receive seed 

capital from both the local and central government or the ministry of finance to promote lending for economic 

development.       
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The Case of South Africa 

Akinboyo (2007) affirmed that in 1999, the South Africa regulatory council (MFRC) came to being with the 

mission of monitoring micro lending activity and to register micro lenders with the view to promoting lending to 

the poor and channelling financial services to small and medium scale enterprises (SMEs) growth. That the main 

retail financial parastatals are the post office bank, land bank and Ithala development finance which is 

geographically constrained to the Kwazulu-Natal Province. While the post office bank and land banks operate 

with branches nationally. In the same vein, the focus of South Africa has long been the provision of credit, as 

various types of credit are offered by the range of institutions operating in the country. 

 

With the recent wide range emphasis on improved access to savings financial services, the government relaxed 

administrative requirement for savings account bellow a certain amount with a wide range institutions that reach 

poorer households in some capacity or another. The relaxed requirement for saving will go a long way in 

stimulating people’s banking habit enable the banks to have more money channelled to lending as loan at a 

given percentage of interest. Thus, promoting entrepreneurial access to financial services. 

 

The impact of microfinance in these countries is highly significant .For effective and lasting impact of micro-

financing on poverty reduction, the countries in the South- East Asia and the pacific and Latin America regions 

were guided by three operating procedures namely: 

 

i. Emphasis on good governance, transparency, accountability and achieving wide outreach. 

ii. Developing financial system that include microfinance sector. 

iii. Collaboration among financial services provider, government and central banks with a view to 

achieve inclusive financial sector. 

 

These also impacted on the people and the economy through private sector driven economy and market driven 

microfinance programme as well as effective mobilisation of local savings (Akinboyo, 2007). 

 

Theoretical Framework 

Capital Constraint Theory 

The paper adopted the capital constraint theory based on the fact that growth and success of small and medium 

scale enterprise (SMEs) is partly a function of access to external finance. Whereas, banks in Nigeria are 

constrained by factors inhibiting the extent to which loans can be given or granted. 

 

 The capital constraint model describes the behaviour of banks restrain to give loans to SMEs because of the 

limitation of available financial recourses banks. Banks are subjected to both markets-and –regulator imposed 

capital requirements. For prudential purposes, banks regulators generally require banks to maintain capital at not 

less than a stated fraction of the bank’s total asset. For instance, banks are expected to meet the capital adequacy 

requirement of the Basel Accord of ten percent. This situation is visible in Nigeria, as banks are expected to 

maintain a minimum of 40%liquidity ration of total deposit.(Obamuyi 2007) . 

 

Empirical Literature 

Much has been said by various scholars, at various levels on the relationship between small and medium scale 

enterprises (SMEs) growth and economic development and the impact of finance to sustain the economic 

growth. 

 

Idowuet’al (2010) in their study of the impact of microfinance bank on the standard of living of hair dressers in 

Ogbomosho North Local Government of Oyo State, using the chi-square techniques to analyse the result of 

responses to their questionnaires, concluded that, there is a significant relationship between microfinance banks 

effort and the standard of living of hairdressers in the area. The study which is limited to small scale enterprises 

concludes by recommending that the government through the apex bank (CBN) should ensure that microfinance 

bank loans are easily obtainable and repayment should include a grace period that is commonly found among 

the microfinance banks. 

 

Rosemary Atieno (2005) in her work, formal and informal institutions’ lending policies and access to credit by 

small scale enterprises in Kenya, empirically assessed the role of institutional lending policies among formal 

and informal credit institution in determining the access of small scale enterprises in Kenya .The study used 
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descriptive statistic in its analysis and conclude that most firms do not used credit before and those who had, 

(67%) had used informal sources. The major reason for not seeking credit was lack of information about credit 

and lack of required security. It further shows that the limited used of credit reflects lack of supply, resulting 

from the rationing behaviour of both formal and informal lending institutions and concluded that given the 

established net work of formal credit institution, improving lending terms and condition in favour of small scale 

enterprises would provide an important avenue for facilitating their access to credit. 

 

Joel (2005) in a separate study on banking sector reform and financing small and medium scale industries using 

the ordinary least squared (OLS) method,  concludes that there is a positive relationship between commercial 

banks’ reforms and financing small scale industries, from  observation however, his study is limited to banking 

sector reform only.  

 

A World Bank research on the survey of firms access to credit facilities from the banking sector in 2001, 

confirmed most a priori institutions about the problem of sourcing external finance from the banking sector by 

Nigerian firms including the SMEs. The study adopted analytical framework that employs both theoretical and 

statistical comparative analysis. The study find out that stringent condition attached to loans availability may 

scare small firms away from applying for such credit facilities. The second finding is that, high interest rates 

charges do not constrain big business in Nigeria. 

 

Olunla and Tomola (2008) made an empirical analysis of factors associated with the probability of small and 

medium-enterprises in Nigeria. Using fixed effects regression model, the paper was based on a balanced panel 

data of 115 SMEs of existing firms that have taken loans or having active loan randomly selected in Ondo State 

Nigeria. The result demonstrated that is independent between the SMEs profitability and loans, and a significant 

relationship between profitability and the size of business remain important. The paper recommended that the 

government should formulate policies that will compel banks to relax their restrictive regulations and operation 

which discourage borrowing, and offer more credit facilities for SMEs and also empowered the SMEs to access 

and get credits from the commercial banks as the main provider of fund for SMEs growth. 

 

Onugun (2005) in his dissertation, small and medium scale enterprises (SMEs) in Nigeria, problems and 

prospects threw light to issues affecting SMEs growth. He used statistical package for social sciences (SPSS) to 

generate frequency distributions, means, standard deviation, standard error, chi-square statistic, correlation 

analysis of variance from a total of 1500 SMEs selected at random using questionnaires. His result affirmed that 

SMEs played significant roles in the growth, development and industrialization of many economies the world 

over .He also affirmed that in the case of Nigeria, SMEs have performed below expectation due to poor 

management, access to finance, infrastructure, government policies inconsistencies and bureaucracy multiple 

taxes and levies among others .These problems have been affecting the potentials, and opportunities for SMEs 

in Nigeria to rebound and play crucial role of engine of growth, development and industrialization, wealth 

creation, poverty reduction and employment creation. 

 

Nambal (2005) evaluated the effect of banking sector reforms on the financing of SMEs. He used the simple 

regression analysis from the year (1992-2003) in Nigeria. The study examined how banks consolidation affects 

financing of SMEs through credit as a case study. 

 

The study reveals that as the capital base of commercial banks expands through consolidation, the amount of 

credit extend as loans to SMEs increased. Thus, the study finds that an economy with a strong and efficient 

banking sector will experience a rapid industrialization through the performance of a well financed SMEs sub- 

sector. The relationship between SMEs finance and commercial bank total credit increases, SMEs financing also 

increases. The credit availability of commercial bank increased through a proper bank consolidation. 

 

OjoOlu (2005) in his contribution on the impact of microfinance on entrepreneurial development, he made use 

of questionnaires as an instrument of primary data collection. The study centred on two broad variables, the 

dependent variable being the entrepreneurial development while the independent variable is the microfinance 

institutions. With the use chi- square, variance analysis and the simple regression method of analysis, the study 

confirmed that there is a significant effect of microfinance institution activities in predicting entrepreneurial 

productivity. And that there is a significant difference in the numbers of entrepreneurs who used microfinance 

institutions and those who do not used them. It also revealed that there is no significant effect of microfinance 

institution activities in predicting entrepreneurial development .He concluded that microfinance institution 

world over and especially in Nigeria are identified to be one of the key players in the financial institution 

industry that have positively affected individuals, business organisations, other financial institutions, the 
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government and the economy  as a through the service they offer and the functions they performed in the 

economy.       

 

Research Methodology 

Study Area 

The research is centred on the assessment of the impact of microfinance bank on the growth of small and 

medium scale enterprises(SMEs)  in Nigeria .As a result of the possibility of inferences and generalization from 

samples, information will be collected from a randomly selected samples of small and medium scale enterprises 

in Zaria area of Kaduna State City. 

 

The choice of Zaria is as a result of the relative availability of microfinance banks and the presence of small and 

medium scale enterprises in the area. 

 

Sources of Data 

The nature of this research work is such that it demands sourcing and gathering data using either primary 

sources. However, data   collection for this paper was done through the use of questionnaires administered to 

Small and Medium Scale Enterprises (SMEs) 

 

Sampling Techniques 

The sampling techniques used for this study is based on simple random sampling from which stratification were 

made to categories enterprises into micro, small and medium scale. This is based on the data gathered via 

questionnaire in the course of the research. 

 

Analytical Framework 

This research makes use of descriptive statistics in which results were reported in the form tabular presentations 

using frequencies and percentages etc 

 

Presentation and Interpretation of Results 

The major focus of this section is to present the result of the field survey carried out through the use of 

questionnaires. A total of sixty–five questionnaires were administered, of which sixty- one (61) was recovered. 

Base on this, the result is hereby presented with the aid of simple tables and charts.  

 

Table 1: Respondents Gender 

Gender           Frequency Percent 

Male 

Female 

                38 

                23 

62 

38 

Total                 61 100 

Source: Field Survey, 2014 

 

Table 1 above shows the total number of respondent base on gender. It shows that 62% of the respondents were 

male while 38% were females. This result is justified base on the obtainable dominance of Muslims in the study 

area. Most women in the area are either full house wives or have no interest in trading. 

 

Table 2: Respondents Age 

Age Range           Frequency  Percent 

18-25 

26- 33 

34-41 

42 and above 

             6 

            10 

            25 

           20 

9.84 

16.39 

40.98 

32.79 

Total            61 100.0 
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Source: Field survey, 2014 

 

The table above shows the age range of small and medium scale enterprise owners.9.8% of the respondent have 

their age range that lies between 18 and 25. While 16.39% has an age range of 26-33 years. In the same vein, 

40.98% of the respondent were aged between 34-41 while, 32.79% of them were aged 42 and above. 

Table 3: Marital Status 

Response  Frequency Percent 

Married 

Single 

53 

8 

86.89 

13.11 

Total 61 100.0 

Source: Field Survey, 2014 

Table 3 above shows the marital status of the respondents. Most of the respondents are married Men and 

Women with a share of 86.89% while the percentage of the single is 23.11%.The reasons adduced for this 

distribution of marital status is also due to religion dominance in the area and the culture of the people. 

 

Table4: Categories of Enterprises 

Types Frequency Percent 

Micro 

Small 

Medium 

14 

29 

18 

22.95 

47.54 

29.51 

Total 61 100.0 

Source: Field Survey, 2014 

From the table above, the statistics of the categories of enterprises show that 22.95% are micro enterprises in 

nature, 47.54% falls within the classification of small enterprises while 29.51% of the enterprises are medium in 

scale. While the total number of the sampled enterprises stood at 61.It thus shows that most of the enterprises 

are medium and or small scaled in nature with a combine percentage of 77.05%. This distribution is attributable 

to the amount of capital requirement for starting up an enterprise and the level of income of the people.  

Table 5: Duration of Operation as Enterprise 

Years  Frequency Percent 

0-5 

6-10 

10 above 

28 

17 

16 

45.90 

27.87 

26.23 

Total 61 100.0 

Source: Field Survey, 2014 

This table provide answers to the question of how long the various respondents have been operating as an 

enterprise. The break down shows that 45.90% have been operating as an enterprise for a period 0-5 years. 

27.87% of the enterprises have been operating for a period that range between 6-10 years. In the same vein, 

26.23% have been operating for a period of 10 years and above. One reason why the life span of most of the 

enterprises ranges from (0-5) is as a result of lack of conducive business environment among others obtainable 

in a typical Nigeria community. 

Table 6: Factors that affect your business 

  Frequency Percent Valid Percent Cumulative Percent 

Valid non-functional infracstructural fertilities 32 45.7 45.7 45.7 

lack of easy access to funding/credits 32  45.7 45.7 91.4 

high rate of interest 1 1.4 1.4 92.9 

Others 5 7.1 7.1 100.0 

 Total 70 100.0 100.0  

Source: Field Survey, 2014 
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Table 6 shows the factors that affect small and medium scale businesses in the study areas. Hence, 45.7% are 

faced by problem of non functional infrastructure, 45.7% are faced with problem of lack of easy access to 

funding, 1.4% are faced by high rate of interest and some are faced by other factors which is about 7.1%. The 

reason behind having high frequency on both non functional infrastructural facilities and lack of easy access to 

funding/credit problem is that, there is less attention of the government to tackle these problems. Furthermore, 

the result shows that the SME’s are facing enormous problems. 

Table 7: Business Loan Usage 

Response Frequency Percent 

Yes 

No 

19 

42 

31.15 

68.85 

Total 61 100.0 

Source: Field Survey, 2014 

Table 7 shows the response to the question of do the enterprises make use of loans. The result shows that out of 

61 respondents, 31.15% makes use of loans while 68.85% confirm they do not make use of loans while 

operating as small and medium scale enterprises. The variance in the distribution of loan usage is attributable to 

stringent conditions attach to loans. 

Table 8: Sources of Loan 

Sources Frequency Percent 

Banks 

Relatives 

Friends 

Others 

13 

5 

1 

_ 

68.2 

26.32 

5.2 

- 

Total 19 100.0 

Source: Field Survey, 2014 

The table above shows the responses of those who make use of loans in the course of operation. While 68.42% 

sources for loan from banks, 26.32% sources theirs from relatives as 5.2%approaches friends for loan while 0% 

sourced theirs from others. This shows that most of those who make use of loans approach various banks for it. 

The reason for this could be as a result of the confidence repose on banks as a medium of sourcing for loans. 

Table 9: Minimum Starting-up Capital 

Capital Range #’000 Frequency Percent 

Less than 20 

20-99 

100-200 

210-500 

510-1000 

1100 and above 

6 

17 

13 

15 

5 

5 

9.84 

27.87 

21.31 

24.59 

8.20 

8.20 

Total 61 100.0 

Source: Field Survey, 2014 

Table 9 shows the response to the question of what the minimum capital requirement for starting up a particular 

business within the category of small and Medium Scale Enterprises. It is shown that 9.84% has a starting up 

capital of less than #20,000, 27.87% has a starting up capital of the range #20,000-#99,000.So also, those with 

the starting up capital of between #100,000 to #200,000 are 21.31%. 24.59% has a starting up capital that ranges 

between #210,000 to #500,000 while those with starting up capital of between #510,000 to #1,000,000 are 

8.20% and those whose start-up capital stood within the range of #1,100,000 and above are also 8.20%.Thus, it 

is shown that capital plays a  significant role in determining the scale of a business. 

Table 10: Awareness of the Operation of Microfinance Banks 

Awareness Frequency Percent 

Male 

Female 

34 

27 

55.73 

44.27 

Total 61 100.0 

Source: Field Survey, 2014 
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Table 10 above shows that base on the question asked to determine respondents level of awareness of the 

existence of microfinance banks,55.73% of the respondents show that they are aware of microfinance banks 

existence and operational services while almost half 44.27% is confirmed as those unaware of microfinance. 

The reason for this seemingly normal distribution is as a result of the inadequate sensitisation of the general 

populace on the existence of microfinance banks most especially the rural dwellers.  

Table 11: The rating of Microfinance Banks’ Financial Services/Micro-credit to SMEs. 

Ratings Frequency Percent 

Very good 

Good 

Not satisfactory 

8 

27 

26 

13.12 

44.26 

42.62 

Total 61 100.0 

Source: Field Survey, 2014 

 

 The above table shows the response by the respondents on the rating of microfinance bank’s provision of 

financial services/micro-credit to SMEs. Avery low percent (13.12%) rates credit provision as very good. While 

44.26% a sizeable percentage says it is good. However, 42.62% of the respondents rates access to finance from 

microfinance banks as not satisfactory. This rating also throws light on the level at which SMEs reposes 

confidence in microfinance banks for loan services. Also, this is not unconnected with the level of little 

confidence repose on microfinance banks as a means through which financial supports informs of loans could be 

sourced. 

Table 12: Accessibility of Microfinance Banks Loan 

Accessible Frequency Percent 

Yes 

No 

24 

37 

39.34 

60.66 

Total 61 100.0 

Source: Field Survey, 2014 

The table above shows that in terms of accessing microfinance banks’ loan, 39.34% of the respondents agreed 

that the loans are accessible. While, 60.66% says microfinance banks’ loans are not accessible. This distribution 

further shows that factors such as collaterals requirement, high interest rate could be factors inhibiting firms 

accessibility to loans in microfinance banks.  

Table 13: Level of satisfaction base on Loan Accessibility. 

Satisfied Frequency Percent 

Yes 

No 

12 

49 

19.67 

80.33 

Total 61 100.0 

Source: Field Survey, 2014 

Regarding the level of the respondent satisfaction with microfinance banks loan, 19.67% show their level of 

satisfaction while 80.33% expressed their level of dissatisfaction. Thus, from the distribution, we can see how 

urgent operational changes are needed in the microfinance sub-sector. The reason for the high level of 

dissatisfaction expressed above could be as a result of the fact that the banks are no longer living to the 

expectation of the entrepreneurs. 

 

Table 14: Achieving Enterprise Goal Using Microfinance Loan 

Response Frequency Percent 

Yes 

No 

10 

51 

16.39 

83.61 

Total 61 100.0 

Source: Field Survey, 2014 

Table 14 above shows the level at which enterprise goal is achieved base on microfinance banks’ loan .Out of 

the sixty-one(61) respondents,10, constituting 16.39% said their enterprise goal is achieved using microfinance 

banks’ loan.While,83.61%have the goal of their enterprise unachieved with the use of microfinance banks loan. 
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The distribution is not surprising because, where interest on loan is high, firms or even SMEs find it difficult to 

make profit. This is because, huge of the profit goes to loan repayment and so, expansion in scale is inhibited.  

Table 15: How Lack of Capital Hinders the Growth of SMEs in Nigeria 

Response Frequency Percent 

Yes 

No 

55 

6 

90.16 

9.84 

Total 61 100.0 

Source: Field survey, 2014 

Table 15 shows the response to the question of how the respondents view lack of capital as a factor hindering 

the growth of SMEs in the country.90.16%strongly believed that lack of capital hinders the growth of SMEs. 

While 9.84%debunked this and uphold that capital inadequacy is not a factor hindering the growth of SMEs in 

Nigeria. However, they put forward factors other than capital that affects or hinders the growth of SMEs in 

Nigeria. Thus, it is evidenced that the growth of any business is a direct function of capital adequacy among 

other factors.  

Table 16: Can Firms or Enterprise Do Well with Enough Capital Compare to just Business Ideas. 

Response Frequency Percent 

Yes 

No 

57 

4 

93.44 

6.56 

Total 61 100.0 

Source: Field Survey, 2014 

This table 16 shows the response to the question of whether enterprises will do well with enough capital 

compared with business ideas only. Out of the respondents93.44% answered yes. While 6.56% answered no. 

However, most of the respondents believed that capital availability and business ideas go hand in hand. The 

reason for this is that capital and business ideas could hardly be separated for a successful thrives of any given 

business. 

Table 17: The relationship between SMEs and Economic Growth. 

Relationship Frequency Percent 

Positive 

Negative 

52 

9 

85.25 

14.75 

Total 61 100. 

Source: Field Survey, 2014 

From table 17, it shows that SMEs contributes positively to economic growth. This is evidenced with 

85.25%going for positive while, just 14.75% believed that there is negative relationship between SMEs and 

economic growth. This distribution is not surprising because virtually across the world, SMEs is believed to be 

the backbone of economic growth due to the role it plays in employment creation. 

Table 18: Respondents’ View on the relationship between Microfinance Banks and SMEs 

Relationship Frequency Percent 

Positive 

Negative 

43 

18 

70.49 

29.51 

Total 61 100.0 

Source: Field Survey, 2014 

The response shown in the table above justifies respondent’s perceptions on the relationship between 

Microfinance Banks and SMEs. While, 70.49% affirmed a positive relationship, and 29.51% believed that the 

relationship is negative. This result holds because given other means of sourcing for loans (e.g approaching 

commercial banks), the conditions attach are more stringent when compare to that of microfinance banks. As 

such, clients weigh between two options while taking choice decisions.  

Table 19: The Need to Reform the Mode of Operation of Microfinance Banks 

Need for Reform Frequency Percent 

Yes 

No 

50 

11 

81.97 

18.03 

Total 61 100.0 
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Source: field Survey, 2014 

 In response to the question whether there is need to reform the mode of operations of Microfinance Banks, most 

of the respondents do not hesitate responding in affirmative. As shown above, a greater percentage 81.97% is in 

favour of reform in the sub-sector, 18.03% is satisfied with the mode of operation of Microfinance Banks. This 

is further shown in the chart. One reason for the nature of this distribution is that microfinance banks have 

continued to operate outside the tenets of their regulations. As a result, they could not meet the financial need of 

the SMEs and so it is not surprising if the respondents vote for reform(s) in the microfinance sub-sector. 

Conclusion and Recommendations 

Generally, a greater prospect for SMEs is undisputable. SMEs gives alternative to those who are not absorbed 

by the formal sector thus creating wealth and means of income, sustenance and income distribution in the 

informal sector. This is capable of repositioning SMEs to compete with their counterparts in the developed 

economies so as to turn the economic around through their strength.  The success of SMEs lies largely on 

business ideas and managerial skills, availability of capital cannot be down played. The presence of 

microfinance in any country makes SMEs more viable. The more capital channels to SMEs, the more the 

expansion of scale. Microfinance banks provision of loan to SMEs helps in improving the level of savings 

increase wealth and industrialization through it multiplier effects. 

 

Base on the findings of the research, the following recommendations were made: 

 

i.  Given the low level of awareness of microfinance banks among entrepreneurs, an avenue to improve 

the level of awareness on the existence of microfinance should be embark upon by the stake holders  in 

the microfinance banking sub-sector as a matter of urgency 

ii.  Frequent changes and inconsistence in policy formulation on the part of the CBN is an impediment 

toward effective micro financing. The recent reform of the banking sector especially the microfinance 

banks will go a long way in solving the problems bedevilling the sector. As such, lag effect should be 

considered first while judging the effectiveness of policies and replacing them with another. 

iii.   Financial and skills empowerment is inevitable in the microfinance banking sub- sector. This will go a 

long way in enhancing the effectiveness of the sector. Microfinance Banks require empowerment 

through access to adequate funding and skills development. 

iv.  Private sector should be encouraged to double their level of involvement in micro financing. This 

public private partnership will sustain the future of SMEs which lies on the provision of enabling 

environment by the government and availability of access to loan. 
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Abstract 

Empirical researches on issues relevant to compliance with legal and regulatory provisions in financial 

reporting of the public sector are on the increase in Nigeria, just as it is on the increase in the private sector of 

the Nigerian economy. For instance, literature has documented a number of compliance studies in public 

limited liability companies (Al-Shammari, 2005; Kantudu, 2006; Ekoja, 2006; Mamman, 2006; Tanko, 2006 

and Barde, 2009). Empirical conclusions with regards to compliance with financial reporting regulations in the 

Nigerian public sector are not conclusive (Ahmad, 2012). The main objective of this study is to examine the 

extent of compliance with Public Sector Auditing Standards 1997 in Jigawa State Government’s audited annual 

accounts and reports.This study uses ex-post facto research design. Documentary data were obtained from the 

audited annual reports and accounts of Jigawa State Government from year 2001 to 2012. The audited annual 

reports and accounts were used to determine the extent of compliance with provisions of the Public Sector 

Auditing Standards 1997. Descriptive Statistics and Chi-square were used in testing the hypothesis of the 

study.Overall compliance index recorded 75.22% compliance with all the requirements (R1 to R9). This fell 

within the strong compliance category. Based on this finding, the study concludes that there is compliance with 

the provisions of Public Sector Auditing Standards 1997 in audited annual reports and accounts of Jigawa State 

Government. Yet compliance is not 100%, which signifies an element of non-compliance with some 

requirements in some periods.The study recommends that, Nigerian Public Sector Accounting and Auditing 

Standards Board should be established through legislation to ensure compliance with the international 

standards in the areas of accounting and auditing practices in the Nigerian public sector. This could bring 

about positive impact on the financial reporting and audit practices thereby improve the accountability and 

transparency of government. 

 

Keywords: Financial Reporting, Regulatory Provisions, Public Sector Auditing Standard, Compliance Index. 

 

1. Introduction 

In order to measure adequately the results achieved by managers and administrators of public resources, there is 

the need to adopt tools for measuring outside profit objectives because programmes, projects and activities of 

public sector are not strictly profit oriented. Compliance with legal and regulatory provisions is a user 

perspective of corporate financial reporting (The Stamp Report, 1980). Empirical researches on this topic are on 

the increase in Nigeria, as it is for profit firms. For instance, literature has documented a number of compliance 

studies in public limited liability companies (Al-Shammari, 2005; Kantudu, 2006; Ekoja, 2006; Mamman, 2006; 

Tanko, 2006 and Barde, 2009), up to now, empirical conclusions with regard to nonprofit organizations are not 

conclusive, and with regard to Government organization, to the knowledge of this research, they are non-

existent. 

 

Achieving compliance to accounting standards depends on who is charged with the responsibility of monitoring 

and ensuring compliance (Kantudu, 2006; and Barde, 2009). Al-Shammari, Brown and Tarca (2005) argue that 

monitoring compliance with accounting standards rests with external auditors, stock exchanges, central banks 

and other bodies set up by national governments. However, this position can only be considered in private sector 

in Nigeria where there is a board, Nigeria Accounting Standards Board (NASB) established by an Act 

specifically responsible for formulating national standards for use by private enterprises.  

 

In the absence of a similar legal board for formulating standards for government organizations, this study 

examines the relevant regulations guiding audit functions on the annual financial statements. The question is to 

what extent does the financial reporting of Jigawa State Government comply with provisions of the Public 

Sector Auditing Standards 1997. 

 

How do we determine the extent of compliance with Public Sector Auditing Standards in the audited annual 

reports and accounts of Jigawa State Government? The main objective of this study is therefore to examine the 
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extent of compliance with Public Sector Auditing Standards 1997 in Jigawa State Government’s audited annual 

accounts and reports. 

Based on the statement of the problem and the objective of the study, the following null (H0) hypothesis was 

developed to guide the study: 

 

H0: Jigawa State Government does not comply significantly with the provisions of Public Sector Auditing 

Standards 1997 in its financial reporting. 

 

The study covers a period of twelve years, (2001 to 2012). 

 

2.1The Concept of Financial Reporting 

Financial reporting is an integral part of governance. It essentially involves preparing and issuing financial 

statements. Financial statements are formal records of financial activities of corporate entities showing their 

financial condition for a given period of time. They are usually expected to comply with legal, regulatory and 

professional requirements. Financial reports communicate accounting information. These reports tend to focus 

on communicating financial position and results of operations. Jones and Pendlebury (2010) view financial 

reports as annual reports and accounts, a single document produced by companies which satisfies not only 

statutory requirements but also includes materials at the discretion of management. In private sector, some 

financial statements are required by company law 1990 to be published (profit and loss account, balance sheet), 

some are required by accounting standards (cash flow statement); together with accompanying notes, these are 

known as financial statements. They are audited (as part of statutory audit) and the subsequent audit report is 

published in the annual report and accounts. In addition, the law requires the directors of the company to publish 

a report and prescribes many disclosures in it. The final element of the annual report and accounts is a statement 

from the chair of the company, which is at management’s discretion in terms of form and content. 

 

Financial reporting in public sector is principally in the form of financial statements and annual estimates. 

Section 24 of the Finance (Control and Management) Act 1958, (as amended), requires the Accountant General 

to prepare eleven (11) main financial statements. In addition to these, there are other twenty five (25) supporting 

and sub-supporting statements, totaling thirty six (36) statutory statements to be prepared. However, in 

September 2003 the report of an ad-hoc committee set up by Federation Account Allocation Committee (FAAC) 

was approved. The Committee was charged with the responsibility of standardizing the accounts of federal, 

states and local governments. The Committee recommended seven statements to be produced at all level of 

government in the country. These are: (i) Responsibility for financial Statements, (ii) Statement of Opinion of 

Auditor General, (iii) Cash Flow Statement, (iv) Statement of Assets and Liabilities, (v) Statement of 

Consolidated Revenue Fund, (vi) Statement of Capital Development Fund and (vii) Notes to the Financial 

Statements. Financial reporting is the mainly concerned with the reports targeted to both internal and external 

users. 

2.2Compliance with Legal and Regulatory Provisions 

Once accounting standards and auditing obligations are enacted, it is implicitly believed, by accounting theorists 

that, firms will comply, sometimes helped or forced by auditors. Therefore, the only ambiguities in financial 

statements are supposed to be the ones allowed by law (Jegers and Houtman, 1993). Nevertheless, one could 

argue that there might be economic reasons not comply or to comply only partially, as long as the cost of this 

behaviour do not exceed the benefits. Potential costs are loss of reputation of the firm and its managers, possible 

fines or other penalties, and additional administrative costs and fees when corrected figures have to be produced. 

Benefits can be a decrease in collection, processing and auditing costs and the establishment of a competitive 

advantage because of a limited availability of information with respect to the firm’s economic well-being 

(Foster, 1986 cited in Jegers and Houtman, 1993). 

 

The search for uniformity in financial accounting practices has induced the accounting profession both in the 

United States of America and United Kingdom to establish study groups to consider the need for accounting 

standards. Accounting standards are the methods of accounting approved by an Accounting Standard setting 

body, for applications in the preparation of all financial statements intended to give a true and fair view of 

position and results of operations (Dandago, 2007). Sivald (2005) sees it as how companies have to display 

transactions and events in their financial statements. Kantudu (2005) sees accounting standards as guides to best 

accounting practice. 

 

Accounting standards are not technical rules and are the outcome of a highly political process (Hongren, 1973; 

Hossain and Adams, 1994). They are seen as essential ingredients for accountability and transparency. 
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Compliance with accounting standards can be seen to entail a religious observation or adoption of all the 

requirements of the standards by a firm to guide not only the preparation and presentation of financial 

statements, but also to protect the interest of absentee investors and other stakeholders (Kantudu, 2005; and 

Barde, 2009). Lack of acceptable standard means that each preparer or reader of financial statements is free to 

prepare and/or interpret such statements without much regard for uniformity. Dandago (2007) opines that once a 

standard is set, authoritative and recognized measure of correctness and perfection, a degree of quality is set, 

and it therefore, become the tool for comparison or judgement. This means once accounting standards are set, 

they can be used to compare the activities of similar business or companies. 

 

Lack of comparability creates difficulty for investors or other stakeholders attempting to evaluate financial 

statements of firms operating under unfamiliar accounting standards or to compare firms which reports using 

different accounting standards (Harris, 1998 and Hawkins, 2000). Cains (2007) believes that this can cause 

difficulties for firms attempting to attract non-domestic investment, list of foreign exchanges, or use their 

financial statements to help attract business prospect. This means that compliance with accounting standard is 

necessary for companies wishing to operate internationally.  

 

Many Scholars argue that, the extent to which standards are enforced and violations prosecuted are as important 

as the standards themselves (Sunder, 1997). In particular, the quality of financial information is a function of 

both the quantity of the accounting standards and the regulatory enforcement or corporate application of the 

standards (Kothari, 2000). This is true because in the absence of adequate enforcement, even the best accounting 

standards will be inconsequential. Also, if nobody takes actions when rules are breached, the rules remain 

requirements only on paper. On this note, Hope (2002) believes that strong enforcement of accounting standards 

makes reporting decision more predictable, reduces uncertainty about firm’s choices and makes forecasting 

easier. 

 

While private sector organizations in Nigeria enjoy the benefit of having national standards for application in 

the preparation and presentation of their financial statements, that is statements of Accounting Standards issued 

by the Nigerian Accounting Standard Board (NASB), with among other functions enforcing compliance with 

the standards developed by the Board; public sector organizations (government ministries and departments) do 

not enjoy such benefits. Legally government at any level, whether federal, state or local is expected to produce 

its financial report seven month after the expiration of the financial year to the office of the Auditor General for 

audit to be there for a maximum period of ninety (90) days, thereafter presented to the legislature. Even with this 

process and procedures, there is no single national standard guiding the preparation and presentation of the 

financial statements. The procedures follow the provisions of the Finance (control and Management) Act 1958 

which requires that government financial reports be prepared using fund accounting. However, in order to 

improve the quality of government financial reports in form and contents Public Sector Auditing Standard 

(PSAS) was established in 1997. 

 

2.3 Public Sector Auditing Standards (PSAS) 1997 

These standards are jointly produced and issued by the Auditor-General for the Federation and the State Auditor 

Generals in Nigeria. The standards are to serve as guides for auditors of financial statements produced by 

managers of public resources, administrators of government establishments and managing directors of 

parastatals. More importantly, they are to be used to assess measures and comprehensively report on the 

performances of all those units, establishments, parastatals and government investment outfits that fall within 

value-for-money Audit ambit. 

 

In order to measure adequately the results achieved by managers and administrators of public resources, there is 

the need to adopt tools for measuring outside profit objectives because programmes, projects and activities of 

public sector are not strictly profit-oriented. 

 

Public Sector Auditing Standards are recommended to every well-meaning Nigerian or citizens of Nigeria who 

wishes to see improvements in the quality of life of people in Nigeria (PSAS:ii). The standard is generally 

believed to improve accountability, transparency and reduce waste in public service. An objective of this study 

is to examine the extent of compliance with these recommendations, that is, chapter 5 of the public sector 

reporting standards, in the audited annual reports and accounts of Jigawa State Government for a period of nine 

years (2000 to 2011). 

 

2.4Auditing of Government Accounts 

The primary objective of financial reporting is to provide useful information for planning, decision making and 

control. This can only be achieved where the information is timely, understandable, relevant, accurate, complete 
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and comparable (Muhammad, 2004), thus the need for experts to monitor the actions of the preparers to ensure 

that the information possess all the aforementioned qualities. These experts are the auditors. Auditing is the 

examination of accounting records with a view to ascertaining their accuracy and compliance with relevant 

statutory provisions, accounting standards and the organizational policies (Millichamp, 1996). 

 

Auditing is a key part of government accounting, and has been from time immemorial. In modern governments, 

auditors strive to provide an independent public view of government, but cannot provide a completely 

independent view because their independence is compromise (Jones and Pendlebury, 2010). The compromises 

embedded in government auditing include that it is part of government, not generally adversarial, paid for by 

government, often using government management premises, equipment and supplies, as well as human 

resources, judged by the same values as government, and subject to the same difficulties in balancing inputs, 

outputs and outcomes (Fleshner and Zaezeski, 2007; Gredon, Cooper and Townley, 2007). 

 

Auditors depend on cooperation with the auditees and, because of that alone, their independence will be 

compromised. If an independent view of government is imperative, giving auditors the power to be adversarial, 

that is, to dispense with cooperation, that would produce better government, but what is at stake is government 

itself, and government do not hand their sovereignty to auditors.  

 

The power that auditors are given and the levels of independence they attain are continually contested (Clark, 

Martins and Krambia-Kapardis, 2007; Skaerbaek, 2009). Auditors are seen as those who satisfy the age-old 

demand for an independent view on public money. It envisages a view that is not dependent on the 

government’s own view. It also envisaged a view that is not dependent on anyone else’s view; it is impartial, 

unbiased, and apolitical. It envisaged a demand for an independent view in fact and also in appearance. It 

expects a view that is not influenced by any personal prejudices of the auditors whether these appear to derive 

from circumstances that compromise the auditors or are just auditors’ attitudes of mind. It expects the view, as 

far as possible, to be based on evidence. It calls for an accurate, reliable, objective, non-partisan, professional 

view of government. These attributes make auditors’ report part of financial report of an organization. 

 

Jones and Pendlebury (2010) opine that this demand is unrealistic especially in jurisdictions where government 

officials are directly accountable to voters, and where the auditors are headed by a politician whose mandate is 

subject to a specific popular election as the case in the United States of America, this demand of independent 

view can be met in continental Europe where auditors are being given judicial, or at least quasi-judicial, 

standing in the Courts of Auditors. 

 

The demand for an independent view of government is satisfied by an audit that is known as an ‘external audit.’ 

This means that the auditors are not employed by the auditee but contracted (formally or informally) either by a 

higher-level government, government agency or the auditee itself to carry out the audit. However, this means 

that, the government has handed over some of its sovereignty, which is an unlikely event. Government auditors 

are not external but part of the government, even in cases where the constitution separates them from other 

branches of government, as it does in the Nigerian Constitution of 1999 as amended (S. 125 - 127). 

 

External auditors are not being employed by the auditee, are not part of the auditee’s internal systems. The 

auditors who are part of the internal systems are internal auditors who naturally could be employees of the 

auditee but could also be contracted to perform the service without violating the sense of being ‘Internal’. There 

is an important sense in which they too provide an independent view, that is, in the area of internal control 

system. 

 

There are two broad categories of external audits of government (Jones and Pendlebury, 2010:131): financial 

and regularity audit, and performance audit. Both categories have parallels in external auditing for profit and 

non-profit organizations and, indeed, the financial statement audit that is part of the financial and regularity 

audit is common to all organizations. Both categories have distinctive features in government auditing. 

However, the financial statement audit is one part of financial and regularity audits. It is the most prominent part 

of an audit and it is the most homogenous in definition. It is the core of the work of the professional accounting 

bodies. It is determined by law and governments themselves, but is often based on the pronouncements of those 

accounting bodies. The financial statement audit is carried out every year and relates to the annual financial 

statements of all reporting entities within the government. 

 

The final product of the financial statement audit is the auditor’s opinion on whether or not the general-purpose 

financial statement fairly present what they purport to present and conform to the law related to financial 

statements. The financial statement audit can only produce opinions not matters of fact, the audit is always 
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dependent on the internal controls of the government. These opinions refer to two different set of accounting 

information. First, are matters of fact – the book keeping records of transactions, reconciled to bank statement. 

Second are themselves opinions – the annual aggregation, measurement and valuation of revenues, expenses, 

assets, liabilities and cash flows (or different terms, depending on the accounting basis adopted). Under any 

accounting basis, the auditors’ opinion significantly relates to the records of transaction. 

 

2.5 Variable for Compliance with Public Sector Auditing Standards 1997 

The audited annual reports and accounts of the state were used to establish compliance with Public Sector 

Auditing Standards (1997) by the State’s audited annual reports and accounts. The requirements of Public 

Sector Auditing Standards (PSAS) 1997 for the form and contents of all audit opinions and reports are presented 

in Table1. This is used to obtain the compliance index. 

 

Table 1: Requirements of Public Sector Auditing Standards (PSAS) 1997 for the form and contents of all 

audit opinions and reports 

Variables for Compliance with PSAS 1997  Section 5 Requirement  

Title of the Audit Report: The audit opinion or report should be 

preceded by a suitable title or heading enabling the reader to distinguish 

it from statements and information issued by others. 

 

(a) 

 

R1 

Signature and Date: The opinion or report should be properly signed. 

The inclusion of a date informs the reader that consideration has been 

given to the effect of events or transactions about which the auditor 

became aware up to that date 

 

(b) 

 

R2 

Objectives and Scope: The opinion or report should include reference to 

the objectives and scope of the audit. This information established the 

purpose and boundaries of the audit. 

 

(c) 

 

R3 

Completeness: On financial audit, the auditor’s opinion should be 

appended to and published with financial statements to which they relate. 

The opinions and reports should be presented as prepared by the auditor. 

The auditor should exercise his full independence, therefore should 

include whatever he considers fit. However, where the auditor is in 

possession of very sensitive information, which when disclosed will 

compromise national interest; he has the responsibility to present a 

separate report under confidential cover to the relevant authority. 

For performance audit, the auditor’s reports usually stand alone. They 

contain comprehensive review of all aspects of operations of an 

organization, stating the findings, lapses and making recommendations 

that should improve economy, effectiveness and efficiency. 

 

 

 

(d) 

 

 

 

R4 

Addressee: The opinions or reports should identify those to whom it is 

addressed as required by the circumstances of the audit engagement and 

relevant regulations or practice. This may be necessary where formal 

procedures exist for its delivery 

 

(e) 

 

R5 

Identification of Subject Matter: The opinions or reports should 

identify the financial statements (in the case of financial audit) or the area 

(in the case of performance audit) to which it relates. This include 

information such as the name of the audited entity, the date and period 

covered by the financial statements or the subject matter that has been 

audited 

 

(f) 

 

R6 

Legal Basis: Audit opinions or reports should identify the legislation or 

other statutory providing for the audit. 

(g) R7 

Compliance with Standards: Audit opinions or reports should indicate 

that Public Sector Auditing Standards have been complied with 

(h) R8 

Timeliness: The audit opinions or reports should be available promptly 

to be of greatest use to readers and users particularly those who have to 

take necessary action. 

(i) R9 

Source: Generated by the Research from PSAS 1997 (2011) 

 

Based on the general guidelines presented in Table 1, compliance with public sector audit standard 1997 in the 

Auditor General reports of Jigawa State Government audited annual reports and accounts (the dependent 

variables) is a function of nine (9) requirements, represented by R1 … R2 … R9., a maximum score of 10 points 
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was assigned to denote complete compliance to a variable, while 0 denotes noncompliance. Where a variable 

has more than one requirement, it was divided into sub-variables (e.g R2, R3 and R4) and the 10 points 

apportioned among the sub-variables. This was done in order to ensure accuracy and fairness in the grading. 

To determine the degree of compliance with the requirements of PSAS (1997) in the Auditor General’s reports 

compliance formula consistent with Kantudu (2006) and Barde (2009) was used. As in their studies, the 

aggregate score per requirements (R1 to R9) was taken and weighted against the expected degree of application, 

and the result expressed as a percentage, as follows: 

 


n

i
100  x  

Mra

Ara
     Dc  

Where: 

DC = Degree of compliance  

Σ = Summation or addition  

n            = Number of expected variables to be complied with in the Auditor General’s report 

Ara = Actual number of variables complied with in the auditor general’s report 

Mra        = Maximum number of variables to complied with in the auditor general’s report 

The following criteria presented in Table 2 were used to interpret the results. 

 

Table 2: Criteria for Grading Compliance with PSAS (1997) by Audited Annual Reports and Accounts of 

Jigawa State Government 

S/No Percentage Score Points General Remarks 

1.  70 – 100% 7 – 10  Strongly Complied 

2.  50 – 69% 5 – 6.9 Semi Strongly Complied 

3.  40 – 49% 4 – 4.9 Weakly Complied 

4.  20 – 39% 2 – 3.9  Very Weakly Complied 

5.  0 – 19% 0 – 1.9  Non Compliance  

 Source: Kantudu (2006)  

 

2.6 Compliance Index 

Compliance index has been described as a qualitative instrument designed to measure a series of items which, 

when the scores for the items are aggregated, gives a surrogate score indicative of the level of disclosure in the 

specific context for which the index was devised (Coy, 1995; Kantudu, 2006; and Barde, 2009). Information 

from the audited annual reports and accounts gave the degree of compliance with the requirements of Public 

Sector Auditing Standards (PSAS) 1997. The degree of compliance with the standards was obtained through 

grading and scoring of the requirements consistent with Kantudu, 2006 and Barde, 2009). This total compliance 

index was used to test hypothesis four of the study. 

 

This research assigned equal weights to all the requirements (R) of the standard. This is consistent with prior 

compliance studies (Tower et al, 1999; Glaum and Street, 2003; and Barde, 2009). Literature has documented a 

wide support for equal weighing because it avoids subjective judgements (Wallace and Naser, 2005) provides 

neutral assessments of item (Cooke, 1993), avoids clashes with user’s preferences which are unknown (Chang, 

Most and Brain, 1983), matches with dynamic relative importance of items (Owusu-Ansah, 1998) and yields 

results similar to those other weighting system (Zarzeski, 1996; and Principe, 2004). 

 

3.0 Methodology 

This study uses ex-post facto research design. Documentary data were obtained from the audited annual reports 

and accounts of Jigawa State Government from year 2001 to 2012. The audited annual reports and accounts 

were used to determine the extent of compliance with provisions of the Public Sector Auditing Standards 1997. 

Descriptive Statistics and Chi-square were used in testing the hypothesis of the study. The two statistical 

techniques were used to determine the extent of compliance with Public Sector Auditing Standards (PSAS) 1997 

by audited annual reports and accounts of the State Government over the period under review (2001 – 2012). 

4.1Results and Discussions 
This section presents and discusses the results of the extent of compliance with Public Sector Auditing 

Standards (PSAS) 1997 by Jigawa State Government in the preparation of its audited annual reports and 

accounts from 2001 – 2012. To achieve this, the research uses descriptive statistics and chi-square test (in 

addition to compliance index). The chi-square was also used to test the hypothesis of this study, restated below: 

 

H0: Jigawa State Government does not comply significantly with the provisions of the Public Sector 

Auditing   Standards (PSAS) 1997 in its audited annual reports. 
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The results are illustrated in Table 3 indicating the level of the compliance for each of the nine elements (R1 to 

R9). 

 

Table 3: The Chi-Square Table (Compliance with PSAS 1997) 

 

 

OBSD 

COMP 

REQD 

COMP. 

LEVEL OF 

COMP (%) 

Mean Stddev 

 Sig 

R1 100 100 100 10.0 0.000 - - 

R2 35 100 35 3.5 3.3747 2.000 0.368 

R3 100 100 100 10.0 0.000 0.143 0.705 

R4 82 100 82 8.2 1.9887 2.000 0.368 

R5 100 100 100 10.0 0.000 - - 

R6 100 100 100 10.0 0.000 - - 

R7 100 100 100 10.0 0.000 - - 

R8 0 100 0 0 0.000 - - 

R9 60 100 60 6.0 5.1640 0.143 0.705 

 TOTAL 677 900 75.22 7.5222 4.235 
67.714 0.0001 

Source: Generated from the audited annual reports of the state government (2001 to 2012) 

 

4.1.1 Title of the Audit Report (R1): Public Sector Auditing Standards, chapter five (Reporting Standards, 

ch.5.10.a) requires that the audit opinion or report should be preceded by a suitable title or heading enabling the 

reader to distinguish it from statements and information issued by others. This requirement is tagged R1 and is a 

full requirement without being divided into different parts. R1has maximum score of 10 if satisfied, otherwise 

zero. 

 

An examination of the extent of compliance with this requirement (R1) is shown inTable 3. The result shows 

that for all the observed years, there is 100% compliance with the requirement. That is, all the audited annual 

reports of Jigawa State Government under review contained audit report with appropriate title, “Audit 

Certification”, which indicates that the annual financial statements of the State for the period have been audited 

by the Auditor General of the State as required by chapter 5 section (10:a) of the Public Sector Auditing 

Standards 1997 that “the opinion or report should be preceded by a suitable title or heading enabling the reader 

to distinguish it from other statements and information issued by others”. That is, Public Sector Auditing 

Standards, chapter five (Reporting Standards, ch.5.10.a) requires that the audit opinion or report should be 

preceded by a suitable title or heading enabling the reader to differentiate it from statements and information 

issued by others. The chi-square result of 100% on the level of application with this requirement further 

supports the earlier finding, which fell within the strong application category. The mean of 10 and the standard 

deviation of 0 further support this finding, which suggest no variation on the extent of complete compliance 

with the requirement. Ahmad (2012) also found significant compliance level with this requirement. 

 

4.1.2   Signature and Date (R2): Public Sector Auditing Standards (PSAS) 1997 (ch 5.10.b) requires that the 

audit opinion or report should be properly signed and dated. The inclusion of a date informs the reader that 

consideration has been given to the effect of events or transactions about which the auditor becomes aware up to 

that date. 

 

To assess the extent of compliance, this requirement (R2) is divided into two segments, and each segment is 

scored 5 points if complied with otherwise zero. The total score was 10 point. Column 2 of the Compliance 

Index recorded 20 percent compliance with this requirement for the whole period of the study, that is, 2001 to 

2012. The low compliance with the requirement (R2) could be attributed to untimely production of some of the 

annual reports. Specifically, the annual reports of year 2001, 2002, 2003, and 2004 were made available in year 

2005. This statement is expressly made on page 2, third paragraph of 2003 audited annual report of the State. 

Though signature is appended on the reports, the observed dates on the reports are inappropriate. To be specific, 

page 3 of Audited Accounts and Reports of year 2001 titled “ACKNOWLEDGEMENT”, and 05/05/05 as the 

actual sighed date of the Auditor General of the State instead of the exact date, 31 December 2001. This shows 

that the date never represents the actual date of the reports; thus the low compliance with the requirement (R2). 

A chi-square test conducted for this purpose, further supported this result. That is, level of application is 35% 

(on a 10 points scale), which fell within very weakly application category. This result is in line with the mean of 

3.5 and the standard deviation of 3.3747, which means, compliance is low with this requirement over the period 

of the study. This finding is similar to that of Ahmad (2012). 
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4. I. 3 Objectives and Scope (R3): Chapter five (5.10:c) of Public Sector Auditing Standards (PSAS) 1997 

provides that the audit opinion or reports should include reference to the objectives and scope of the audit. This 

information establishes the purpose and boundaries of the audit. This requirement (R3) is also subdivided into 

two components each part is scored 5 points if complied with otherwise zero. The total score is also 10 points. 

Observation of the audited annual reports revealed 100 percent compliance with this requirement (r3). That is, 

the objective of the Audit Report is to express an opinion on the annual financial statements of the Accountant 

General on the accounts of the State Government for the financial year by the Auditor General of the State, as 

par the requirement of section 125(2) of the Constitution of the Federal Republic of Nigeria 1999. This 

requirement is clearly seen in all the Audited Accounts of the State Government for the period under review. 

 

The Scope of each financial year is always 12 calendar months starting from 1
st
 January to 31st December. The 

scope of audit report is the front page of all the Audited Accounts written as “Jigawa State Government of 

Nigeria, Auditor General’s Report on the Accounts of the Government of Jigawa State for the Year Ended 31st 

December to Jigawa State House of Assembly”. This statement clearly shows the scope of the audit is to cover 

only one financial year. The observed compliance with this requirement is 100 and the level of compliance is 

100%, which fell within the strong application category. The mean of 10and standard deviation of 0 on the 

extent of compliance with this requirement further support the chi-square result on this requirement. Ahmad 

(2012) made similar finding on compliance with this variable. 

 

4.1.4   Completeness (R4): Chapter five (5.10: d) of Public Sector Auditing Standards (PSAS) 1997 provides 

that the audit opinion or report should be complete. The requirement was dissectedinto 5 components, each 

component scored 2 points, making a total of 10 points., The components of the requirement (R4) are: Statement 

of Financial Responsibility (represented by Accountant General’s Report), 2 points; Statement of Opinion of 

Auditor-General (audit certificate), 2 points; Statement of Assets and Liabilities, 2 points; Statement of Revenue 

and Expenditure, 2 points; and Note to the Financial Statements, 2 points. This made (R4) a total of 10 points 

which is the maximum score of the requirement. 

 

On the extent of compliance with this requirement, Table 3 shows that the annual reports and accounts of the 

State government for the period revealed 82 percent compliance with R4. This means for the 12 years of this 

study some of the 5 statements required to make annual financial statements for the state are not included in the 

Audited Annual Reports and Accounts for Jigawa State Government. Specifically, Statement of Financial 

Responsibility (Accountant General’s Report) and notes to the Financial Statement are not available in the 

Audited Reports of some years. Apart from this, the 3 remaining Statements are contained the Audited Annual 

Reports and Accounts in all the 12 years of the study. A chi-square test on the extent of compliance with this 

requirement revealed 82% level of compliance with this requirement (on a 10 point scale), which fell within the 

strong application category. The mean of 8.2 and the standard deviation of 1.9887 also show no much variation 

on the extent of compliance with the requirement over the period of the study. Ahmad (2012) found 

insignificant compliance level with this requirement. 

 

4.1.5Addressee (R5): Chapter five (5.10:e) provides that the auditor’s opinion or report should identify those to 

whom it is addressed as required by the circumstances of the audit engagement and relevant regulations or 

practice. The standard stresses that this may be necessary where formal procedure exist for its delivery. 

 

It is a constitutional requirement that audited financial statement should be made available to members of the 

Legislature for deliberation. Specifically, section 125 sub-section 5 of the Constitution of the Federal Republic 

of Nigeria 1999 clearly spelt out this requirement. Therefore, the auditor’s opinion or report should clearly state 

the addressee (the Legislature) in the content of the report. The requirement is categorized into three levels, clear 

and full name of addressee scores 10 points; partial disclosure of addressee scores 5 points; and non-disclosure 

of addressee at all is zero. 

 

As presented in Table 3, the audited annual reports and accounts of Jigawa State Government for 12 years, 2001 

– 2012 revealed 100 percent compliance with this requirement (R5). This implies that full name of the addressee 

of the audited Annual Reports is clearly spelt out in the Audit Reports. The Addressee of the Report is the State 

House of Assembly (as clearly spelt out in the 1999 Constitution). This result is supported by chi-square test 

conducted, which also showed 100% application with this requirement (on a 10 points scale), which fell within 

the strong application category. The mean of 10 with a standard deviation of 0 further shows no variation at all 

with extent of compliance with the requirement for the period under review. 

 

4.1.6Identification of subject Matter (R6): Chapter five (54.10:f) of the Public Sector Auditing Standards 

(PSAS) 1997 provides that the auditor’s opinion or reports should identify the financial statement (in the case of 
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financial audit) or the area (in the case of performance audit) to which it relates. This includes information such 

as name of the audited entity, the date and period covered by the financial statements or the subject matter that 

has been audited. This requirement is classified into two parts: i) name of the audited entity (Jigawa State 

Government) 5 points; and ii) period/date (financial year) of the audit 5 points, making a maximum score for the 

requirement to 10 points. This requirement (R6) revealed 100 percent compliance. This means full compliance 

with the requirement (R6) throughout the period under review was achieved. That is, the audited entity “Jigawa 

State Government” is mentioned in all the audited annual reports, and the actual dates for all the reports are 

made available on the reports. The chi-square result also revealed 100% level of application to this requirement. 

Based on the compliance index in Table 3, this level of application fell within the strong application category. 

This result is also supported by the mean of 10 with a standard deviation of 0 recorded on the extent of 

compliance with the requirement.  

 

4.1.7   Legal Basis (R7): Chapter five (5.10:g) of the Public Sector Auditing Standards (PSAS) 1997 provides 

that the auditor’s opinion or report should identify the legislation or other statutory provisions for audit. Thus, 

mentioning of the relevant sections of the Nigerian Constitution 1999; the Finance (Control and Management) 

Act 1990 as amended; or Laws of Jigawa State Government should be made. Anyone of these mentioned 

satisfies the requirement. R7is a full requirement without being dissected in to parts. The maximum score is 10 

point if satisfied otherwise zero. 

 

Observation on compliance with requirement recorded 100 percent compliance throughout the period of the 

study. Particularly, the provision of section 125 sub-sect 5 of the Constitution of the Federal Republic of Nigeria 

is clearly spelt out in the audited annual reports for the period under review (2001-2012). That is, the relevant 

section of the Nigerian Constitution which provides the legal backing for auditing the Government annual 

financial statements is stated in all the 12 year Audited Annual Reports. Column r7 of the compliance Index 

recorded this compliance score (100%) on this requirement. The chi-square test conducted further support this 

result. The level of application is 100% (on a 10 point scale), which fell within the strong application category, 

based on compliance index (Table 2). Also, the mean of 10 and the standard deviation of 0 further suggest no 

any variation on the extent of compliance with this requirement. The findings on R5, R6, and R7 are consistent 

with that of Ahmad (2012). 

 

4.1.8 Compliance with Standards (R8): Chapter five (5.10: h) of Public Sector Auditing Standards (PSAS) 

1997 provides that auditor’s opinion or report should indicate that “the Public Sector Auditing Standards have 

been complied with”. That is. The auditor’s report should clearly state that, the report comply with the 

requirements of Public Sector Auditing Standards 1997. This is tagged requirement (R8). The requirement is a 

full requirement and it is scored 10 point if it is complied with otherwise zero. 

 

Observation on compliance with this requirement revealed zero compliance. That is, none of the audit reports 

for the nine years of this study stated that “the audit opinion or report comply with the requirements of Public 

Sector Auditing Standards 1997” as par the provision of chapter five (5.10:h) of PSAS 1997. This means that, 

this requirement (R8) was never complied with in all the audited annual reports and accounts of Jigawa State 

government for the whole of the period of this study. This is also evident from the chi-square test conducted. 

The level of application is 0 (on a 10 point of scale), which fell within the non-application category based on the 

compliance index (Table 2). The mean of 0 and the standard deviation of 0 support the earlier finding, consistent 

with Ahmad (2012). 

  

4.1.9   Timeliness (R9): Chapter five (5.10:i) of the Public Sector Auditing Standards (PSAS) 1997 provides 

that the auditor’s opinion or report should be available promptly to be of greatest use to readers and users 

particularly those who have to take necessary action. This requirement is tagged (R9) and not subdivided into 

components. Timely reporting scores 10 points otherwise zero. 30 percent compliance was observed on this 

requirement (R9). To be precise, timely Reports were available in year 2006, 2007, and 2008. Therefore, this 

low score is attributed to untimely production of the annual financial statements in year 2001, 2002, 2003, and 

2004. The Audit Reports of year 2001 and 2002 state the reasons for not producing the Audited Accounts and 

Reports on time by the State’s Auditor General to State’s House of Assembly. Consequently r9 of the 

Compliance Index recorded 60 percent compliance on this requirement. This low score of 60% is proved by the 

result of chi-square test conducted. The extent of compliance is 60% (on a 10 point scale), which fell within the 

semi strong applied category, based on compliance index (Table 2). The mean of 6.0 and the standard deviation 

of 5.1640 also suggest insignificant variation on the extent of compliance with this requirement. However, 

Ahmad (2012) found significant variation on compliance with this variable. 
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Overall compliance index recorded 75.22% compliance with all the requirements (R1 to R9). This fell within the 

strong compliance category. Based on this finding, the study concludes that there is compliance with the 

provisions of Public Sector Auditing Standards 1997 in audited annual reports and accounts of Jigawa State 

Government. Yet compliance is not 100%, which signifies an element of non-compliance with some 

requirements in some periods. 

 

Conclusion and Recommendations 

When public sector auditors report on all measure of performance, they would have provided adequate 

information not only to managers and administrators but equally to the citizens who are the beneficiaries of 

these programmes, projects and activities. Therefore, regular financial and regularity audits have been intended 

to cover all aspects of operations of public sector organizations not only their commercial activities. 

 

To achieve this, Public Sector Auditing Standards 1997 were formulated in order to have a common auditing 

standards to be used by all State Auditors-General in the Federation and the Auditor-General of the Federation 

in discharging their auditing functions. The objective of this study was set to determine the extent of compliance 

with regulatory provisions in the financial reporting and audit practices of Jigawa State Government. 

Specifically, the study examined the extent of compliance with Public Sector Auditing Standards (IPSAS) 1997 

in the audited annual reports and accounts of the Jigawa State Government over the period under review (2001 – 

2012).Data generated for the study were analyzed using descriptive statistics and chi-square. The following are 

the major findings drawn from this study: 

 

The study finds 100 percent compliance with requirements R1, R3, R5, R6 and R7. This indicates that there is 

strong application of these requirements throughout the period of the study (20001– 2012). Also, there was 

strong application of R4, but weak application of R2 and R9, and there is non-application at all of R8. This 

indicates that R8 was never complied with by all the audited annual reports and accounts of Jigawa State 

Government for the period 2001 – 2012. 

 

Though overall compliance with the requirements of Public Sector Auditing Standards 1997 is significant, yet 

compliance is not 100% which signifies an element of non-compliance with some requirements. This suggests 

room for improvement in the auditing functions of the Auditor-General of Jigawa State Government. Although 

compliance with the standard is not yet mandatory since there is no legal agency responsible for enforcing 

compliance; however, the mean value of 68.5 suggest some positive impact on the audit practice on the annual 

accounts of the State Government. 

 

On the basis of the major findings and the conclusions of the study, the  following recommendations are made: 

Establishing standards improves and harmonize the underlying accounting procedures for financial reporting by 

government should be a high priority. Nigerian government should adopt fully the International Public Sector 

Accounting Standards (Cash Based) 2003, and International Public Sector Auditing Standards to allow for 

comparison between Nigerian financial reporting and auditing practices and other countries in the world. That 

will improve the accountability and transparency of governance. 

 

Enforcement of standards in the public sector should be a concerned for standard-setting body and the 

profession. Nigeria Public Sector Accounting and Auditing Standards Board should be established through 

Legislation to ensure compliance with the international standards in the areas of accounting and auditing 

practices in the Nigerian public sector. This could bring about positive impact on the financial reporting and 

audit and thereby improve the accountability and transparency of government. This will also increase the 

confidence of users of the reports and improve the financial reporting quality of government. Value for money 

audit should be fully implemented in ministries, departments and agencies in the state to be able to evaluate 

government programmes and activities in terms of benefits, impact and sustainability. 
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Abstract 

The companies, along with the increasing competition with the globalization, started to pay attention, not only 

the product sales, but also to the business operation activities that support product sales and get profit. The 

prominent activity in these business operation activities, the after sales services started to get more importance. 

Having a strategic importance of after sales services for the companies; the companies are pushed to take actions 

on this way. At this point; the companies that give importance to the after sales services, take the sustainable 

advantage of competition. 

 

In this research; it is tried to find out the answers of the following questions; “Does the management of a 

company takes into consideration of aftersales business? What is the role of aftersales business in decision 

making process? Does the aftersales department have any effects on management strategies?”In order to test the 

hypothesis, the interview with the questionare that has 24 questions, had been done with the managers of the 

companies, those had totally about 80% of the market share in excavator and backhoe loader market in 2014 in 

Turkey.  

 

The results of the research shows us, the aftersales services is a must for the companies that sales investment 

asssets to the customers such as construction machinery. The companies are taking after sales services activities 

into consideration as a value added operation; so that the companies are taking after sales services data into 

account during making their company strategies. The after sales services data directly affects decision processes 

on company managements. In addition, it is identified that these data are taken into account on strategic 

decisions and moreover, strategic decisions are taken due to the after sales data. 

 

Key Words: Aftersales Service, Management Strategy, SME, Decision Making, Strategic Management 

 

Introduction 

Rapid development and increasing competition in business world, resulted as changes on the classic 

understanding of competition. The companies whom could not adopted to this change are inevitably forced to be 

disappeared in the market. Along with this change,the concept “strategy” took place in every part/process of the 

companies, then classic “management style” became as “strategic management style”. Today, in order to get the 

success for the companies, setting the correct management strategy is a must. 

 

To determinecorrect management strategy, the companies need to have a strategic consciousness. In order to 

determine the golas and targets, the companies should make strategic analysis that means,making inner and 

outer environment analysis of the company andthen determining company mision and vision. Today, if a 

company wants to get success, all departments and employees should work in harmony with the strategic goals 

and targets. Thus, an optimization in company activities can be succeeded. 

 

To live and cope with rivals in the global business market, the companies must have a high competition power. 

All the companies whom tries to be alive and get success in the market are aiming to have sustainable 

competion advantage. To have the power and sustainable competition advantage, the companies are using 

different types of management methods. Increasing quality levels of the products, decreasing the quality gap 

between the products, increasing awareness of the customer steered the companies to different areas. At this 

point, the companies, along with the increasing competition with the globalization, started to pay attention, not 

only the product sales, but also to the business operation activities that support product sales and get profit. The 

prominent activity, in these business operation activities, the aftersales services started to get more importance. 

Having a strategic importance of aftersales services for the companies; the companies are pushed to take actions 

on this way. At this point; the companies that give importance to the after sales services, take the sustainable 

advantage of competition. It is told by the company managers that succesful after sales services results as 

customer satisfaction and brand loyalty. 

 

The multitude of the customer and loyalty show the companies’ power in the market as well as the potential 

market opportunity. To carry on the continuity of this power, customer satisfaction takes a very important role. 

Aftersales services acts an important role on winning or losing the customer. Inadequate after sales service 
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support results as loss of customer, on the other hand good quality of after sales service supportnot only holds 

the customer but also gets competitor’s customers. Aftersales services is also very important source on 

collecting information from the filed. Solving the customer’s problem is not only the duty of aftersales service, 

but also identifing the customers’ requests, demands, expectations and analyzingthe company’s present position 

on competition then feeding back. During decision making feed back from the field is very important for the 

company.  

 

The goal of this research is to put forth the effects and importance of aftersales service – that fulfills a very 

important strategic function of company and has an important value added activity for the companies – on 

management strategies.During research, it is benefited from different sources such as books, articles and thesis. 

Construction machinery sector is investigated and interviews made with companies on construction business in 

Turkey.  

 

Methods and Materials 

The goal of this research is to put forth the effects and importance of aftersales service – that fulfills a very 

important strategic function of company and has an important value added function for the companies – on 

management strategies. 

 

Aftersales Services 

If aftersales service activity is tried to be defined; one of the goals of the companies is to let the customers enjoy 

their products and services. Companies, depending on their sectors, wants to empower thier products by adding 

service component to it. These activities which are called aftersales services, is one another element of the 

product strategies [Lovelock, 1996:263]. Aftersales services is, to support customer and make user happy with it 

after buying the product [Ziller, 1997:18]. 

 

According to Porter [1985:11-15], aftersales service acitivity is defined as one of the strategic activity service 

(in here we say aftersales service) which includes all the activities required to keep the product or service 

working effectively for the buyer after it is sold and delivered. So that, Value Chain is a useful strategic 

management tool. Referring to this point, during making strategies, companies must take into consideration 

aftersales activities and decide their strategies regarding the feed back from aftersales service department. 

 

In today’s competion, satisfying the customer became one of the most important fact to get the success for the 

companies. To get the success for the compaines having customer satisfaction is much more easier, compared to 

the competitors [Koral, 2011:94]. In case the company meets the customer need in a proper way such as fast, 

correct, cheap, polite service with having customer satisfaction, will have an important competition advantage 

compared to its competitiors [Koral, 2011:82-83]. It is put forth in the researches, basic element on having 

customer loyalty is customer satisfaction [Arasıl and others, 2004:47].  

 

Product qualities became so closer to each other; so the companies are trying to differentiate in the competition 

by aftersales activities. Regarding to this, aftersales services activities has an important role in brand loyalty 

[Koral, 2011:111-112]. Regarding the interaction of aftersales with the customer and company, the company 

managements give importance to aftersales activities too much.And customer satisfaction can be used as a sales 

instrument. 

 

The Hypothesis of the Research 

In this research; it is tried to find out the answers of the following questions; “Does the management of a 

company takes into consideration of aftersales business? What is the role of aftersales business in decision 

making process? Does the aftersales department have any effects on management strategies?” In order to test the 

hypothesis, the interview with the questionare that has 24 questions, had been done with the managers of the 

companies, those had totally about 80% of the market share in excavator and backhoe loader market in 2014 in 

Turkey.  

 

The hypotheses are; 

o The companies are collecting aftersales service activity information from the field regularly. 

o Collected aftersales data affect decisions in decision making process. 

o Collected aftersales data is used in company’s strategic decisions making process. 

 

Sample Universe & Data Collection 

This research has been done in Turkey Construction Machinary market. The sample universe is taken as the 

members of IMDER (Turkish Construction Machinary Manufacturers and Distributors Union) that deals with 
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backhoe loaders and excavators. There are 23 members of this union and 14 of them are dealing with Backhoe 

Loaders and Excavators mostly. Interview has been done with the 6 of 14 that have the %80 of market share of 

backhoe loader and excavator. In this research, in the following papers companies are names as A, B, etc., and 

authorized company managers are disguised under the pen name for the concern of trade secrets. 

 

Table 1: Market Share of Samples in Construction Machinary Market 

Source: IMDER 2014 Market Share 

 
 

During research, it is benefited from different sources such as books, articles and thesis. To embody the research 

Construction Machinery sector is investigated and interviews made with companies on construction business in 

Turkey. During interview 24 questions asked to the company authorities. First 5 question were about general 

information about the company, the following questions 5-9 were to find out whether the companies are serving 

aftersales service and collect any information by it. 10-13 questions were asked to identify the position of 

collected data by aftersales department for the company decision making process. The questions 14-21 were 

asked to find out whether the company management take into any consideration of data collected by aftersales. 

The last ones 22-24 were asked to identify the importance and effect of aftersales services for the companies. 

 

Findings 

From the answers of authorized people of the companies, it is found out that all companies are serving aftersales 

service activity and collects the information from the customers/field. Regarding the answers, the collected 

information can be classified as machine technical data, customer data, machine failure data, customer 

complaints, customer requests and demands. Then it is mentioned that collected data have been transferred to 

the related departments of the companies to trigger the processes such as sales, marketing, R&D, quality, 

production and etc.  

 

Regarding the data coming from aftersales, management of company pays attention to it and holds meetings in 

different levels of management. Referring to the meetings held in different times, approximately 6 strategic 

decisions are taken in a year. One of the companies changed the engine supplier of their machine due to the 

feedback from field. The other one establish new sales and service facility to Istanbul for customer satisfaction 

and increase the income. Another example for a strategic decision is; the manager of Company B Mr. Abdullah 

said that they changed the configuration of their machine due to the information came from aftersales 

department. The manager in Company E, Mr. Ahmet mentioned that they established a spare parts depot in 

different territories. 

 

22 and 23
rd

 questions were asked to identify the importance and effect of aftersales service for the company. As 

it is seen in the Table 2; companies A, B and E give a high importance to aftersales. The companies C, D and F 

give high importance to aftersales service. This means both companies are paying attention to aftersales service 

activities.  

 

 

 

 

BACKHOE LOADER

WHEELED CRAWLED

COMPANY A

MANUFACTURER

COMPANY B

DISTRIBUTOR

COMPANY C

MANUFACTURER

COMPANY D

DISTRIBUTOR

COMPANY E

DISTRIBUTOR

COMPANY F

DISTRIBUTOR

AVERAGE MARKET SHARE TOTALLY FOR 6 COMPANIES 77,87%

TOTAL MARKET 

SHARE
91,50% 73,20% 68,90%

COMPANIESSEQ.

2,40%

6 8,40% 13,20% 14,40%

5 30,50% 10,00%

5,60%

4 0,00% 13,60% 16,90%

3 13,00% 12,30%

21,50%

2 0,50% 1,80% 8,10%

1 39,10% 22,30%

2014 MARKET SHARE

HYD. EXCAVATOR
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Table 2: The Answers of the Question 22
nd

 

 
 

By 23
rd

 question it is tried to understand the effect level of aftersales service for the company. To clarify the 

effect level, this question is divided into 2 sections; first one is “the effect level of aftersales on competition 

power of company”, the second is “the effect level of aftersales on customer satisfaction”. According to the 

company managers, in both ways aftersales service business affects the company either in competition power or 

customer satisfaction. As it is seen on the following Table 3, the levels are mainly very high and high levels. To 

understand whether the answer given are objective or subjective, it is asked whether they measure or not? 

Customer satisfaction is measured by the companies with the customer surveys, but the effect on competition 

power is mainly not measured. An addition, the authorities of companies C and E that say they measure, did not 

give the detail of how they measure the competition power due to the concern of trade secret. 

 

Table 3: The Answers of the Question 23
rd

 

 
 

It is asked to the company authorities to embody the importance and effects of aftersales for the companies with 

the examples. Referring to the answers of the authorities of the companies, we may sort benefits of aftersales as 

below; 

 

o Customer satisfaction 

o Increase on machine sales 

o Increase on product quality 

o Increase on income and profit 

o Increase on brand image 

o Increase on confidence and loyalty 

o Development on product 

o Advantage on competition 

 

Results and Conclusion 
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22. The Importance of Aftersales Service for the Company?
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High Normal Low

Very 

Low
Yes No

COMPANY A

MANUFACTURER

COMPANY B

DISTRIBUTOR

COMPANY C

MANUFACTURER

COMPANY D

DISTRIBUTOR

COMPANY E

DISTRIBUTOR

COMPANY F

DISTRIBUTOR
X

X

X X X

XX X

X

X

X X X

XX X

X

X

X X X

X XX

COMPANY NAME

23. In which level Aftersales Services Affects the Company?

A. In which level does the Aftersales Services 

has effect on Competition Power of Company?
Do you measure?

B. In which level does the Aftersales Services 

has effect on Customer Satisfaction?
Do you measure?
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With the globalization; adaptation to competition conditions and market needs, forces companies to develop 

different management strategies. At this point companies are taking into consideration of the sector structure 

and market situation. Today, to take the advantage on the market of the products that need aftersales service 

support; companies should pay attention to the differences that effects customers’ preferences. Companies are 

trying to get the competition advantage by differentiating the value added activities. Especially, on the 

investment assets market, companies are trying to put formward the aftersales service activities to affect the 

customer preferences. 

 

In this research, the companies in construction business are investigated and tried to find out the effect of 

aftersales services on management strategies. Referring to the findings of this research, aftersales service 

business is a must for those companies in construction business activity. Moreover it is find out that in case of 

good aftersales activity, companies takes the competition advantage on the market. The companies are 

considering the after sales business as a value added activity for their business. Due to this considereation, 

during making strategic decisions companies are taking into consideration aftersales activities and feedbacks 

coming from after sales services department. Due to the finding of this research, aftersales services data directly 

affect management decision process. Moreover, the data comes from aftersales service affects strategic 

decisions and also referring to this data company management makes strategic decisions only for aftersales 

service business. 

 

Today, besides product quality and price, aftersales service became a complementary business for products.It is 

a tool for the companies to take the advantage of competion on market by differentiating. Customer satisfaction 

is a target and also marketing instrument for the customer oriented companies. The companies which have the 

high customer satisfaction, takes the advantage in the market, especially in construction business. Sustainability 

of advantage is directly related to aftersales service quality. So that, the companies are developing different  

strategies on aftersales service business. 

 

One another conclusion drawn from this research is; for creating brand and image, not only the quality and/or 

price are enough, but also to take the competition advantage on the market, it is dependent on after sales service 

business. With the aftersales service activities such as, service, spare parts, warranty and training activities, 

companies takes feed back from the market. With this feed back companies develop sales, marketing, 

production, procurement and logistics, R&D and finance strategies. So this shows that many strategic decisions 

are taken due to this feed back.It is seen that aftersales service business, especially on construction business, 

companies should decide it as a value added activity and evaluate it as a profit center for their companies. For 

those companies that makes SWOT analysis, aftersales service business activity has a direct feed back to 

environment analysis such as determining Treads and Opportunities. 

 

In this context, it is possible to make below suggestions to the companies that wants to take the advantage of 

competition by differentiating in aftersales business; 

 

o During making strategic decision, companies should take into consideration of all departments, not 

only the sales, but also aftersales, R&D, production, etc., 

o Aftersales service quality should be increased, 

o The stuff in aftersales department should be well trained and motivated 

o All needed equipments should be procured, 

o The aftersales service staff should be trained for customer relations, 

o Regular customer researches should be done and customer expectations and proposals should be taken 

into consideration by management 

 

In addition; there is not enough research on management relations of aftersales service in the organization 

structure of the companies. During interview with the managers of the companies, it is identified that there are 

some managment and communication problems, authority confusions on department managers for aftersales 

services department. At this point it is needed to make an academic research on the position of aftersales 

services department in the organization chart of the companies. 
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ABSTRACT 

Human capital development being a part of an overall effort to achieve cost-effective and employee 

commitment, entails that organizations need to understand human capital that would enhance employee 

satisfaction, influence commitment and improve performance. However, there is no consensus among 

researchers of the factors that determine employees’ commitment. Despite the crucial role human capital play in 

Nigeria public service, there is a dearth of employee commitment in public service, resulting in stagnated 

service delivery for economic development. Also, not much study has been done on the effects of human capital 

development on employee commitment and performance. Hence, the main aim of this study is to evaluate the 

effects of human capital development on employee commitment and performance in Nigerian public service. 

Research questions and hypotheses were posited, while quantitative data was collected with a close-ended 

structured questionnaire, the deductive and inductive approach were adopted, while the survey strategy was 

employed. The findings revealed that, there is a significant effect of Human capital management on employee’s 

commitment and performance in the Nigerian public sector. It was therefore recommended that, the organization 

exploit the use of training, encourage team-works, delegation of responsibilities and performance appraisal 

based promotions among others to influence employee commitment for enhanced performance. 

 

Key Words: Human Capital Development, Employees, Commitment, Performance, Public Sector 

 

1.1 Introduction 
The core of human capital management in its entirety is optimizing how organizations employ, deploy and 

evaluate their workforce. The human capital of a firm involves people who are engaged to work and on whom 

the realization of the primary organizational goals depends. Human capital basically refers to a collection of 

knowledge, competency, attitude and behavior embedded in an individual (Youndt et al., 2004; Rastogi, 2002). 

Over the years, the concept human capital has gained increasing recognition among organizations and 

management scholars, premised on its ability to deliver competitive advantage (Gratton, 1994), create value 

(Rastogi, 2002) and secure long-term economic growth. 

 

Human capital development (HCD) recognizes that the development and growth of people in organizations is an 

important and essential asset to the organizations future success. Thus, Healthfield (2011) asserts that, human 

capital development is the framework for helping employees develop their personal and organizational skills, 

knowledge and ability; which includes such opportunities as employee training, employee career development, 

performance management and development, coaching, mentoring, succession planning, key employees 

identification, and as such, helps the organization achieve competitive advantage. Hence, the emphasis of all 

human capital development is on evolving the most superior workforce, so that the organization and individual 

employees can accomplish their work goals in public service delivery. 

 

The optimization of human capital commitment can be achieved through comprehensive development 

programmes, not only to achieve organizational goals but most important is to improve public service delivery 

and foster sustainable economic growth and development. To accomplish this, public service organizations will 

need to invest resources to ensure that employees have the knowledge, skills, and competencies they need to 

work effectively in a rapidly changing and complex environment (Marimuthis, Arokiasamy & Ismail, 2009). 

 

Service delivery and performance of Nigerian Public Sector has become worrisome over the last two decades. 

Public Sector Organizations have often failed to competently implement policies and developmental projects to 

meet the needs and yearnings of the masses. The Public Service is characterized by low employee morale, poor 

work attitudes, inefficiency, corruption, mismanagement of public funds and bad management practices, which 

have become major obstacles to public service delivery and stagnated economic development.  
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This study therefore aims to evaluate the effects of human capital development on employee commitment and 

performance in Nigerian public service. The specific objective of this study include to examine the effect of 

public sector training programs on employee commitment and performance; and to determine the effectiveness 

of talent management on employee commitment and performance 

 

To achieve the objectives of this study, these hypotheses are here postulated and will subsequently be tested; 

 

H01: There is no significant effect of training on employee’s commitment and performance in the Public 

sector 

H02: Effective talent management has no significant effect on employee’s commitment and performance in 

the Public sector 

 

2.0 Literature Review 

The subject of what contributes to enhanced performance and competitive advantage has shifted in emphasis 

away from external positioning in the industry toward internal resources being seen as crucial to sustained 

competitiveness (Olalla, 1999; Bartlett & Ghoshal, 2002). Hence, the resource-based view is premised on the 

assumption that individual organizations build a valuable set of resources, both tangible and intangible and 

bundle them together in unique ways to generate economic rent (Castanias & Helfat, 1991).  

 

Black and Boal, (1994) averred that competitive advantage is no longer dependent on external resources and 

technology, since these are increasingly easy to imitate. Competitive advantage according to the resource-based 

view is dependent on the extent to which a firm optimizes and allocate resources within an organization 

(Prahalad & Hamel, 1994). However, to be considered as competitive advantage, resources must meet four 

criteria: value, rarity, inimitability and non-substitutability (Priem & Butler, 2001; Grant, 1996).  

 

Becker and Gerhart (1996) provide a refined view by arguing that it is not the human capital pool that builds 

competitive advantage, but the HR systems; a combination of HR policies and practices can create a competitive 

effect. Wright et al. (2001) further argue that individual knowledge, skills and abilities are essential, but not 

sufficient, and that employee behaviour is required to be aligned with organizational objectives as well. Despite 

critical arguments against the resource-based view in both human resource and strategy literature, its increasing 

recognition has done much to promote human resource management in general and human capital development 

in particular.  

 

Empirical Review 

Researchers have identified certain dimensions of human capital management relating to employee 

commitment. Organizational commitment has been found to relate to human capital development functions, 

focusing on the effect of workplace training and organizational commitment, Barrett and O' Connell, (2001); 

McMurray and Dorai, (2001) indicated that training enhances employees’ commitment. Organizations that offer 

employees a relative high degree of development opportunities and internal career possibilities were also found 

to have elicited higher level of commitment and performance (Tsui et al. (1997).  

 

Employee commitment has also been found higher in organizations with training opportunities than those 

without. In contrast, Dereli (2006) found no significant relationship between normative commitment and human 

resource development programs. Granrose and Baccili (2006) found that violation of perceived training 

obligations result in reduced organizational commitment and increased intentions to leave the organization. 

Also, empirical studies have confirmed the fact that availability and adequacy of training, performance appraisal 

and commensurate rewards affected job satisfaction and commitment levels (Lowry et al. 2002).  

 

According to Garavan et al., (2001) human capitals have four key attributes that generate additional values to 

individual and organizational outcome; flexibility and adaptability; enhancement of individual competencies; 

the development of organizational competencies and individual employability (talent management). There are 

various findings that incorporate effective talent management with higher performance, sustainable competitive 

advantage (Norhaug, 1998) and higher organizational commitment (Iles et al., 1990). From the individual level, 

the importance of talent management depends on the degree to which it contributes to the creation of a 

competitive advantage. From an economic point of view, Aniegboka (2011) asserts that, transaction costs 

indicate that firm gains a competitive advantage when they own firm-specific resources that cannot be copied by 

rivals.  

 

Ahmed and Ali (2008) carried out a research on the impact of monetary and non-monetary rewards on employee 

commitment; the findings indicated a positive relationship between rewards and commitment to work. Factors 
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affecting employee commitment were identified as payments 86%, promotion 74% and work conditions 61%. 

Thus, the analysis showed support for a positive relationship between reward and employee commitment. It was 

therefore concluded that organizations can improve their performance through employees’ commitment by 

engaging in human capital development programmes such as regular training, effective talent management and 

good reward systems. 

 

3.1 Methodology 

The research design employed in this study is the survey design, associated with the deductive approach, used 

for descriptive research purpose (Saunders, et al., 2009). The rationale is to allow collection of quantitative data.  

 

Population of the Study and Sampling Techniques  

The study population is based on the entire staff of the Nigeria Export Processing Zones Authority, (NEPZA), 

with an estimated population of 1,250 employees. The sample size was determined using the Taro Yamane 

(1964) sample determination technique. 

 

n = N 

         1 + N (e)
2
 

Where; N = Population size 

 n = Sample size 

 e = Error of margin (0.05) 

n = 1250 

         1 + 1250 (0.05)
2
 = 303 

 

Copies of the questionnaire were randomly administered to 303 staff in various departments at the 

organization’s head office and selected zonal offices, however, 296 copies were received which represents the 

sample size.  

 

Techniques of Data Analysis and Model Specification 

Data collected has been analyzed using simple percentage frequency tables, while postulated hypotheses tested 

using the logistic regression, a model used to evaluate the relationship between variables and determine the 

effect of each explanatory variable to the dependent variable. The econometric equation for the model is; 

 

ECPi = (P/1-P) = β0 + β1TRi          (1) 

 

Where: 

P = success probability of employees’ commitment and performance 

1-P = Non-success probability of employee commitment and performance 

ECPi = Employee commitment and performance 

TRi = Training  

β0 = constant term 

β1= coefficient of Training  

ECPi = (P/1-P) = β0 + β1TLMi         (2) 

 

Where: 

ECPi = Employee commitment and performance 

TLMi= Talent Management 

β0 = constant term 

β1= coefficient of Training  

 

The ‘a priori expectation’ in the model is that all independent variables are expected to have positive effect on 

employees’ commitment and performance measured by Training and Talent Management. The mathematical 

expression is represented as; β1 – β4 > 0 implying that a unit increase of independent variable will lead to 

increase in employees’ commitment and performance by a unit. 

 

4.0 Findings/Discussions  

 

H01: There is no significant effect of training on employee’s commitment and performance in the Public 

sector 
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Table 1: Showing Logistic Regression Result for Hypothesis One 

Dependent Variable: ECP 

Method: ML - Binary Logit 

Date: 04/11/15   Time: 18:50 

Sample: 269 

Included observations: 269 

Convergence achieved after 3 iterations 

Covariance matrix computed using second derivatives 

Variable Coefficient Std. Error z-Statistic Prob.   

TR -0.543366 0.180713 -3.006795 0.0026 

C 2.695879 0.380273 7.089327 0.0000 

Mean dependent var 0.851301     S.D. dependent var 0.356455 

S.E. of regression 0.344032     Akaike info criterion 0.823644 

Sum squared resid 31.60164     Schwarz criterion 0.850370 

Log likelihood -108.7801     Hannan-Quinn criter. 0.834377 

Restr. log likelihood -113.0998     Avg. log likelihood -0.404387 

LR statistic (1 df) 8.639551     McFadden R-squared 0.038194 

Probability(LR stat) 0.003289    

Obs with Dep=0 40      Total obs 269 

Obs with Dep=1 229    

Source: Logistic Regression as Generated By Software 

 

Since the TR coefficient is -0.543, it shows that the effect of training on employee’s commitment and 

performance is negative. This means that increase in training, decreases the level employee’s commitment and 

performance. However, the P-value of the Z-test (0.002) is less than the level of significance of 0.05. Therefore, 

we reject the Null hypothesis and accept the Alternate, which states that, there is a significant effect of training 

on employee’s commitment and performance, which is in agreement with the findings of Bartlett, (2001) and 

McMurray and Dorai, (2001). 

 

H02: Effective talent management has no significant effect on employee’s commitment and performance in 

the Public sector 

Table 2: Showing Logistic Regression Result for Hypothesis Two 

Dependent Variable: ECP 

Method: ML - Binary Logit 

Date: 04/11/15   Time: 19:03 

Sample: 1 269 

Included observations: 269 

Convergence achieved after 4 iterations 

Covariance matrix computed using second derivatives 

Variable Coefficient Std. Error z-Statistic Prob.   

TLM 0.228191 0.300639 0.759020 0.0478 

C 1.359808 0.528019 2.575300 0.0100 

Mean dependent var 0.851301     S.D. dependent var 0.356455 

S.E. of regression 0.356214     Akaike info criterion 0.853604 

Sum squared resid 33.87918     Schwarz criterion 0.880330 

Log likelihood -112.8097     Hannan-Quinn criter. 0.864337 

Restr. log likelihood -113.0998     Avg. log likelihood -0.419367 

LR statistic (1 df) 0.580214     McFadden R-squared 0.002565 

Probability(LR stat) 0.446229    

Obs with Dep=0 40      Total obs 269 

Obs with Dep=1 229    

Source: Logistic Regression as Generated By Software 

 

Since the TLM coefficient is 0.228, it shows that the effect of talent management on employee’s commitment 

and performance is positive. This means that increase in talent management activities, increases the level 

employee’s commitment and performance. However, the P-value of the Z-test (0.0478) is greater than the level 
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of significance of 0.05. Hence, we accept the alternate hypothesis and reject the null, which stated that; there is a 

significant impact of effective talent management on employee’s commitment and performance. 

5.0 Conclusions/Implications 

Human capital development being an indispensable component of an organization’s process towards achieving 

set organizational objectives includes better education, on-the-job training and effective talent management. 

Acquiring better knowledge and skills through education and training benefits both individuals and the 

organization as a whole. Individuals benefit by way of higher earnings and experience, while the organization 

and by extension the economy benefits by way of higher productivity which ultimately enhances socio-

economic development through efficient public service delivery.  

 

It is therefore recommended that; 

 

1. It is recommended that organizations embark on relevant capacity building programs, educational training 

and other developmental activities which will positively influence employees’ commitments for higher 

performance. 

2. It is also recommended that the organization exploit the use of team-works, delegation of responsibilities 

and performance appraisal based promotions among others to ensure effective talent management, which 

enhances commitment for enhanced performance. 
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ABSTRACT 

In this study, leadership style perceptions, emotion regulation abilities and organizational performance in 

banking sector were measured and mediating effect of emotion regulation on the relationship of leadership 

styles perception and performance was examined. To test the model, questionnaire, including 27 questions, was 

applied to the employees working at banks in Diyarbakır. Valid 297 questionnaires were evaluated. As a result 

of Structural Equation Model (SEM), a positive linear relationship was determined between only transformative 

leadership and performance (p<0.001) and also emotion regulation (p<0.001). The negative mediating effect of 

emotion regulation between leadership perception and organizational performance was also determined. Due to 

the originality of variables, relationships, sample, and method used, this study would contribute to the related 

literature. 

 

Keywords: leadership styles, emotion regulation, organizational performance, banking sector. 

 

INTRODUCTION 

Since 80s, researchers investigated the relationship between leadership and performance. Zehir et.al. (2012), 

identified a strong relationship between leadership styles and performance. Birasnav (2014), suggested that 

since transactional leaders highly concentrate on implementing strategies, rewarding employee performance and 

exhibit active management by exception behavior to correct mistakes, they can significantly contribute to 

organizational performance. Similarly, there are studies showing transformational leaders having positive effect 

on organizational performance, since they motivate employees to take risk and search for innovative solutions to 

problems (Waldman et.al., 2001). 

 

There are also some studies about emotional intelligence of leaders or emotion management of leaders. Thiel 

et.al. (2013) stated that one of the important abilities of successful leaders is managing her own and 

interpersonal emotions in the organization, especially when employees experience negative emotions. So 

leadership is defined as crucial for organizational performance (Acar, 2012). Also creating organizational intent 

or vision to achieve organizational performance requires strong leadership (Samad, 2012). 

 

Taking these studies as theoretical background, in this study, first we will define the basic concepts, then 

examine the relationship between leadership styles, namely transactional, transformational, laissez faire 

leadership, and organizational performance and finally, analyze whether emotion regulation has a mediating 

effect on this relationship or not. 

 

1. LITERATURE REVIEW 

1.1. Leadership Styles 

Leadership is one of the most studied subjects in social sciences but it is hard to give one simple definition since 

there are many styles of leadership. In this study, only three of these styles will be examined; transactional, 

transformational and laissez faire. Transactional leadership focuses on “the task-related exchange of actions and 

rewards between follower and leader”. In this scope, transactional leaders clarify the responsibilities of the 

followers, objectives and the tasks needed to achieve these objectives. They do not operate out of the boundaries 

and standards of the existing culture (Epitropaki & Martin, 2005). 

 

Contrarily, “transformational leadership emphasizes a person-orientation by aligning followers' needs with the 

organization's (higher) tasks and goals.” (Tyssen, et.al, 2014).They act as coaches and pay attention to personal 

development, learning and achievement needs of each follower. They provide a sense of mission and higher 

vision and become a role model for the employees.  So transformational leadership has been related to higher 

job satisfaction and organizational commitment (Epitropaki & Martin, 2005). 

mailto:ksen.topuz@gediz.edu.tr


 

ICSSL -2015 | The Analysis of the Relationship between Leadership Styles, Emotion Regulation and 

Performance 

62 

 

 

BUSSINESS International Conference on Social Science and Law 

 

The third leadership style, laissez-faire leadership, is sometimes examined as a totally different style and 

sometimes as non-leadership dimension of the transformational leadership theory. It can be defined as the 

avoidance or absence of leadership. In this type of leadership, leader gives responsibility to the employees and 

do not use authority. This type of leader ignores both problems and subordinates’ needs. That’s why, it is stated 

as the most passive and ineffective style of leadership (Pihie et.al, 2011).   

 

1.2. Organizational Performance 

Organizational performance defines the organization’s priorities and goals parallel to its strategic plans and 

involves evaluation of whether all employees from bottom to top are working to success these plans or not 

(Sancak, 2010). In this scope, indicators of organizational performance are basically grouped under financial 

performance, non-financial performance and technical performance. Financial performance is measured by 

growth, profit and compatibility between the planned budget and realization. On the other hand, indicators like 

delivery schedule maintenance (dependability), product characteristic variation (flexibility) and product quality 

are used as measure factors for non-financial performance (Perara, et.al., 1997). Technical performance includes 

indicators like effectiveness, quality, innovation, etc.  

 

In this study, intangible assets will be taken into account covering non-financial and technical performance 

indicators like quality of work life, customer satisfaction, and employee satisfaction. 

 

1.3. Emotion and Emotion Regulation 

Emotion has been a part of many different science theories since 19th century (Callahan, 2000) but emotion 

regulation is a relatively new concept, especially in social sciences, that has been studied in the last three 

decades (Lively & Weed, 2014). The number of researchers increases gradually, as they claim that emotional 

processes affect decision making performance (Fenton‐O'Creevy, M., Nicholson, & Willman, 2011) and so 

organizational performance (Moon, 2006). 

 

Emotion regulation in personal terms is defined as attempting to bring one’s experience or expression of her 

emotion in line with common feeling and display rules (Lively & Weed, 2014). So to be happy and successful, 

individuals should be aware of their power, could manage their emotions and behavior, understand the emotions 

and thoughts of other people (Çoruk, 2012); otherwise emotion dysregulation will lead to hopelessness and 

failure correspondingly (Vatan, Lester, & Gunn, 2014); (Walumbwa, et.al., 2010). If a person can relax in hard 

situations, she can more easily solve the problems and will be advantageous to whom could not success to calm 

down (Ciolacu, 2014). That’s why, emotion regulation is so important for companies that most of them pay their 

employees for controlling their feelings and emotional expressions, particularly for the sectors interacting with 

customers frequently. 

 

There are many studies about the strategies of emotion management. One of the most known of these studies 

belonging to Gross, suggests two strategies to down regulate emotion; reappraisal and suppression. Reappraisal 

aims changing the emotional impact, while suppression involves inhibition of one’s ongoing emotional 

expressive behaviors(Gross, 2001). It is claimed that suppression strategy is not effective in reducing negative 

emotions, and it has been found that suppressors experience more negative emotions in their daily lives, as 

compared to nonsuppressors (Liu et.al., 2010). 

 

2. METHODOLOGY 

2.1. Hypothesis 

 Due to this theoretical background the hypothesis of this study are set as; 

 

H1: There is a positive relationship between leadership styles and organizational performance.  

H2: There is a positive relationship between emotion regulation and organizational 

performance. 

H3: Emotion regulation mediates the impact of leadership styles on organizational 

performance. 

 

2.2. Sample and Data Collection 

To test the model 27 questions are asked other than the demographic variables. The questionnaire is applied to 

the randomly selected employees from marketing and operation departments of banks in Diyarbakır, Turkey. 

297 questionnaires were valid and used for analysis. 
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Besides demographic questions, three measures were used to define the leadership styles, emotion regulation 

abilities of employees and organizational performance. 

 

 Demographic Questions: To obtain descriptive data about the employees age, gender, education 

level, marital status, experience and department information are asked.  

 In all other measures 5 point Likert Scale is used (1-Absolutely Not Agree, 2- Don’t Agree, 3- 

Partially Agree, 4- Agree, 5- Absolutely Agree). 

 Skewness and Kurtosis values are between -/+1 and the distribution is normal for all scales. 

 Leadership Styles Scale: The original scale was developed by Bass (1990), it’s simplified and used 

by Zehirvd. (2012), which measures the leadership styles. In this study the corresponding questions 

to Zehir’s study, measuring leadership perceptions of employees are used, which are translated from 

Legier’s research (2007). The scale is composed of 17 questions. The Cronbach Alpha coefficient 

of the scale is found as 0.85. Two questions are omitted since they were not satisfying the threshold 

value (4). The Cronbach Alpha coefficient of transactional leadership is found as 0.85, 

transformational leadership is 0,76 and laissez-faire leadership is 0.91. 

 Emotion Regulation Scale:  The scale was developed by Mulkiet. al., (2014) and composed of 4 

questions. The Cronbach Alpha coefficient of the scale is found as 0.86.  

 Organizational Performance: The scale was developed by Bakiev (2011) by benefiting the measure 

of Nyhan (2000) ve Şahin (2010). The measure is composed of 6 questions. The Cronbach Alpha 

coefficient of the scale is found as 0.81. One question is omitted to increase the reliability.  

 

2.3. The Analysis of Data  

In the evaluation of data SPSS 18.0 is used and AMOS 18.0 is used to analyze the results of Structural Equation 

Model-SEM. SEM is chosen to analyze the relationship of many variables at once and it is possible to take the 

measurement errors into account with this method (Byrne, 2006). To compare the variables t test and ANOVA 

test were used. The statistical significance level is accepted as p<0.5. 

 

3. FINDINGS 

Before testing the hypothesis of the research, frequency analysis is completed. As shown in Table 1, 297 

employees answered the questionnaire properly.The majority of the sample is composed of males, age between 

20-30, having 1-5 years of experience, university grads, married, officer/expert level, from marketing 

department and public sector. 

  

Table 1: Frequency Analysis for Demographic Variables 

 Variables Frequency (%)   Variables Frequency (%) 

Gender  Experience (years) 

Female 144   (48.5)  1-5  127    (42.8) 

Male 153   (51.5)  6-10 98      (33.0) 

Age  11-15 37      (12.5) 

20-30 160   (53.9)  16-20 32      (10.8) 

31-40 104   (35.0)  20 + 3        (1.0) 

41-50 26     (8.8)  Department 

50 + 7       (2.4)  Marketing 134(45.1) 

Education Level  Operational  123   (41.4) 

High School 31    (10.4)  Other 40     (13.5) 

University 239  (80.5)  Sector 

Graduate 27    (9.1)  Government 121    (40.7) 

Marital Status  Private  136    (45.8) 

Married 193    (65.0)  Free-interest  40     (13.5) 

Single 104    (35.0)    

Title    

Officer/Expert 168    (56.5)    

Chief 82      (27.6)    
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 Variables Frequency (%)   Variables Frequency (%) 

Manager 45      (15.2)    

n=297 

To analyze the relationship between the variables of the study at the same time, SME model is developed as 

shown in Figure 1. In the revised SEM model, all of the indicators showed meaningful relationship with the 

connected latent variables (p<0.001).  

 

A positive significant relationship is determined between transformative leadership and performance (p<0.001) 

and also with emotion regulation (p<0.001). In this model also negative mediating effect of emotion regulation 

between transformative leadership and performance can be observed.  

 

 
CMIN/DF: 1,94, CFI: .94, TLI: .94, RMSEA: .56, PCLOSE: .90, HOLTER: 177 

 

Figure 1: The Structural Equation Model Showing the Relationship between Leadership Styles, Emotion 

Regulation, and Performance 

 
According to the SEM results, given in Figure 1, standardized regression weight of the relationship between 

transformative leadership and performance is found as 0.50; and standardized regression weight of the 

relationship between transformative leadership and emotion regulation is found as 0.42. On the other hand the 

standardized regression weight of the relationship between emotion regulation and performance is found as 

0.18. As a result, it is found that 36% of the variance in performance is represented by transformative leadership 

and emotion regulation.  

 

4. CONCLUSION AND DISCUSSION  

As a result of the analyses, a relationship is found between transactional leadership and transformational 

leadership. Actually in literature, transactional and transformational leadership styles are introduced as opposite 

ends of the same leadership continuum but then researchers argued that actually they are compatible, that both 

could be displayed by the same leader (Ewen et.al., 2013) and transactional leadership is a necessary 

precondition for transformational leadership since it serves to develop the relationship between the leader and 

follower, provides direction and focus (Hinkin & Schriesheim, 2008). These arguments support our results. 

 

Also a relationship between laissez-faire leadership and other leadership styles is found. Literature supports this 

result by defining laissez-faire leadership as non-leadership dimension of the transformational leadership theory 

(Pihie et.al, 2011). 
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When the relationships between the fundamental variables of the study are examined, a relationship is found 

between the variables and only transformational leadership. Also a negative mediating effect of emotion 

regulation is found between the relationship of transformational leadership and performance. At first glance this 

result seems to be different than what the literature claims, but when the properties of the sample group is 

thought, this result gains meaning. The questionnaire is applied to bank employees, who are young and 

inexperienced as seen in Table 1. It is also known that they are not financially satisfied. According to the 

literature, burnout commonly observed in fields where human factor occupies a crucial role in the quality of 

service leads to economic damage, termination of employment, and a decrease in the quality of service 

(Kumcagiz et.al., 2014) like it is in our case. There are also studies arguing emotion regulation induce stress in 

employees. Emotion regulation forces bank employees to amplify their pleasant emotions, meaning faking or 

exaggerating displays of emotions to increase the quality of service they provide. So the employees suppress 

their emotions, which refers to hiding displays of emotions that are actually experienced internally. Although it 

is claimed that this strategy is not effective in reducing negative emotions, and it has been found that 

suppressors experience more negative emotions in their daily lives, as compared to nonsuppressors (Liu et.al., 

2010), employees choose to suppress their emotions, since they are young and inexperienced. Bank employees 

must use this strategy when they are angry with theirbossor customers (Cote & Morgan, 2002).  

 

In this scope it can be assumed that the positive relationship of transformational leadership and performance 

decreases by mediating effect of emotion regulation, since wrong strategy of emotion regulation is applied by 

young and inexperienced bank employees and so emotion regulation induces stress in employees. This result 

conforms to the literature arguing that in the social interaction model, employees’ emotion regulation does not 

necessarily decrease their strain (Coté, 2005).  
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Abstract 

The impact of working capital management on the financial performance of Cement industry has attracted the 

attention of researchers in different countries of the world in recent times. This research expands the horizon of 

knowledge in this area by shedding more light on working capital management as measured by the stocks days, 

debtors days and creditors days, and how it influence the financial performance of Dangote Cement Plc. The 

data were analyzed using descriptive statistics, correlation and multiple regressions. Consequently, the study 

found that positive relationship exists between working capital management and financial performance of 

Dangote Cement Plc. And the study recommends that Dangote Cement Plc should put more attention to the 

management of each component of working capital since it has impact on their financial performance.       

 

Key Word: Working capital, Management, Performance       

 

1.1 Introduction 

Management of working capital which aims at maintaining an optimal balance between each of the working 

capital components that is receivables, inventory and payables is a fundamental part of the businesses 

(Lamberson, 1995). The existence of efficient working capital management practices can make a substantial 

difference between the success and failure of an enterprise. Working capital management is a very important 

component of corporate finance because it directly affects the liquidity, profitability and growth of a business 

and is important to the financial health of businesses of all sizes as the amounts invested in working capital are 

often high in proportion to the total assets employed (Atrill, 2006). It involves the planning and controlling of 

current assets and liabilities in a manner that eliminates the risk of inability to meet short-term obligations and 

avoid excessive investments in these assets (Lamberson, 1995). This management of short-term assets is as 

important as the management of long-term financial assets, since it directly contributes to the maximization of a 

business’s profitability, liquidity and total performance. Consequently, businesses can minimize risk and 

improve the overall performance by understanding the role and drivers of working capital (Lamberson, 1995).  

 

Working capital management is considered to be a very important element to analyze the firm’s performance 

while conducting day to day operations. There are chances of imbalance of current assets and current liability 

during the life cycle of a firm and profitability will be affected if this occurs. This is why the study of influence 

of working capital on firm’s financial performance is drawing scholars’ attention in recent times. As observed 

by Atrill (2006), there is evidence that many banks are not very good at managing their working capital despite 

their high investments in current assets in proportion to their total assets and this has been a major cause of their 

high failure. Holding too much working capital relative to the level of operations implies that the bank is 

overcapitalized and is unnecessarily holding fund that could otherwise be invested to earn returns. Extra funds 

held up in inventories, cash or accounts receivables are often left idle and can neither promote marketing 

activities nor used in rendering adequate services to customers. The conflict between the desire to pursue higher 

profits and the need to maintain a comfortable liquidity level is at the heart of issues surrounding working 

capital management.  

 

In line with the above problem, this study is aimed at assessing the impact of working capital management on 

the financial performance of Dangote cement plc for the period of five (5) years from 2007-2012. The paper is 

divided in to five sections. Section one, which is this section, is the introduction, section two, which is the next 

section, reviews related literature on the subject matter of the study; section three discusses the method 

employed by the study, while section four present and discusses the results obtained from the data generated for 

the study. Finally, section five of the paper summarises, concludes and offer recommendations. 

 

2.1 Literature Review 

This section reviews the literature relevant the problem under investigation. The review also covers empirical 

studies in the area focusing attention on the research problems that were investigated by the studies. 

 

2.2 Concepts of Working Capital Management 
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For all firms, in both developed and developing economies, one of the fundamental objectives of working 

capital management is to ensure that they have sufficient, regular and consistent cash flow to fund their 

activities. Working capital management is concerned with the problems that arise in attempting to manage the 

current assets, the current liabilities and the relationship that exists between them. The term current assets refer 

to those assets which is in ordinary course of business can be, or will be converted into cash within one year 

without undergoing a diminution in value and without disrupting the operation of the firms. Examples are cash, 

marketable securities, account receivables and inventory. On the other hand, current liabilities are those 

liabilities which are intended, at their inception to be paid in the ordinary course of business in a year out of 

current assets or earnings of the concern. The basic current liabilities are account payables, bills payable, bank 

overdraft and outstanding expenses. Efficient management of working capital is a fundamental part of the 

overall corporate strategy to create shareholders’ value. Researchers have approached working capital 

management in numerous ways but there appear to be a consensus that working capital management has a 

significant impact on returns, profitability and firm value (Deloof, 2003). Thus, efficient working capital 

management is known to have many favourable effects by speeding payment of short-term commitments on 

firms (Peel, Wilson & Howorth, 2000); it facilitates owner financing; it reduces working capital as a cause of 

failure among small businesses (Berryman, 1983); it ensures a sound liquidity for assurance of long-term 

economic growth and attainment of profit generating process (Wignaraja & O’Neil,1999); and it ensures 

acceptable relationship between the components of firms working capital for efficient mix which guarantee 

capital adequacy, (Osisioma, 1997).  On the other hand, there is also a general agreement from literature that 

inefficient working capital management also induces small firms’ failures (Berryman, 1983), overtrading signs 

(Appuhami, 2008), inability to propel firm liquidity and profitability, (Eljielly, 2004; Peel and Wilson, 1996; 

and Shin and Soenen, 1998), and loss of business due to scarcity of products, (Blinder and Maccini, 1991).  

 

The literature on working capital management practices identifies efficiency of cash management, efficiency of 

receivables management and efficiency of inventory management as determinants of financial performance 

model. Financial performance could therefore be improved if efficiency levels of cash, receivables and 

inventory management practices are increased. 

 

2.3 Empirical Review on Working Capital Management  

The choice of working capital policy affects the profitability of firms. Aggressive financing policy has greater 

portion of current liabilities relative to current assets. This working capital structure leads to high liquidity risk 

and expected profitability. On the other hand, conservative working capital policy has greater current assets to 

current liability. This is to ensure moderate liquidity risk through lower financing cost which also leads to 

moderate profitability (Czyzewski & Hicks, 1992 and Afza & Nazir, 2008).  In fact, most empirical studies have 

shown that efficient working capital management has a direct effect on firm profitability. Specifically, most 

researchers argue that reducing cash conversion cycle improves on firm profitability. In other words while 

reduction in stock turnover and debtors’ collection period improves firm profitability, reduction in creditors 

payment period is seen to be detrimental to the performance of firms. 

 

Shin and Soenen (1998) examined the relationship between working capital management and value creation for 

shareholders. They examined this relationship by using correlation and regression analysis covering the period 

of 10 years from 1975-1994, they found a strong negative relationship between the length of the firm's net-trade 

cycle (NTC) and its profitability. Lazaridis and Tryfonidis (2006); Deloof (2003); and Wang (2002) study found 

a strong significant relationship between the measures of working capital management and corporate 

profitability. Their findings suggest that managers can increase profitability by reducing the number of days of 

accounts receivable and inventories. Similar results with very few disparities are shown (Mathuva, 2009; Falope 

& Ajilore, 2009; Abbasali & Milda 2012; and Uyar, 2009). Sharma and Kumar (2011) present findings which 

significantly depart from the various international studies conducted in different markets that working capital 

management and profitability is positively correlated in Indian companies. The study further reveals that 

inventory of number of days and number of days accounts payable is negatively correlated with a firm’s 

profitability, whereas number of days accounts receivables and cash conversion period exhibit a positive 

relationship with corporate profitability. This study was based on a sample of 263 non-financial BSE 500 firms 

listed at the Bombay Stock (BSE) from 2000 to 2008 and the data evaluated using OLS multiple regression. 

Other studies that show significant correlations exist between working capital components with firms’ market 

value and firms’ profitability (Abdulrasheed, Khadijat, Sulu & Olanrewaju, 2011; Hasan, Halil, Arzu & Salih, 

2011; Hassan, Liaqat, Abdul & Muhammad, 2011; Vida, Seyed, & Rezvan 2011; Abdul & Mohamed 2007; 

Muhammad & Syed 2011; and Okwo, Ugwunta & Agu 2012). 

 

A contrary result was obtainted by, Raheman and Nasr (2007) studied the relationship between working capital 

management and corporate profitability for 94 firms listed on Karachi Stock Exchange using static measure of 



 

ICSSL -2015 | Working Capital Management and Financial Performance of Dangote Cement Plc 70 

 

 

BUSSINESS International Conference on Social Science and Law 

liquidity and ongoing operating measure of working capital management during 1999-2004. It was found that 

there exist a negative relation between working capital management measures and profitability.  

 

3.1 Methodology 

The study used non-survey research design. Data were generated from annual report and account of Dangote 

cement plc for the period of five (5) years from 2007 – 2012. Descriptive statistics, correlation coefficient and 

multiple regression were used to analysed the data using STATA software version 12.00. In analyzing the data, 

working capital management are the independent variable with days inventory outstanding, days sale 

outstanding and days payable outstanding as proxies. Financial performance is dependent variable with return 

on assets (ROA) as proxy. 

 

4.1 Results and Discussion 

This section presents and discusses the result obtained from the data generated on relationship between working 

capital management and financial performance of Dangote cement plc. 

 

         Table 1: Descriptive Statistics of Dependent and Independent Variables 

Variables Obs Mean Std. Dev. Min Max 

Stock days 5 68.58 34.41914 31.7 124.4 

Debtors days 5 158.24 95.20133 47 304.7 

Creditors day 5 492.94 411.0107 152.4 1188.6 

ROA 5 0.1746 0.0836947 0.076 0.262 

           Source: Generated by the Author from the Annual Report and Account of Dangote Cement plc           

using STATA software version 12.00 

 

Table 1 above shows means, standard deviation, minimum and maximum values of both dependent and 

independent variables of the study for the period of five (5) years from 2007 – 2012. From the table 1, the 

average stock days were 69 days with standard deviation of 34.42 around the mean. This mean that the average 

stock holding period before sale in Dangote cements were 69 days, with the least stocks days of 32 and 

maximum stock holding of 124 days within the period of the study. The average debtors days of Dangote 

cement Plc was 158 days with standard deviation of 95.20 around the mean. This means that it take Dangote 

cement plc 158 days before to collect their money from customers. The minimum debtors’ days were 47 while 

the maximum was 305. This means that customers in Dangote cement plc settle their debts within the range of 

47 to 305 days. The average creditors’ days were 493 days with standard deviation of 411 around the mean. This 

means that Dangote cement plc pay their supply within 493 days, with 152 minimum days and 1189 maximum 

days. The ROA was 17% on average with standard deviation of 0.84 around the mean. However, the minimum 

ROA was 8% and maximum was 26%. 

 

       Table 2: Correlation Matrix of the Dependent and Independent variables          

Variables ROA Stock days Debtors day Creditors days 

ROA 1.0000    

Stock days -0.6495 1.0000   

Debtors day -0.6884 0.7425 1.0000  

Creditors days -0.8159 0.3108 0.3202 1.0000 

        Source: Generated by the Author from the Annual Report and Account of Dangote Cement plc using         

STATA software version 12.00 

 

Table 2 shows the correlation coefficients on the relationship between the dependent variable (ROA) and 

independent variables (Stock days, Debtors days and Creditors days). The values of the correlation coefficient 

range from -1 to 1. The sign of the correlation coefficient indicates the direction of the relationship (positive or 

negative), the absolute values of the correlation coefficient indicates the strength, with larger values indicating 

stronger relationships. The correlation coefficients on the main diagonal are 1.0, because each variable has a 

perfect positive linear relationship with itself. As shown in table 2, the correlation coefficient for stock days and 

debtors days with ROA is strong but negatively correlated with coefficient value of -0.65 and -0.69 respectively. 

While the correlation coefficient for creditors days and ROA is perfect and negatively correlated with 

coefficient value of -.082. Similarly, all the independent variables are positively related between themselves. 

 

        Table 3: Regression analysis of dependent and independent variables 

Variables Constant Stock days Debtors days Creditors days 

Coefficient 0.3194 -0.0005 -0.0003 -0.0001 
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P>|t| 0.126 0.756 0.632 0.321 

Prob > F 0.4194 

0.8872 

0.5488 
R2 

Adj. R2 

          Source: Generated by the Author from the Annual Report and Account of Dangote Cement plc using           

STATA software version 12.00 

 

Table 3 presents the regression results of the dependent variable (ROA) and the independent variables of the 

study (Stock days, debtors’ days and creditors’ days). The OLS regression results reveal the cumulative R
2
 

(0.89) which is the multiple coefficient of determination gives the proportion or percentage of the total variation 

in the dependent variable explained by the independent variables jointly. Hence, it signifies 89% of total 

variation in ROA of Dangote Cement plc is caused by their Stock days, debtors’ days and creditors’ days. While 

the remaining 11% variation of ROA was explained by other factors unknown to the researcher. The adjusted R
2
 

was 55% with 34% redundancy. The regression result in table 3 reveals that all the independent variables has 

positive and insignificant effect at 5% on ROA of Dangote cement plc. 

 

5.1 Conclusion and Recommendation 

The paper finds that there is negative relationship between working capital management and financial 

performance of Dangote Cement plc. Based on these findings, the study recommends that Dangote Cement Plc 

should put more attention to the management of each component of working capital since it has impact on their 

financial performance.  
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Abstract 

This study examines the relationship between ownership structure and financial performance of companies 

listed in the Nigerian Consumer Goods sector. Seven companies were selected out of 29 consumer goods 

companies listed by the Nigerian Stock Exchange as at 31
st
 December, 2013, using simple random sampling 

technique. Data were collected from annual report and accounts of the sampled companies for the period of 10 

years from 2004-2013, and these data were analyses using descriptive statistics, correlation coefficient and 

multiple regressions (OLS). With a measure of financial performance (ROA), and 2 types of ownership 

(managerial share ownership and block share ownership) and 2 control variables (leverage and size), the study 

founds at 1% level of significant, a positive and significant relationship between managerial share ownership 

and size with Financial performance (ROA) of the sampled companies, while negative and significant 

relationship exist between leverage and ROA of the sampled companies. It was found that at any level of 

significant, block share ownership is not significantly associated with financial performance of the sampled 

companies.  Based on these findings, the study recommends that Consumer goods companies should encourage 

management acquisition of shares and increases business’ assets and activities since they have positive impact 

on their financial performance. Consumer goods companies should discourage borrowing since it has negative 

impact on their financial performance. 

 

Key words: Managerial share ownership, Block share ownership & financial performance 

 

1. Introduction 

At a time of unprecedented global competition, increasing performance is an important objective of every 

company. In this context, identification of financial performance determinants represents a current research 

question and this make the effects of ownership forms on financial performance of enterprises to be of particular 

research interest in the literature of corporate finance. Agency theory suggests that the separation of ownership 

from control may lead to agency problems when the interests of managers and owners are misaligned which 

causes problems that reduce a firm’s value and financial performance. For example, Jensen and Meckling 

(1976) suggest that managers who own a stake in their firm are less likely to deviate from shareholder wealth 

maximisation by consuming perks, shirking, or undertaking sub-optimal projects to maximize their own 

benefits. In a firm, where managerial ownership is common, agency problems are more likely to arise between 

owner-managers and outside suppliers of finance due to information asymmetry. It can also be argued that 

ownership concentration among the top management can lead to risk aversion and a lack of willingness to 

engage in strategic changes. Consequently, ownership structure may be associated with firm performance. Most 

previous studies on the relationship between ownership structure and firm performance use US or UK data of 

listed firms (Lappalainen & Niskanen, 2012), but a very little is done in African; therefore, the needs of more 

research in the emerging markets in Africa are well recognized (Wai & Patrick, 1973). Thus, research on 

ownership structures should be country-specific. Most of the studies assume that managerial ownership of 

shares is representative of managerial control and thus used as sole explanatory factor in determining firm 

performance without considering holistically the ownership pattern of the rest of the firm’s shares.  

 

The empirical analysis of documents shows two conflicting ideas for testing ownership structure and 

performance relationship based on the effect of direct shareholder monitoring on performance. The first group 

argues that the positive relation between ownership and performance is a result of incentive alignment and this 

alignment can be achieved if managers pursue interest of general shareholders. The second group looks for a 

negative relation between ownership and performance, often called the entrenchment argument, where 

concentrated owners focus less on firm performance and instead maximize their own utility (Morck, Shleifer, & 

Vishny, 1988; and McConnell & Servaes, 1990). Minority shareholders will, in this case, have no effect because 

of the presence of dominating owners. This argument in many ways is closely related to the Leibenstein X-

efficiency arguments where the negative relation is based on the cost of capital (Fama & Jensen, 1983b). When 

an investor can no longer optimize the portfolio of assets, but must decrease liquidity in order to obtain high 
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ownership concentration, the firm performance is to decrease as a result. Nevertheless, another group argues for 

incentive alignment and entrenchment argument at different levels/degrees of ownership stake (Morck, Shleifer, 

& Vishny 1988; Stulz, 1988; and Farooque, Van Zijl, Dunstan & Karim, 2007). 

 

Therefore the objective of this paper is to examine the relationship between ownership structure and financial 

performance in the Nigerian listed Consumer goods companies for the period of 10 years from 2004 to 2013. 

This paper contributes to the financial literature by identifying the interrelations between ownership structure 

and financial performance of the Nigerian listed consumer goods companies. The rest of the paper is organized 

as follows: Section 2 presents a literature review on the ownership structure and financial performance. Section 

3 introduces methodology and measurement of variables. Section 4 presents research results and discussion, and 

finally conclusions are presented in Section 5. 

 

2. Literature Review 

The relationship between ownership structure and financial performance has long been the subject of an 

important debate in the corporate finance literature. This debate is based on Berle and Means (1932), who 

suggested that ownership concentration should have a positive effect on firm value and performance. Demsetz 

(1983) offers an alternative view that ownership structure should be thought of as an endogenous outcome of 

decisions reflecting the influence of shareholders. Furthermore, Demsetz and Lehn (1985) and Demsetz and 

Villalonga (2001) suggest that there should be no systematic association between ownership structure and 

performance because ownership structures should be endogenously determined. Jensen and Meckling (1976) 

suggest that the separation of ownership from control can result in potential agency conflicts stemming from the 

divergence of managerial and shareholder interests. Agency problems arise whenever managers have incentives 

to pursue their own interests at the shareholders’ expense (Agrawal & Knoeber, 1996) or due to the various 

forms of information asymmetry (Ezzamel & Watson, 1993) because managers possess private information 

about the firm’s future earnings, cash flows, or investment opportunities that the investors (i.e. shareholders or 

lenders) do not have (Harris & Raviv, 1991). Agency problems can be reduced by managerial shareholdings, 

debt financing, the use of outsiders on the board, and monitoring by the firm’s own large shareholders (Agrawal 

& Knoeber, 1996).  Pedersen and Thomsen (2000) found that the form of ownership of company has 

significances influence toward performance of company. 

 

2.1 Managerial share ownership and Financial Performance 

According to Jensen and Meckling (1976), managers may not always act for the interests of those who hire 

them, but possibly because of their own sake in distributing benefits to stakeholders. This will increase agency 

problem between managers and shareholders, between inside shareholders and outside investors. Therefore, if 

managerial ownership is increased, their interests will be balanced to the interests of shareholders leading to 

possible remarkable reduction of conflicts between managers and shareholders, gradual solution to agency 

problem and as a result, improvement of firms’ financial performance. Fama and Jensen (1983) prove that the 

increase of managerial ownership would lead to the increase of entrenchment of managers.  

 

Therefore, prior empirical literature suggests that managerial ownership affects firm performance positively at 

lower levels of ownership and negatively at higher levels of ownership (Short & Keasey, 1999; Dwivedi & Jain, 

2002; Davies, Hillier & McColgan, 2005; Farooque, Van Zijl, Dunstan & Karim, 2007; Morck, Shleifer & 

Vishny, 1988; Han & Suk, 1998; Hermalin & Weissbach, 1991; and McConnell & Servaes, 1990). Furthermore, 

Hiraki et al. (2003), Quang and Xin (2014), Lappalainen and Niskanen (2012), Mollah, Al farouque and Karim 

(2012), Ellili (2011), Agrawal and Knoeber (1996), Mehran (1995), Welch (2003) and Wruck (1988) finds 

positive and significant relationship between managerial share ownership and financial performance.  

McConnell and Servaes (1990) find a curvilinear relationship between the value of the firm and the managerial 

ownership. Short and Keasy (1999) support the curvilinear relationship but they find that the managers in the 

United Kingdom become entrenched with higher levels of ownership than those of the United States. This 

means that the increase of the shared managerial ownership will bring about the increase managers’ influence on 

business performance and the decrease of investors’ influence on financial performance. In summary, all the 

above mentioned researches show the same result of a positive correlation between the increase in managerial 

ownership and the increase of business performance and vice versa. Most of those researches state that 

excessive managerial ownership would cause damage to the financial performance of firms, and managerial 

ownership should be remained at a proper level for businesses. 

 

On one side, a high managerial ownership ensures an important convergence of the managerial interests on 

those of the shareholders. If the managers hold important percentages of ownership in their firms, they would be 

more concerned by the effects of their behaviour on their wealth. Demsetz and Lehn (1985) and Holderness and 

Sheehan (1988) do not find any significant relationship between the level of the managerial ownership and the 
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value of the firm. Based on previous literature, this study expects to find that managerial share ownership is 

positively related to financial performance in the Nigerian listed consumer goods companies. 

 

 

2.2 Block share ownership and financial performance 

The ownership structure of a firm can be investigated from a number of alternative dimensions. Another 

dimension of ownership structure is ownership concentration. The block holders can exert a pressure on the 

managers to maximize the value of the firm. In fact, many authors of the agency theory such as Demsetz (1983), 

Shleifer and Vishny (1986), Denis, Denis and Sarin (1995) and Agrawal and Mandelker (1990) affirm that the 

concentration of ownership structure ensures the control effectiveness within the company. The owners of the 

firm holding a significant part of the capital are more interested in investing in control since the profits resulting 

from this control will return mainly to them. In fact, the block holders have important advantages. They can 

influence the votes in the firms, mobilize more important devices to control the managers and protect their 

investments. Moreover, they are supposed to be more informed than the other shareholders and can convince the 

small shareholders to adhere to their decisions. These arguments developed within the agency theory are 

convincing, but the managers are able always to neutralize the control. Ellili (2011) anchored that, in this spirit, 

the theory of the managerial entrenchment predicts, on the contrary, that the concentration of the ownership 

structure does not have any influence on the control of the managers; insofar the managers have always the 

possibility of preserving their freedom of action and of generating revenues to which the block holders are 

strongly dependent. The block holders have, in general, portfolios less diversified than those of the other 

shareholders since they choose to have a significant part of the capital for a better control of the firm. This 

strategy exposes them more than the other shareholders to the effects of the managerial entrenchment strategies. 

The block holders are thus more sensitive to the potential losses related to the disappearance of the managerial 

revenues in case of the managerial change. This loss would be larger as the assets present a specific character to 

the managerial human capital. Consequently, the block holders do not wish to replace the managers releasing a 

profitability of specific assets of the firm. The block holders can thus support the entrenched managerial teams 

to avoid important losses of wealth in a short and medium term. 

 

Previous empirical studies have yielded conflicting results on the relationship between ownership concentration 

and performance. Some of these empirical studies finds positive and significant relationship between  ownership 

concentration and corporate performance (Sarkar & Sarkar, 1999, 2000; Lappalainen & Niskanen, 2012; 

Mollah, Al farouque & Karim, 2012; Agrawal & Knoeber, 1996; Andersson & Reeb, 2003; Wen 2010; Morck, 

Shleifer, & Vishny, 1988; Kocenda & Svejnar, 2003; Claessens, 1997; Ben-Amar & Andre, 2006; Claessens & 

Djankov, 199; Lasfer, 2006; Kang & Sorensen, 1999;  and  Shleifer & Vishny, 1986).   On the contrary, Ellili 

(2011), Kaplan and Minton (1994), Busta (2007), Hanafi ,  Muzzaroh , Sudanomo  and Tarazi (2010), 

Riewsathirathorn,  Jmroenvong  and Jirapon  (2011), Agrawal and Mandelker (1990), Tam and Tan (2007),  and 

Loderer and Martin (1997) report a negative and significant relationship between ownership concentration and 

firm performance. While, Demsetz and Lehn (1985), Weiss and Nikitin (2004) and Demsetz and Villalonga 

(2001) find no statistically significant relationship between ownership concentration and firm performance. On 

the other hand, literature also provides possible drawbacks of concentrated ownership e.g. the collusion of large 

shareholders with management against smaller investors (Krivogorsky & Grudnitski 2010), looting (Burkart, 

Gromb & Panunzi, 2000), over monitoring (Aghion & Tirole, 1997) and many more (see Kocenda & Svejnar 

2003). Therefore, based on these reviewed literature, the study predict that block share ownership is positively 

related to financial performance in the Nigerian listed consumer goods companies. 

 

3. Research Methodology 

3.1Sample and Data 

The population of this study consists of all twenty nine (29) consumer goods companies quoted by the Nigerian 

Stock Exchange as at 31
st
 December, 2013. Seven (7) companies was chosen as the sample size of the study 

using the below sample selection formula as used by (Collins & Schultz, 1995; and Kantudu, 2006). However, 

to give all the companies an equal chance of been selected, random sampling techniques was used in selecting 

the companies which includes: 7-UP Bottling company plc, Flour Mill Nigeria Plc, Nestle Nigeria Plc, Cadbury 

Nigeria Plc, U T C Nigeria Plc, Northern Nigeria Flour Mill Plc, and National Salt Company Nigeria Plc. Data 

for the study was generated from annual reports and account of the sampled companies for the period of 10 

years from 2004-2013. 

 

n  =              N 

                                      1 +Ne 
2
 

Where: 

 



 

ICSSL -2015 | Ownership Structure and Financial Performance in the Nigerian Listed Consumer Goods 

Sector 

76 

 

 

BUSSINESS International Conference on Social Science and Law 

N = is the population size. 

n = is the sample size; and  

e = is the marginal error at 33%. 

In determining the sample for the study, we substitute in the formula the following: 

N = 29; and e = 33%, therefore, the sample (n) will be determined thus: 

     n =                    29 

            1 + 29 (0.33)
2  

 = 
   
7 (sample size) 

 

3.2 Variables and their measurement 

This study use two set of variables: dependent and explanatory variables 

 

3.2.1 Dependent variables 

The dependent variable of this study is the financial performance (ROA), measured as the ratio of profit after tax 

to total assets as used by (Abor, 2005; and Ebaid, 2009) 

 

3.2.2 Explanatory variables 
The explanatory variables of this study include the independent and control variables 

 

a) Independent variables 

The independent variables of this study are managerial share ownership (MSO) and block share ownership 

(BSO). Managerial share ownership is measured as the proportion of ordinary shares held by directors/managers 

to the total ordinary shares issued by the company as used by (Han & Suk, 1998; and Wiwanttanakantang, 

1999). While block share ownership is measured as the proportion of ordinary shares held by substantial 

shareholders with shareholdings of 5% or more to the total ordinary shares issued by the company as used by 

Ellili (2011). 

 

b) Control variables. 

Leverage (LEV) and size are the two most commonly investigated control variables suggested to affect firm 

performance. Leverage is measured as the ratio of total liabilities to total assets as used by (Abor (2005; and 

Ebaid (2009). While Size is measured as the Log of total assets as used by (Roper, 1999; and Abor, 2005) 

 

3.3 Techniques for data analysis 

Three techniques were used to analysed the data for the study. These are descriptive statistic, correlation and 

multiple regressions (OLS) using STATA software version 12.00. Therefore, the following regression model 

was used to test the impact of ownership structure on financial performance: 

 

ROAit = β0 + β1 MSOit + β2BSOit + ᵧ1LEVit + ᵧ2SIZEit + µit 

β0…, βk  is the regression model coefficients of the independent variables 

ᵧ 0…, ᵧ k  is the parameters of the control variables 

µit    random error 

 

4. Results and Discussions 

This section presents, analysis and interprets the result obtained from the data generated from annual report and 

accounts of the sampled consumer goods companies for the period of the study. The section start with the 

preliminary analysis of sample using descriptive statistics and correlation matrix of dependent and explanatory 

variables. This is followed by the presentation of the model estimations using OLS regression analysis. 

 

Table 1: Descriptive Statistics of the Dependent and Explanatory variables 

Variables Obs. Mean Std. Dev Minimum Maximum 

ROA 70 0.08 0.12 -0.23 0.31 

MSO 70 0.10 0.23 0.00 0.93 

BSO 70 0.22 0.24 0.00 0.75 

LEV 70 0.24 0.27 0.01 0.98 

SIZE 70 7.08 0.75 5.00 8.45 

Source: Generated by the Author from Annual Report and Accounts of the Consumer Goods  

Companies using STATA Software Version 12.00 

 

Table 1 present the sample descriptive statistics where mean, standard deviation, minimum and maximum value 

of both the dependent and explanatory variables used in the study were described. The average rate of return on 

assets is 8% with standard deviation of 0.12 around the means. This means that the average financial 
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performance as measured by ROA in the Nigerian consumer goods companies is 8% with maximum rate of 

return on assets of 31% and a minimum loss of 23% in the industry. However, managerial share ownership 

(MSO) rate represent 10% on average with standard deviation of 0.23 around the mean. This means that 

managers/directors share holdings in the consumer goods industry constitute 10% on average to the total shares 

issued in the industry with the maximum holding of 93%. The average block share ownership (BSO) rate is 22% 

with standard deviation of 0.24 around the mean. This means that the ownership concentration of individual 

holding 5% and above constitute of 22% of the total share issued by the sampled companies in the Nigerian 

consumer goods industry, with maximum holding of 75% in the industry. The average leverage ratio in the 

Nigerian consumer goods companies is 24% with standard deviation of 0.27 around the mean. This means that 

proportion of debt capital in the capital structure of companies in the Nigerian consumer goods industry is 24% 

while the remaining 76% represent the equity portion. Which indicate that the consumer goods companies are 

lowly geared, with a maximum rate of 98% and minimum rate of 1%. Size, measured by the log of total assets 

has a mean of 7.08, but the standard deviation of 0.75 suggests a considerable level of dispersion in size during 

the period, with maximum size of 8.45 and minimum of 5.00. 

 

Table 2: Correlation Matrix of the Dependent and Explanatory variables 

Variables ROA MSO BSO LEV SIZE 

ROA 1     

MSO 0.2432 1    

BSO 0.0678 0.0400 1   

LEV -0.2076 0.0839 0.0097 1  

SIZE 0.3844 -0.2009 -0.0833 0.0635 1 

Source: Generated by the Author from Annual Report and Accounts of the Consumer Goods Companies 

using STATA Software Version 12.00 

 

Table 2 present the correlation matrix between the dependent and independent variables. The correlation matrix 

table shows the relationship between all pairs of variables in the regression model; the relationship between all 

explanatory variables individually with explained variable and the relationship between all the independent 

variables themselves. 

 

Table 2 shows the correlation coefficients on the relationship between the dependent variable (ROA) and 

explanatory variables (Managerial Share Ownership, Block Shares Ownership, Leverage and Size). The values 

of the correlation coefficient range from -1 to 1. The sign of the correlation coefficient indicates the direction of 

the relationship (positive or negative), the absolute values of the correlation coefficient indicates the strength, 

with larger values indicating stronger relationships. The correlation coefficients on the main diagonal are 1, 

because each variable has a perfect positive linear relationship with itself. As shown in table 2, the relationship 

between managerial share ownership and ROA is positive and weak with correlation coefficient value of 0.2432. 

Also the relationship between Block Share Ownership and Size with ROA are also weak and positive with 

correlation coefficient value of 0.0678 and 0.3844 respectively. While the correlation coefficient for Leverage 

and ROA is weak and negative with coefficient value of -0.2076. 

 

    Table 3: OLS Regression Results 

 CONSTANT MSO BSO LEV SIZE 

Coefficient -0.483 0.190 0.049 -0.120 0.079 

P>|t| 0.000 0.001 0.347 0.010 0.000 

Prob > F 0.0000 

0.3348 

0.2938 
R

2
 

Adj. R
2  

 

Source: Generated by the Author from Annual Report and Accounts of the Consumer Goods 

Companies using STATA Software Version 12.00 

 

Table 3 presents the regression results of the dependent variable (ROA) and the explanatory variables 

(managerial share ownership, block share ownership, leverage and size). It follows with analysis of the 

association between dependent variable and each independent variable individually and cumulatively. The result 

in respect of managerial share ownership and financial performance shows that managerial share ownership is 

positive with coefficient value of 0.190 and significant at 1% with p value of 0.001. This means that increased in 

share owned by managers increased the financial performance of consumer goods companies. Therefore, if 

managerial ownership is increased, their interests will be balanced to the interests of shareholders leading to 

possible remarkable reduction of conflicts between managers and shareholders, gradual solution to agency 
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problem and as a result, improvement of firms’ financial performance. This findings is consistent with the 

findings of Hiraki et al. (2003), Quang and Xin (2014), Lappalainen and Niskanen (2012), Mollah, Al farouque 

and Karim (2012), Ellili (2011), Agrawal and Knoeber (1996), Mehran (1995), Welch (2003) and Wruck 

(1988), but Hermalin and Weisbach (1988), Morck, Shleifer and Vishny (1988), McConnell and Servaes (1990), 

Short and Keasey (1999), Dwivedi and Jain (2002), Davies, Hillier and McColgan (2005) and Farooque, Van 

Zijl, Dunstan and Karim (2007) document non-linear relation between managerial ownership and firm 

performance. 

 

The regression result reveals that the block share ownership is positively related but statistically insignificant at 

any level of significant with financial performance (ROA) with coefficient value of 0.049 and p value of 0.347.  

This implies that ownership concentration does not influence financial performance (ROA) in the Nigerian 

consumer goods companies. This findings is consistent with the work of Demsetz and Lehn (1985), Weiss and 

Nikitin (2004) and Demsetz and Villalonga (2001). The regression results shows that leverage is negatively 

related and statistically significant at 1% level of significant with financial performance (ROA), with coefficient 

value of -0.120 and p value of 0.010. This implies that the more leveraged the consumer goods companies, the 

lower will be the financial performance. This result is consistent with the findings of Abor (2005) and Ebaid 

(2009). Finally, the regression results indicate that size has positive and significant impact at 1% level of 

significant on financial performance of consumer goods companies with coefficient value of 0.079 and p value 

of 0.000. This indicate that the bigger the company in the Nigerian consumer goods industry, the higher the 

financial performance. This findings tally with the findings of Roper (1999) and Abor (2005). 

 

The cumulative R
2
 (0.33) which is the multiple coefficient of determination gives the proportion of the total 

variation in the dependent variable explained by the explanatory variable jointly. Hence, it signifies that 33% of 

total variation in financial performance (ROA) of Nigerian consumer goods companies is caused by their 

managerial share ownership, block share ownership, leverage and size. This indicates that the model is 

statistically fit with prob. of 0.0000 and the explanatory variable are properly selected, combined and used. 

 

5. Conclusions 

The possible impact of ownership structure on a firm’s performance has been a central question in research on 

corporate governance, but evidence on the nature of this relationship has been decidedly mixed. While some 

theories and empirical investigations suggest that ownership structure affects firm performance, some others 

suggest the irrelevance of the relationship between ownership structure and firm performance. This paper 

investigates the relationship between ownership structure and financial performance in the Nigerian listed 

consumer goods companies for a sample of 7 companies from 2004-2013. The paper produces significant and 

consistent results. First, the study finds a significant relation between managerial share ownership, leverage, and 

Size with financial performance. While block share ownership found to be insignificant at any level of 

significance with company’s financial performance. This insignificance association shows that there could be a 

nonlinear relationship between ownership concentration and a company’s financial performance. 

 

References 

Abor, J. (2005). The effect of capital structure on profitability: an empirical analysis of listed firms in Ghana. 

Journal of Risk Finance, 6, 438-447. http://dx.doi.org/10.1108/15265940510633505 

 

Aghion, P. & Tirole, J. (1997). Formal and Real Authority in Organizations. Journal of Political Economy, 55, 

pp 1‐27. 

 

Agrawal, A. & Knoeber, C.R. (1996). Firm performance and mechanisms to control agency problems between 

managers and shareholders. Journal of Financial and Quantitative Analysis, 31, pp. 77-97. 

 

Agrawal, A. & Mandelker, G.N. (1990). Large shareholders and the monitoring of managers: the case of 

antitakeover charter amendments. Journal of Financial and Quantitative Analysis, 25 (2), pp. 43-61. 

 

Andersson, R.C. & Reeb, D.M. (2003). Founding-family ownership and firm performance: evidence form the 

S&P 500.  Journal of Finance, 58, pp. 13-28. 

 

Ben-Amar, W. & Andre´, P. (2006). Separation of ownership from control and acquiring firm performance: the 

case of family ownership in Canada. Journal of Business Finance & Accounting, 33, pp. 517-43. 

 

Berle, A.A. & Means, G. (1932). The Modern Corporation and Private Property, Macmillan, New York, NY. 

 



 

ICSSL -2015 | Ownership Structure and Financial Performance in the Nigerian Listed Consumer Goods 

Sector 

79 

 

 

BUSSINESS International Conference on Social Science and Law 

Burkart, M., Gromb, D. & Panunzi, F. (2000). Agency Conflict in Public and Negotiated Transfer of Corporate 

Control. Journal of Finance, 55(2), pp 647‐677. 

 

Busta.I ( 2007). The interaction between block holders ownership and performance in European banks. 

 

Claessens, S. & Djankov, S. (1999). Ownership Concentration and Corporate Performance in the  Czech 

Republic.  Journal of Comparative Economics,  27, pp 498‐513. 

 

Collins, S. A. and Schultz, E. T. (1995): Disclosure in published annual reports. Financial Management. Winter. 

42: 52. 

 

Claessens, S. (1997). Corporate Governance and Equity Prices: Evidence from the Czech and Slovak Republics. 

The Journal of Finance, LII (4), pp 1641–1658.  

 

Davies, R., Hillier, D. & McColgan, P. (2005). Ownership structure, managerial behaviour and corporate value. 

Journal of Corporate Finance, 11, pp. 645-60. 

 

Demsetz, H. & Lehn, K. (1985). The structure of corporate ownership: causes and consequences. Journal of 

Political Economy, 93, pp. 1155-77. 

 

Demsetz, H. & Villalonga, B. (2001). Ownership structure and corporate performance.  Journal of Corporate 

Finance, 7, pp. 209-33. 

 

Demsetz, H. (1983). The structure of ownership and theory of the firm. Journal of Law & Economics, 26, pp. 

375-90. 

 

Demsetz, H., & Villalonga, B. (2001). Ownership structure and corporate performance. Journal of Corporate 

Finance, 7, Pp 209–233. 

 

Denis D, Denis D., & Sarin A. (1995). Performance changes following top management dismissals. Journal of 

Finance, 50, 1029-1057. http://dx.doi.org/10.2307/2329343  

 

Dwivedi, N. & Jain, A.K. (2002). Corporate governance and performance of Indian firms: the effect of board 

size and ownership. available at: www.ingentaconnect.com/content/klu/ 

errj/2005/00000017/00000003/00006939. 

 

Ebaid, I. E. (2009). The impact of capital-structure choice on firm performance: Empirical evidence from Egypt. 

Journal of Risk Finance,10(5), 477–487. http://dx.doi.org/10.1108/15265940911001385 

 

Ellili, N. O. D. (2011). Ownership structure, financial policy and performance of the firm: US evidence. 

International Journal of Business and Management, 16 (10), 1-15. 

 

Ezzamel, M. & Watson, R. (1993). Organizational form, ownership structure and corporate performance: a 

contextual empirical analysis of UK companies. British Journal of Management, 4, pp. 161-76. 

 

Fama, E. F., & Jensen, M. (1983). Agency problem and residual claims. Journal of Law and Economics, 26, 

327-349. http://dx.doi.org/10.2139/ssrn.94032 

 

Fama, E.F. & Jensen, M.C. (1983b). Separation of ownership and control. The Journal of Law & Economics, 26, 

pp. 301-25. 

 

Farooque, O.A., van Zijl, T., Dunstan, K. & Karim, W. (2007). Corporate governance in Bangladesh: link 

between ownership and financial performance, Corporate Governance: An International Review, 15(6), pp. 

1453-68. 

 

Gorton, G. & Schmid, F. (1996). Universal banking and the performance of German firms. Working Paper 

5453, NBER. 

 

Han, K. C., & Suk, D. Y. (1998). The effect of ownership structure on firm performance: Additional evidence. 

Review of Financial Economics, 7(2), 143-155. http://dx.doi.org/10.1016/S1058-3300(99)80150-5 



 

ICSSL -2015 | Ownership Structure and Financial Performance in the Nigerian Listed Consumer Goods 

Sector 

80 

 

 

BUSSINESS International Conference on Social Science and Law 

 

Hanafi .M , Muzzaroh , Sudanomo .W , & Tarazi .A ( 2010). Ownership concentration and bank performance : 

The role of bank internal governance. Pp 1-16.  

 

Harris, M. & Raviv, A. (1991). The theory of capital structure. Journal of Finance, 46, pp. 297-356. 

 

Hermalin B., & Weisbach M.S. (1988). The determinants of board composition. RAND Journal of Economics, 

19, 589-606. http://dx.doi.org/10.2307/2555459 

 

Hermalin, B.E. & Weissbach, M.S. (1991). The effects of board composition and direct incentives on firm 

performance. Financial Management, 20, pp. 101-12. 

 

Hiraki, T., Hideaki, I., Ito, A., Kuroki, F. & Masuda, H. (2003).Corporate governance and firm value in Japan: 

evidence from 1985 to 1998. Pacific-Basin Finance Journal, 11, pp. 239-65. 

 

Holderness C.G., & Sheehan D.P. (1988). The role of majority shareholders in publicly held corporation: an 

exploratory analysis. Journal of Financial Economics, 20, 317-346. http://dx.doi.org/10.1016/0304-

405X(88)90049-9 

 

Jensen, M., & Meckling, W. H. (1976). Theory of the firms: Managerial behavior, agency costs and ownership 

structure. Journal of Financial Economics, 3, 305–360. http://dx.doi.org/10.1016/0304-405X(76)90026-X 

 

Kang, D.L. & Sorensen, A.B. (1999). Ownership organization and firm performance. Annual Review of 

Sociology, 25, pp. 121-44. 

 

Kantudu, A. S. (2006). Application of Accounting Standards on Employee Retirement Benefits by Quoted Firms in 

Nigeria: PhD Thesis. ABU-Zaria. 

 

Kaplan, S. & Minton, B. (1994). Appointments of outsiders to Japanese boards: determinants and implications 

for managers. Journal of Financial Economics, 36, pp. 25-57. 

 

Kocenda, E. & Svejnar, J., (2003). Ownership and Firm Performance after Large‐Scale Privatization. Center for 

Economic Policy Research Discussion Paper, DP4143, December.  

 

Krivogorsky, V. & Grudnitski, G. (2010) “Country–specific institutional effects on ownership: concentration 

and performance of continental European firms. Journal of Management and Governance,  14(2), May, pp 

167‐193.  

 

Lappalainen, J. & Niskanen, M. (2012). Financial performance of SMEs: Impact of ownership Structure and 

board composition. Management Research Review, 34 (11), 1088-1108. 

 

Lasfer, M.A. (2006). The interrelationship between managerial ownership and board structure. Journal of 

Business Finance & Accounting, 33, pp. 16-33. 

 

Loderer, C. & Martin, K. (1997). Executive stock ownership and performance: tracking faint traces. Journal of 

Financial Economics, 45, pp. 223-55. 

 

Mallah,s., Al farouque, o., & Karim, w. (2012).Ownership structure, corporate governance and firm 

performance: Evidence from an African emerging market. Studies in Economics and Finance, 29(4), pp. 301-

319.  Emerald Group Publishing Limited 

 

McConnell, J. & Servaes, H. (1990). Additional evidence on equity ownership and corporate value. Journal of 

Financial Economics,27, pp. 595-612. 

 

Mehran, H. (1995). Executive compensation structure, ownership and firm performance. Journal of Financial 

Economics, 38, pp. 163-84. 

 

Morck, R., Shleifer, A., & Vishny, R. W. (1988). Management ownership and market valuation: An empirical 

analysis. Journal of Financial Economics, 20, 293-315. http://dx.doi.org/10.1016/0304-405X(88)90048-7 

 



 

ICSSL -2015 | Ownership Structure and Financial Performance in the Nigerian Listed Consumer Goods 

Sector 

81 

 

 

BUSSINESS International Conference on Social Science and Law 

Pedersen, T., & Thomsen, S., (2000). The causal relationship between insider ownership, owner identity and 

market valuation among the largest European companies. Copenhagen Business School. Retrieved from 

https://docs.google.com/viewer?a=v&q= cache:pw50c0pKW-UJ: opena rchive .cbs .dk 

/bitstream/handle/10398/6535/linkwp01-13.pdf.  

 

Quang, D. X. & Xin, W. Z. (2014). The Impact of Ownership structure and Capital structure on Financial 

performance of Vietnamese Firms. International Business Research, 7 (2), Pp 1-9 

 

Riewsathirathorn .P, Jmroenvong .S, & Jirapon. P (2011). The impact of ownership concentration on bank 

performance and risk taking : Evidence from East Asia. March , Pp 2-22.  

 

Roper, S. (1999). Modelling small business growth and profitability. Small Business Economics, Vol. 13, pp. 

235-52. 

 

Sarkar, J. & Sarkar, S. (1999). The Governance of Indian Corporations, India Development Report. Oxford 

University Press, Oxford, pp. 201-18. 

 

Sarkar, J. & Sarkar, S. (2000). Large shareholder activism in corporate governance in developing countries: 

evidence from India. International Review of Finance, 1(3),pp. 161-94. 

 

Short H., & Keasy K. (1999). Managerial ownership and the performance of firms: Evidence from UK. Journal 

of Corporate Finance, 5, 79-101. http://dx.doi.org/10.1016/S0929-1199(98)00016-9 

 

Stulz, R. (1988). Managerial control of voting rights: financing policies and the market for corporate control.  

Journal of Financial Economics, 20, pp. 25-54. 

 

Tam, O.K. & Tan, M.G. (2007). Ownership, governance and firm performance in Malaysia. Corporate 

Governance, 15, pp. 8-22. 

 

Wai, U.T. & Patrick, H.T. (1973). Stock and bond issues and capital markets in less developed Countries. 

International Monetary Fund Staff Papers 20, pp. 253-305. 

 

Weiss, A. & Nikitin, G. A. (2004). Foreign Portfolio Investment Improves Performance: Evidence from the 

Czech Republic. Topics In Economic Analysis and Policy, 1(1), Article 15.  

 

Welch, E. (2003). The relationship between ownership structure and performance in listed Australian 

companies.  Australian Journal of Management, 28(3). 

 

Wen .W (2010). Ownership structure and bank performance : New evidence in China. Research work , 

September , Pp 3-42.  

 

Wiwattanakantang, Y. (1999). An empirical study on the determinants of the capital structure of Thai firms. 

Pacific-Basin Finance Journal, 7, 371-403. http://dx.doi.org/10.1016/S0927-538X(99)00007-4 

 

Wruck, K.H. (1988). Equity ownership concentration and firm value. Journal of Financial Economics, 23, pp. 

3-28. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

ICSSL -2015 | Impacts Accounts Receivable and Inventory Management on Organisational Performance 82 

 

 

BUSSINESS International Conference on Social Science and Law 

 

 

 

Impacts Accounts Receivable and Inventory Management on Organisational Performance 
 

Prof Ugwudioha Matthias Ofili 

 

Introduction 

In corporate organisation, inventory and accounts receivable are very important elements of working capital. 

Working capital in itself is an indispensible tool for corporate survival and profitability. This is because 

working capital is to an organization, what blood is to a human being. As no human being can survive without 

sufficient blood in his body, no organization can survive without sufficient working capital. This explains why 

every organisation attaches premium importance to working capital management. 

 

Inventory management is primarily concerned with the efficient management of inventory in order to achieve 

optimum level of stock for sustainable working capital and to meet the steady or increasing demands of the 

firm’s customers. In managing inventory, the optimum quantity, the lead time and the cost are taking into 

consideration. If there is stock-out in production or in customers’ demands, it affects profitability and stability of 

the firm. Therefore the main essence of inventory management is to ensure that there is an optimal level of stock 

level to adequately cater for production requirements and for customers’ demands. 

 

Trade credit arises when a firm sells its products or renders its services on credit to another firm or individual 

and does not receive cash immediately.  A firm grants its customers credit facilities to gain advantage over the 

competitors and to attract potential customers to buy its products and service at favourable terms.  Receivables 

or book debts mostly arise as a result of trade credit 

 

Accounts receivable arises when a firm renders goods or services to individuals or organisations but does not 

receive immediate payment for such goods or services delivered. This turns into a trade credit to the customer or 

the client that receives such goods and services and a debt to the firm that renders such goods and services. 

These trade credits or unpaid services are treated in accounting entries as accounts receivable and accounts 

payable. It is accounts receivable to the firm that supplied goods and services and accounts payable to the firm 

that received the goods and services. 

 

Accounts receivable and accounts payable managements are very important in any corporate organization as 

these contribute immensely to the volume and quality of cash flow in an organization. This in turn affects the 

working capital of an organization and also has significant impacts in profitability and sustainability of such 

organization. 

 

It is therefore necessary to note that the management of these dynamic and intricate elements of working capital 

requires the services of a professional manager who is trusted, experienced, skillful, effective and efficient. 

The term working capital refers to the capital available for running the day to day operations of an organization. 

Working capital is simply current assets less current liabilities of an organization. Here, as we are discussing 

working capital and corporate performance, we intend to concentrate more on two key elements of working 

capital such as inventory and accounts receivable because of their utmost importance to the survival of corporate 

organisations. 

 

The volume and quality of working capital of an organization is highly affected by the volume and quality of 

inventory and accounts receivable of such organization. This is why the efficient or inefficient management of 

such assets is attributive to the success or failure of an organization. 

 

Various researches conducted in the past and in the resent years have shown that efficient management of 

inventory, accounts receivable and accounts payable contribute immensely to the growth and profitability of an 

organization.  However, our primary concern here is to understand how accounts receivable and inventory 

management affect the growth and profitability of an organisatiom. 

 

Working capital management is an essential aspect of managing a firm’s finances as it influences the liquidity 

position, thereby determining the firm’s ability to finance its day-to-day operations (Ugwudioha, 2010). 

According to Nwude (2001) working capital management is the management of investments/divestments in 

current assets and increases/decreases in current liabilities. That is, the management of current assets levels and 

the arrangement of the short-term credit to finance the current assets investments. Pandey (2000) refers to 
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working capital management as the administration of all aspects of current assets, namely, cash, marketable 

securities, debtors and stocks and current liabilities. 

 

For instance, as production on project site increases, so does the value of work-in-progress, which becomes a 

debt to be paid by the client. Inevitably, the contractor’s purchases increase and this brings about increased 

balance in creditor’s account (suppliers, subcontractors etc). Consequently, it is important for the contractor to 

maintain adequate balance of current assets and current liabilities. Thus, as production activities increase, the 

working capital requirement increases. During this period, any shortage of working capital can cause serious 

problems such as shortages of materials, labour and plant, and will ultimately lead to delay in completion of the 

project or even abandonment of the project. Efficient working capital management should ensure that such 

problems do not arise. 

 

Omolade&Mukolu (2013), Shin &Soenen (1998), Lazaridis&Tryfonidis (2006), Raheman & Nasr (2007), 

measured working capital with cash conversion cycle, which consists of stockholding period, debtors’ collection 

period and creditors’ payment period. These researchers posited that greater investment in working capital (the 

longer cash conversion cycle) leads to reduction in organisation’sprofitability. Omolade&Mukolu (2013) said 

their work was also consistent with the findings of Banos-Caballero et al (2010) and Nazir&Afza, (2003 & 

2009). 

 

This implies that in-as-much-as it is important to invest much in working capital, so as to meet the production 

requirements and customers’ demands, care should be taken not to over-invest in working capital, as this can 

lead to idling of some corporate assets and the consequential effect of not achieving the desired profit level. This 

is also a warning signal to corporate managers that long cash conversion cycle affects corporate performance 

and therefore, efforts should be geared towards reducing the cycle. 

 

Akoto et al (2013) analysed the relationship between working capital management practice and firm’s 

profitability using listed manufacturing firms in Ghana. They used a panel data comprising time series 2005-

2009 and cross sectional analyssis from 13 listed firms. A regression analysis was used to regress Cash 

Conversion Cycle (CCC), Current Ratio (CR), Account Receivable Days (ARD), Account Payable Days (APD), 

Inventory days Logarithm of Sales (LOS) - firms’ size) and Current Assets Turnover (CAT) against Return on 

Equity (RE). The result of their study revealed a significant negative relationship between Account Receivable 

Days with profitability. But, the CCC, CR, LOS (firms’ size) and CAT were found to have significant positive 

relationship with profitability. They then recommended that firms can add more shareholders value by ‘creating 

incentives to reduce account receivable to 30 days’. 

 

From their findings, it was seen that cash conversion cycle, current ratio and inventory logarithm of sales have 

positive relationship with profitability. Hence, it is necessary for firms to reduce the cash conversion cycle and 

maintain optimal levels of current ratio and inventory days of logarithm of sales so as to increase their 

profitability. 

 

Olanrewaju et al (2011) studied inventory management is selected Small and Medium Enterprises in Kwara 

State, Nigeria. They also used regression to analyse the impact of inventory value on performance (profitability) 

for a period of ten years. Their study also revealed that there is a significant positive relationship between 

efficient inventory management and profitability. Hence their conclusion was that SMEs are more likely to earn 

higher profit if inventories are managed more efficiently.  

 

This implies that inventory values and efficiency in management of inventory results in high profit in Nigerian 

Small and Medium Enterprises (SMEs).  Since SMEs form the bulk of business activities in Nigeria, 

profitability in this stratum of business can have significant impact on wealth creation and economic growth of 

the nation. 

 

Maniar (2014) opines that working capital management involves maintaining an optimum balance of working 

capital components: receivables, inventory and payables and using the cash efficiently for day-to-day 

operations. Optimization of working capital balance means minimizing the working capital requirements and 

realizing maximum possible revenues. Efficient management of such working capital as inventory and accounts 

receivable increases firms’ free cash flow, which in turn increases the firms’ growth opportunities and return to 

shareholders. Even though firms traditionally are focused on long term capital budgeting and capital structure, 

the recent trend is that many companies across different industries focus on working capital management 

efficiency.  
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The finding here indicates that efficient management of such working capital components as inventory and 

accounts receivable contribute to free cash flow and increases growth opportunities as well as shareholders 

wealth creation. 

Melita (2010) examined the effect of working capital management on firm’s financial performance in an 

emerging market. He hypothesized that working capital management leads to improved profitability. The data 

set used consisted of firms listed in the Cyprus Stock Exchange for the period 1998-2007. Using multivariate 

regression analysis, the findings supported his hypothesis. Specifically, the results indicated that the cash 

conversion cycle and all its major components; namely, days in inventory, days sales outstanding and creditors 

payment period are associated with the firm’s profitability. 

 

According to Melita, the results of this study should be of great importance to managers and major stakeholders, 

such as investors, creditors, and financial analysts, especially after the recent global financial crisis and the latest 

collapses of giant organizations worldwide.  

 

Ugwudioha  (2015) researched on the impacts of working capital management in Nigerian construction industry 

and found that working capital management has a great impact on profitability and sustainability in the industry. 

He researched into the effects of working capital in selected firms in Nigerian Construction industry and during 

the study, the following processes were followed: 

 

He examined the selected companies from 2004 to 2013, using descriptive statistics, Karl Pearson correlation 

coefficient, Pooled Ordinary Least Square regression and the fixed effects Generalised Least Square regression 

techniques to analyze the panel data collected. The variables used in the analyses were: return on assets (ROA), 

account receivable period, (ARP), account payable period (APP), inventory conversion period (ICP) and cash 

conversion cycle (CCC). ROA was used as proxy for firms’ profitability while ARP, APP and ICP were used as 

proxy for working capital management. Some control variables were also used in the analyses. These were 

current ratio, quick ratio and firms’ size. ROA was the dependent variable while ARP, APP, ICP and the control 

variables formed the independent variables. The cash conversion cycle was also separately used as the 

independent variable. The study tested five hypotheses relevant to the research objectives. In each of them, F-

statistics was used to compare the tabular value with the calculated value. 

 

The study revealed that the accounts payable period was found to be positively correlated with return on assets 

while inventory conversion cycle had a negative association with return on assets. The findings here revealed 

that ARP, APP, ICP, CCC have significant impacts on firms’ profitability. 

 

The result revealed that efficient management of working capital results in corporate profitability and 

sustainability.   Generally, it was found that construction firms can improve profitability when they are able to 

manage working capital more efficiently. The entire findings in this study were consistent with previous 

researches like Uchenna et al (2012), Deloof (2003), Melita (2010), Nadeem et al (2014) amongst others.  

 

Working Capital and operating cycle 

Every organisation requires working capital to finance its day-to-day business activities. There is the need to 

maintain appropriate level of working capital as sales do not convert to cash instantaneously. There is a long 

operating cycle involved in the process. 

 

Operating cycle is defined as the duration taken to convert sales (after the conversion of resources into 

inventories) into cash. In a manufacturing firm, the cycle involves three phases such as acquisition of resources, 

manufacture of the product and sale of the product. The length of operating cycle in a manufacturing firm is the 

sum of inventory conversion period and debtors conversion period (ICP + DCP) = OC, ICP = the total time 

needed in producing and selling the product. This includes raw material conversion period, work in progress 

conversion period and finished goods conversion period (RMCP + WIPCP + FGCP). Operating cycle is very 

important in the firm’s survival because this determines how long it takes for sales to be converted into 

inventory and from inventory to cash. If the operating cycle is long, it affects the firm’s profitability in the long 

run. 

 

Gross conversion period = the total inventory conversion period + the debtors payable deferral period (PDP) 

(i.e. the length of time the firm is able to defer payment on various purchases).  

 

Net operating cycle = difference between the gross operating cycle and the deferral period. 

 

 



 

ICSSL -2015 | Impacts Accounts Receivable and Inventory Management on Organisational Performance 85 

 

 

BUSSINESS International Conference on Social Science and Law 

 

 

 

Account receivable management 

Introduction 

Accounts receivable is a vital and an indispensible aspect of financial management. Efficient management of 

accounts receivable has significant contribution to the over-all performance of an organization. This is why 

finance managers pay adequate attention to this aspect of financial management. 

 

According to Baveld (2012), account receivables can be seen as ‘short-term loans to customers, given by the 

supplying firm’. Berry & Jarvis (2006) observed that giving these credits to customers is an important means of 

making secure of a firm’s sales. The balance sheet of a firm may show a constant account receivables overtime, 

but its components may keep changing hence the need for careful and consistent monitoring (Firth 1976 as cited 

in Baveld 2012). Account receivables are a component of trade credits of a firm. 

 

Trade credit arises when a firm sells its products or renders its services on credit to another firm or individual 

and does not receive cash immediately.  A firm grants its customers credit facilities to gain advantage over the 

competitors and to attract potential customers to buy its products and service at favourable terms.  Receivables 

or book debts arise as a result of trade credit.  When the firm is expected to collect in a future date, the 

receivables or book debts have the following characteristics: 

 

i     It involves some elements of risks unlike cash sales. 

ii    It is based on economic value to the buyer but the value passes after the sales’ and to the seller, he expects to 

receive the equivalent value in future. 

iii   It is futuristic in nature. This is because cash payment for the goods or services will be made in future date. 

 

It is worthy of note that when account receivable keeps increasing in volume, the firm may start lacking funds 

for operation. This will have a negative impact on a firm’s performance. It is thus needful to maintain an optimal 

level of account receivables to avoid the negative effect that its high volumes could bring on a firm’s 

shareholders value. The firm must adopt policies that can help them achieve this optimal level of accounts 

receivable. To this regard Berry & Jarvis (2006) noted that three key considerations should be made in setting 

up policies that determine optimal level of accounts receivable: 

 

i   The trade-off between the securing of sales and profit, and the amount of opportunity cost and administrative 

costs of increasing accounts receivable. 

ii  The level of risk the firm is prepared to take when extending credit to a customer, because this customer 

could default when it is due for payment. 

iii  The investment in debt collection management. 

 

Inventory management 

Introduction 

Inventory refers to goods stock of goods and materials which the company holds resale, production or for any 

other future use of the company. The major components of inventory usually found in most organisations 

include, stock of goods for sale, stock of raw materials for production,  stock of spare parts for repairs and 

replacement and work in progress.  

 

Inventory management is the process of specifying the shape and percentage of inventory and managing such a 

process to ensure that the required quantity and efficient cost control techniques are maintained. These goods 

and materials are required at different locations within a facility or within many locations of a supply network to 

precede the regular and planned course of production and customers’ demands. 

 

The scope of inventory management concerns the fine lines between replenishment lead time, carrying cost of 

inventory, asset management, inventory forecasting, inventory valuation, future inventory price forecasting, 

available physical space for inventory, demand forecasting, returns and defective goods etc. Balancing these 

competing needs leads to optimal inventory levels. 

 

The various forms in which inventories can exist include the following: 

 

(1) Raw materials: Raw material inventories are those units, which have been purchased and stored for 

future productions. 
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(2) Work-in-process: Work-in-process inventories are semi-manufactured products. These are the products 

that need more work to be done on them before they become finished products for sale. 

(3) Finished goods: Finished goods inventories are those completely manufactured products, which are 

ready for sale. Stocks of raw materials and work in process facilitate production, while stocks of goods are 

required for smooth marketing operations. 

(4) Spare parts: Spare parts inventories are usually found in construction firms and other firms that use 

mechanised operations. Spare parts inventories are required for repairs and replacement of parts of industrial 

equipment and operational machinery. 

 

Management of Accounts Receivables 

According to Baveld (2012), account receivables can be seen as ‘short-term loans to customers, given by the 

supplying firm’. Berry & Jarvis (2006) observed that giving these credits to customers is an important means of 

making secure a firm’s sales. The balance sheet of a firm may show a constant account receivables overtime, but 

its components may keep changing hence the need for careful and consistent monitoring (Firth 1976 as cited in 

Baveld 2012). Account receivables are a component of trade credits of a firm. 

 

Trade credit arises when a firm sells its products or renders its services on credit to another firm or individual 

and does not receive cash immediately.  A firm grants its customers credit facilities to gain advantage over the 

competitors and to attract potential customers to buy its products and service at favourable terms.  Receivables 

or book debts arise as a result of trade credit.  When the firm is expected to collect in a future date, the 

receivables or books debts have the following characteristics: 

 

i     It involves some elements of risks unlike cash sales. 

ii    It is based on economic value to the buyer but the value passes after the sales’ and to the seller, he expects to 

receive the equivalent value in future. 

iii   It is futuristic in nature. This is because cash payment for the goods or services will be made in future date. 

 

It is worthy of note that when account receivable keeps increasing in volume, the firm may start lacking funds 

for operation. This will have a negative impact on a firm’s performance. It is thus needful to maintain an optimal 

level of account receivables to avoid the negative effect that its high volumes could bring on a firm’s 

shareholders value. The firm must adopt policies that can help them achieve this optimal level of account 

receivables. To this regard Berry & Jarvis (2006) noted that three key considerations should be made in setting 

up policies that determine optimal level of account receivable: 

 

i   The trade-off between the securing of sales and profit, and the amount of opportunity cost and administrative 

costs of increasing account receivables. 

ii  The level of risk the firm is prepared to take when extending credit to a customer, because this customer 

could default when it is due for payment. 

iii  The investment in debt collection management. 

 

Credit policy: 

Firms make credit policies as guidelines that will help the financial manager to control the volume of sales and 

collection period, which consequently results in control of accounts receivables.  The key areas where the policy 

is made include credit standard, credit terms and collection efforts. Some firms can have stringent credit policies 

while some can have liberal policies.  The firm with stringent credit policy sells its products to customers on 

highly selective basis and the credit sale is restricted to only the customers with proven credit worthiness.  Firms 

with liberal policy sell on credit to customers on liberal terms and credits are granted for longer periods even to 

customers whose credit worthiness is not fully ascertained. 

 

Owole in his book titled Financial Management, (1998) opined that debtors management is concerned with 

efficient management of debtors to achieve an optimum level of debtors in the firm’s working capital 

investment. Trade debtors represent investments because substantial amounts are tied up with trade debtors; it 

needs careful analysis and proper management.  A firm’s investment in account receivable depends on the 

volume of credit sales and the collection period. 

 

Credit policies of a firm may comprise of the following: 

 

 (i)     Credit standards 
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Credit standards are criteria to decide the types of customers to be granted credits.  If a firm has a slower paying 

period, its investments in receivables will increase but if a firm’s paying period is short, its investments in 

receivables will reduce. 

 

 (ii)    Credit terms: 

The credit terms specify the duration of credit and the terms of payment.  Investment in account receivables will 

be high if the customers are allowed a longer period of payment. 

 

(iii)   Collection efforts: 

This is determined by the actual collection period. The greater the collection efforts of the firm, the greater is the 

amount to be collected and consequently the lower the receivables. The lower the collection period, the lower is 

the investments in account receivables. 

 

The following diagram shows an illustration of a credit policy of a typical firm: 

 

Figure 17: Credit policy 
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The credit policy at point A above represents the maximum operating profit.  This is because total cost is at 

minimum at point A. 

 

Note that the firm’s operating profit is maximised when the total cost is minimised. 

 

Credit analysis 

In credit analysis, the firm measures quality of the firm’s customer and the standard of credit of the firm.  In 

analysing the firm’s credit policy, the quality of the customer and default rate are taken into consideration.  

Default rate is measured in terms of bad debt losses ratio (i.e. the proportion of uncollected receivables).  

Default risk is the likelihood that the debtor will not be able to repay the credit obligation.  The financial 

manager has to examine the probability of default when measuring the default risk.  

 

Issues to be considered when measuring the risk are the five C’s (a) Character (b) Capacity (c) Condition (d) 

Capital and (e) Collateral.  

 

(a)   Character: 

Character in this context refers to the attitude of the customer towards repayment of the credit granted to him. 

Some customers may have the financial resources to meet up the debt obligation but may be fraudulent in 

character. Example of this can be seen in business fraud committed here and there in our local and international 

businesses. 

 

(b)   Capacity: 

This refers to the customer’s ability to pay the debt. This is judged by assessing the customer’s cash flow, 

current assets and the firm’s working capital. 

 

(c)   Condition 
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This refers to the prevailing economic condition in the country and the global economy which may affect the 

customer’s ability to pay. 

 

(d)  Capital 

This refers to the general financial position of the firm as indicated by objective analysis of the firm’s financial 

record by means of ratio, with special emphasis on tangible net-worth of the firm. 

 

(e)  Collateral 

These are the assets that the customer offer as a pledge for security of the credit extended to him. The financial 

manager must determine the worth of the pledge vis-à-vis the credit to be extended to the customer.  Producers, 

suppliers and distributors categorise their customers in order to ascertain their credit worthiness and to ensure 

that such customers are worthy of entrusting the company’s products into such customers hands. The Customers 

are rated and categorized into the following categories: 

 

 (i)  Good Accounts: 

These are the customers who are financially strong. This group has the ability to meet the debt obligations. 

(ii) Bad account: 

These are the accounts whose owners are financially very weak.  This group is a    high risk group of customers. 

(iii)  Marginal accounts: 

These are the accounts that fall within a moderate financial health.  This group falls between the good and the 

bad accounts. 

 

Conclusion 

Based on findings from various researches carried to determine the impacts of accounts receivable and inventory 

managements on organizational performance, the following conclusions can be drawn: 

 

1. Efficient management of accounts receivable and inventory results in corporate profitability and 

shareholders’ wealth creation. 

2. To achieve the desired profitability, organisations should reduce the accounts receivable cycle and 

increase inventory turnover cycle. 

3. For efficient management of accounts receivable and inventory, professionals with high degree of trust, 

requisite experience, effectiveness and efficiency should be involved. 
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ABSTRACT 

The study undertakes an empirical analysis to examine whether entrepreneurship education can change youth 

perception: evidence from tertiary institutions. 164 sampled students of Nasarawa state University, Keffi and 

Bingham University were used for the analysis. In testing the raised hypothesis, product moment correlation 

coefficient was utilized. The findings showed that most of the students are more interested in building their 

career and aspirations by picking up white collar jobs where they can easily earn monthly salaries after 

graduation. They prefer to work in already made companies where they intend to rise in ranks up to managerial 

level as against building a career from their entrepreneurial knowledge gained from school. They are not 

equally interested in owning their own business after acquiring entrepreneurship education due to inadequate 

awareness on business start ups and orientations, inability to obtain bank loans, and even lack of creative ideas 

on business opportunities or the kind of business they are interested on venturing into. All these are attributed to 

the fact that theoretical based teaching not matched to practical in most universities. Suggestive from the 

analysis therefore are that proper awareness has to be created on how to manage small scale businesses 

through seminars or conferences organized periodically within the campuses. Furthermore, theoretically based 

entrepreneurial skills and knowledge has to be matched with regular practical where the students can have a 

firsthand experience on what they have been taught. This is to enable them develop their own creative minds set 

and tailor them towards developing their potentials as future entrepreneurs. 

 

Keywords: Entrepreneurship; Education; Youth Perceptions; Tertiary Institutions 

 

Background of the Study 

The study of entrepreneurship education in Nigeria’s tertiary institutions is still at its infancy. One of the biggest 

problems facing Nigeria economy is unemployment amongst the youth. It is however, interesting to note that 

Nigeria unemployment rate averaged 7.8% as at December, 2012 has experienced astronomical increase from 

2013 – date (National Bureau of Statistics (NBS), 2014). Regarding the actual unemployment rate amongst 

graduates of tertiary institutions, there are varying perceptions and there has not been much research in the area 

to find out the reality. According to many employers, the problem of graduate unemployment is due to: low 

government demand for graduate labour, low productivity of recent graduates, lack of career conselling and 

guidance for students, inadequate preparation of graduate to take risk to realize dreams and finally lack of 

adequate business knowledge (Owusu-Ansah, 2012). 

 

With the soaring unemployment rate in Nigeria, self-employment and small enterprise initiatives are presently 

high on the country’s national agenda; in the hope that they will provide alternative channels of employment. 

Yearly, thousand of graduates join the labour market in search of gainful employment. The challenge is thus one 

of not only talking the already sizeable unemployed graduates, but also absorbing the new entrants into the 

labour market. Aniefiok (2011) noted that underlying this situation is the fact that the training which tertiary 

students received has not been fully successful in equipping them with desirable skills and competencies 

required for job creation and self-employment. The realization of this critical fact underlies the directive of 

Federal Government to all tertiary education regulatory agencies to establish necessary mechanisms for the 

introduction, development and sustenance of entrepreneurship education and business start-up among Nigerian 

graduates. 

 

Entrepreneurship education according to Isaac (2007) is the purposeful intervention by educator in the life of the 

learner to survive in the world of business. It has as its focus an action orientation primarily embodied in 

teaching students how to develop a business plan (Ronstadt, 1985). Entrepreneurship education develops and 

stimulates entrepreneurial process, providing all tools necessary for starting up new ventures (Postigo and 

Tomborine, 2002). It is commonly believed that entrepreneurship education is an imperative that would make a 

positive contribution to improving the entrepreneurship orientation of people, leading to the acquisition of skills, 

creativity, innovation, confidence, drive and courage, in order to create employment for self and others. 
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Entrepreneurship education has come to denote all forms of knowledge delivery that seek to empower the 

individual to create real wealth in the economic sector, thereby advancing the cause of development of the 

nation as a whole. According to Bassey (2005), the good of entrepreneurship education and business start-up is 

intended to empower our graduates irrespective of their areas of specialization with skills that will enable them 

to engage in income yielding venture, if they are unable to secure jobs in the Public Sector. 

 

Statement of the Problem 

Tertiary institution plays an important role in developing an entrepreneurial society. They can instill in their 

graduates the sense of understanding of risks and reward of business start up or creation and causes of failures. 

They can also play a role in developing entrepreneurial traits in graduates and provide the necessary networking 

support for entrepreneurs as well as providing legitimacy for their endeavour. As tertiary institutions’ culture 

changes, it will become more important to understand graduates entrepreneurial aspirations and intention in 

order to achieve an institutional position between higher education offering and need of the graduates. The 

totaling of the experiences that the graduates gain at the higher education is, and will be impacted by many 

factors, including prior experiences they have had in education, their personal aspiration for the future tertiary 

institutions and how their experience in the higher institutions will support their future aspirations (Collin, et al., 

2004). Above all, how their experience in the tertiary institution will help them create network of 

entrepreneurial support and capabilities for the future business start up.  

 

In recent time, there is now a very serious attention in Nigeria paid to entrepreneurship education and business 

start-up in tertiary institutions. Owing to the persistence of mass unemployment of graduates, low productivity, 

high inflation, high level of poverty, lack of orientation, inadequate skills, creativity and innovation for business 

start up in Nigeria, the government introduced policy trusts and programmes are National Directorate of 

Employment (NDE), National Economic Empowerment and Development Strategies (NEEDS), National 

Poverty Eradication Programme (NAPEP), Small and Medium Enterprises  Development Agency of Nigeria 

(SMEDAN) and the New Partnership for Africa’s Development (NEPAD) (Osibanjo, 2006, as cited in 

Awogbenle and Iwuamadi, 2010). However, the situation has not significantly changed to the desired direction. 

 

Despite the prominent role which entrepreneurship education and business start up played in providing the 

opportunity for young graduates to gain the knowledge and acquired skills needed for business start up or new 

ventures, joblessness among graduates in developing countries that practice entrepreneurship education as a 

method of entrepreneurship development is on the increase and only a small percentage of these graduates 

become entrepreneur after graduation (Hunjra, e al., 2011) cited in Kenneth, Godday and Michael (2013). 

 

Research Questions 

The study will be guided by four (4) research questions as to: 

i. Extent the entrepreneurship education influenced graduates on business start up? 

ii. What relationship exists between entrepreneurship education and attitudes of graduates towards business 

start up? 

iii. Extent the graduates of tertiary institutions have requisite knowledge and creativity for business start up 

opportunities? 

 

Objectives of the Studies 

The main objectives this study will aim to achieve are to: 

i. Examine the extent to which entrepreneurship education had influenced graduates on career intentions 

and aspiration? 

ii. Analyze the relationship that exists between entrepreneurship education and attitudes of graduates 

towards business start up? 

iii. Examine whether graduates of tertiary institutions have requisite knowledge and creativity for business 

start up opportunities? 

 

Statement of Hypotheses 

To explore the entrepreneurship education and business start up: an impact study of graduate in tertiary 

institutions; the following hypotheses are put forward to be tested. 

 

Hypothesis One 

H0: entrepreneurship education does not influenced graduates on career intention and aspiration. 

 

Hypothesis Two 
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H0: there is no relationship between entrepreneurship education and graduates attitudes toward business 

start ups. 

 

 

Significance of the Study 

The study findings are expected to benefit young graduates and youths from tertiary institutions of higher 

learning in Nigeria who are willing to be self-employed and self-dependent through having orientation, 

aspiration and intentions for business start up. The study would also be useful to professionals in the field of 

entrepreneurship in their organizations that will help in couping unemployment issues of graduates and youths 

in society. 

 

The study, further intent to be useful to other researchers, students and academicians so that they will know the 

relevance of entrepreneurship education and business start up in the economy. The research findings will 

explore new ideas, and strategies that will bridge the gap and add knowledge where policy makers can use both 

in government and nongovernmental organizations as an alternative for graduates and youth employment. 

 

Scope and Limitations of the Study 

The research findings are expected to benefit young graduates and youths from tertiary institutions of high 

learning in Nigeria who are willing to be self-employed and self-dependent through entrepreneurship education 

and business start up. The study would also useful to professional in the field of entrepreneurship like the 

employers of labour in the organizations which assists in reducing unemployment rate of graduates and youths 

in the society. 

 

Literature Review 

Entrepreneurship education is a fast growing area in colleges and universities in Nigeria and throughout the 

world. Many universities offer at least one course in entrepreneurship at the graduate or undergraduate level, 

and a few actually have a major or minor concentration in the area. While the courses in entrepreneurship vary 

by university, there is a great deal of commonality, particularly in the initial one or two courses in this field of 

study. The course tends to reflect the overall objectives for a course in entrepreneurship. These tend to centre; 

identification and assessment; understanding entrepreneurial decision making and the entrepreneurial process; 

understanding the characteristics of entrepreneurs and their role in economic development on a domestic and, 

more  recently on an international basis; assessing opportunities and coming up with an idea for a new venture; 

writing and presenting a full-scale business plan; knowing how to obtain resources; managing and growing the 

enterprise; and understanding the role of entrepreneurship in an existing organization, that is, intrapreneurship. 

 

The skills required by entrepreneurs can be classified into three main areas: technical skills, business 

management skills, and personal entrepreneurial skills. Technical skills involve such things as writing, listening, 

oral presentations, organizing, coaching, being a team player, and technical know-how. Business management 

skills include those areas involved in starting, developing, control, and managing an enterprise. Skills in 

decision making, marketing, management, financing, accounting, production, control, and negotiation are 

essential in launching and growing a new venture. The final skill area involves personal entrepreneurial skills. 

Some of these skills differentiate an entrepreneur from a manager. Skills included in this classification are inner 

control (discipline), risk taking, innovations, persistence, visionary leadership, and being change oriented. 

 

These skills and objectives form the basis of the modular approach to an entrepreneurship curriculum. By laying 

out the modules, a course or sequence of courses can be developed, depending on the needs, interests, and 

resources of the particular university. This modular approach helps ensure that the most important areas of the 

field are covered in the courses offered, whether on a quarter or semester basis or involving one or a series of 

courses. 

 

We are living in the age of the entrepreneur, with entrepreneurship endorsed by educational institutions, 

governmental units, society and corporations. Entrepreneurial education has never been so important in terms of 

courses and academic research. The number of universities and colleges offering at least one course in 

entrepreneurship increases each year.  

 

Entrepreneurship education throughout the world is also growing. Many universities in Europe have recently 

started a program in entrepreneurship. Most universities and associations do research on entrepreneurship, 

followed by training courses, and then education courses-courses for which degree credit is given.  

 

The Role of Education in Enhancing Self-Efficacy in Entrepreneurship Development  
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Education and experience are characteristics that are central to the concept of human capital. Experience 

encompasses work experience and other practical learning that takes place on the job, as well as non-formal 

education such as training. Both depth of work experience and broad experience across markets are theorized to 

increase human capital. Research shows labour market experience, management experience, and previous 

entrepreneurial experiences are significantly related to venturing activities and positive outcomes (Gimeno, et 

al., 1997:750; Robinson & Sexton, 1994:141). Bhide (2000) concluded that “the greatest number of start-up 

ideas come from previous employment”. Also Shane (2003:56) observed that “business experience, functional 

experience, and industry experience are all useful for the discovery and exploitation of opportunities”. Through 

work experience, people develop information and skills that facilitate the formulation of entrepreneurial 

strategy, the acquisition of resources, and the process of organizing. Experience increases a person’s human 

capital and reduces uncertainty about the value of opportunities. 

 

Breadth in work experience provides access to new information that facilitates opportunity recognition. 

“Recognizing opportunities is often like solving puzzles because a new piece of information is often the missing 

element necessary to provide meaning or trigger an entrepreneurial conjecture” (Shane, 2003:74). This was 

further observed by Casson (2000:165) that:  

 

The more diverse person’s experiences, the greater number of puzzle pieces they can draw upon. 

People often learn about entrepreneurial opportunities through participation in markets. Further, 

variation in market experience provides access to different types of information that may be useful in 

the discovery process. Therefore, participation in more markets should increase the likelihood that a 

person will gain access to the information that is needed for opportunity recognition. 

 

Education is another aspect of a person’s human capital that may be valuable in the discovery and exploitation 

of opportunities; education increases a person’s stock of information and skills, including those needed to 

recognize and pursue an entrepreneurial opportunity successfully. Entrepreneurship education generally refers to 

programmes that promote entrepreneurship awareness for career purposes and improve skill training for 

business creation and development (Bechard & Toulouse, 1998:317). It is distinguishable from other forms of 

business education when its purpose is creating a new product or service that results in higher economic value 

(Hanesmark, 1998:221). 

 

An inherent assumption in entrepreneurial education is that entrepreneurship characteristics and skills can be 

developed. Researchers suggest that the propensity towards entrepreneurship has been associated with several 

personal characteristics that can be influenced by a formal programme of education (Gorman et al., 1997:125; 

Berchard & Toulouse, 1998:324). Education can prepare for new venture initiation by transferring knowledge 

and developing relevant skills that improve the self-efficacy and effectiveness of the potential entrepreneurs 

(Gorman et al., 1997:129). Baum, et al (2001:292) examined the performance of Canadian biotechnology firms 

and showed that founders with master’s degrees or higher had faster employment and revenue growth than 

others in the sample. Numerous studies examining human capital have accepted the notion that, “more is better” 

and use formal education or years of schooling as a measure of human capital (Bruderl, et. al., 1992:227; 

Cooper, et. al., 1994:371; Gimeno et al., 1997:773). However, the findings for a positive association between 

education and venture creation, as well as between education and the discovery and exploitation of opportunities 

have been mixed (Davidsson & Honig, 2003:301). Dimov and Shepherd (2005:14) suggested that a possible 

explanation for these mixed results is that broad measures have insufficient sensitivity to capture the impact that 

human capital may have on differing entrepreneurial outcomes. 

 

It is now recognized that entrepreneurship is an important educational innovation that provides the impetus to 

learning about learning (Charney and Libecap, 2003). Interest in entrepreneurship as a field of research and 

teaching has been fuelled by the growing demand for entrepreneurship courses by business students. 

Entrepreneurial educators have been questioned for attempting to teach what, until recently, has been considered 

unteachable. It has long been the conventional wisdom that some people are born entrepreneurs and will succeed 

with or without education, while no amount of education can provide business success for those who lack the 

“entrepreneurial spirit” (Charney and Libecap, 2003). However, a growing body of research and opinion on the 

value of entrepreneurial education is emerging that cautions against entrepreneurship education being treated as 

just another additional teaching area in business schools (Gibb, 2002; Matlay and Mitra, 2002; Aderoft, et al., 

2004). Entrepreneurial education is an opportunity to address some of the contemporary needs of business 

education in ways that the traditional system does not (Mitra, 2002). 

 

An excellent overview of the developing nature of curriculum within entrepreneurship education is made by 

Brown (2000), who cited several recent contributors (e.g. Noll, 1993; Kourilsky, 1995; Gottleib and Ross, 1997; 
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Bechard and Toulouse, 1998; Roach, 1999). She also noted that no universally accepted definition of 

entrepreneur or entrepreneurship exists, but there is general agreement that entrepreneurship needs to be defined 

more broadly than business management because it includes creativity, risk taking, and innovation. These traits 

are not normally nurtured in a traditional business school environment (Noll, 1993). Kourilsky (1995) defined 

entrepreneurial as opportunity recognition, marshalling of resources in the presence of risk, and building a 

business venture. Bechard and Toulouse (1998) defined entrepreneurial education as a collection of formalized 

teachings that informs, trains, and educates anyone interested in business creation, or small business 

development. They point out that entrepreneurial education for small business ownership focuses on the skills 

needed to reproduce or acquire an existing business. Entrepreneurial education has also been defined in terms of 

creativity and innovation applied to social, governmental, and business arenas (Gottleib and Ross, 1997). 

Entrepreneurial education can be viewed broadly in terms of the skills that can be taught and the characteristics 

that can be engendered in individuals that will enable them to develop new and innovative plans. It focuses on 

the expertise that is used to conceive of and commercialize a business opportunity. The skills taught in 

traditional business education programmes are needed by entrepreneurs as well, but that curriculum generally 

addresses important functions of running a business rather than the elements of creating one. As such, the nature 

of the contract between university and student is generally about knowledge and not personal development 

(Gibb, 1996). 

 

Kourilsky (2005) placed curriculum components into three groups: opportunity recognition, the marshalling and 

commitment of resources, and the creation of an operating business organization. Opportunity recognition 

involves the identification of unfulfilled needs in the marketplace and the creation of ideas for services or 

products that meet them. Opportunity recognition requires observation of the market, insight into customer 

needs, invention and innovation. Marshalling resources involves a willingness to take risks as well as skills in 

securing outside investment. The creation of an operating business organization to deliver the product or service 

includes financing, marketing and management skills. 

 

It is clear from the evidence of a number of studies in the literature that the preferred career of a considerable 

number of youth is towards business ownership. However, many youth perceive several obstacles that militate 

against entrepreneurship, such as lack of experience, or lack of finance, which lock the path towards their 

preferred choice. The problem of this inconsistency may lie in the present curricula, which have until recently, 

focused almost entirely on the needs of aspiring middle and functional managers rather than the needs of 

aspiring entrepreneurs. 

 

Traditionally universities and colleges have not prepared students for self-employment as a career option, 

resulting in the loss of many potential entrepreneurs. As a result of this educational bias to large businesses and 

lack of information on entrepreneurship as a career option, many universities and colleges are offering topics 

and courses related to entrepreneurship and small business. By taking such action and increasing awareness of 

how small businesses enter the marketplace and operate, the number of youths selecting a career path that leads 

to entrepreneurship should increase. 

 

One important avenue for increasing the supply of youth entrepreneurs is to increase the pool of youths who see 

themselves as "potential" entrepreneurs. On this issue, the work of Krueger and Brazeal (1994:91) seems 

particularly relevant because they explained the importance of entrepreneurial potential and suggest how to 

develop potential entrepreneurs. Their social/psychological model draws on the work of Reynolds (1992:47), 

who emphasized that a necessary preexisting condition for an entrepreneurial event is the preparedness to accept 

an opportunity. Krueger and Brazeal (1994) noted further that preparation is a key element for creating potential 

entrepreneurs because "opportunities are seized by those who are prepared to seize them".  

 

A significant avenue for achieving such impacts on potential entrepreneurs is through educational preparation. 

Kourilsky (1995:11) observed that education about entrepreneurship that is conducted in a supportive 

environment will increase students' interest in entrepreneurship and their preparation for it. Further, the curricula 

for such education should incorporate a solid foundation in learning theory and should reinforce (and where 

appropriate, enhance) the self-esteem of their young participants (Kourilsky & Walstad, 1998:77). According to 

Krueger and Brazeal's model of entrepreneurial potential, this education should improve the perceived 

feasibility for entrepreneurship by increasing the knowledge of students, building confidence, and promoting 

self-efficacy. It should also improve the perceived desirability for entrepreneurship by showing students that this 

activity is highly regarded and socially accepted by the community and that it can be a personally rewarding 

work. These perceptions are critical to develop among youths because they have fewer entrepreneurial role 

models or opportunities to prepare themselves for starting a business (Development Associates, 1993).  
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Another reason to introduce students to entrepreneurship through education during schooling years is related to 

careers. Dyer (1994:7) discussed the different dimensions of a theory of careers and applies those ideas to 

entrepreneurship. He noted that a vital dimension of socialization that contributes to entrepreneurial careers is 

the education and training that the individual receives. He would like more individuals to think about 

entrepreneurship as a career choice and calls for more research on factors that influence this career decision. The 

schooling years provide key opportunities to introduce students to entrepreneurship as a career option and to 

offer alternative perspectives to their preconceived career orientation towards more traditional occupations 

(Kourilsky, 1995:11). For youths, education in entrepreneurship may be of greater value because it highlights a 

career option that might not otherwise be thought of or realistically considered - and an option that does not 

necessarily depend on a prior college education. From a more general perspective, it may also develop the skills, 

knowledge, and attitudes in youths that make them more employable in labor markets and more productive 

citizens no matter what career or occupation is chosen. Thus, entrepreneurship education can prepare youths for 

a wider array of jobs and community opportunities and help reduce the gap in the ownership of businesses 

among young blacks when compared to other groups.  

 

In spite of the need for more youth entrepreneurship, little is known about the impacts of youth towards 

entrepreneurship during youth. Green and Pryde (1990), in their review of the literature, concluded that "the real 

entrepreneurial proclivities of youths have received little systematic attention" and "must be inferred from 

evaluation of government programs and studies concerning the psychosocial development of youths".  

 

Self-efficacy or self-confidence in a given domain is based on individuals’ self-perceptions of their skills and 

abilities. This concept reflects an individual’s innermost thoughts on whether they have the abilities perceived as 

important to task performance, as well as the belief that they will be able to effectively convert those skills into a 

chosen outcome (Bandura, 1997:187). As one group of researchers noted, we are motivated throughout our lives 

by perceived self-efficacy, rather than by objective ability, and our perceptions deeply affect both our affective 

states and our behaviours (Markham, et al., 2002:149). Research in this area has consistently emphasized the 

importance of self-efficacy as a key factor in determining human agency (Bandura, 1997:188), and has 

convincingly shown that those with high self-efficacy for a certain task are more likely to pursue and then 

persist in that task (Bandura, 1997:187). 

 

An important aspect of self-efficacy is that it is seen to be task and domain specific (Bandura, 1992:38; 

1997:206). In other words, a person can have high self-efficacy in one area, but low self-efficacy in another. 

Self-efficacy varies in important ways from the concept of “locus of control”. Locus of control is a generalized 

construct that refers to individuals’ overall belief in the power of their own actions across a variety of situations 

(Boyd & Vozikis, 1994:63). In this sense, people may have strong internal locus of control (belief about their 

general ability to control outcomes), but low self-efficacy for certain very specific tasks/skills. Eccles 

(1994:585) reiterated that self-efficacy is domain specific, and that we must assess expectations for success (or 

personal efficacy) for specific areas. 

 

Not surprisingly, the concept of self-efficacy has been extensively employed in the career theory literature to 

explain perceived career options, stated career preferences, and ultimately, career-oriented behaviours (Eccles, 

1994:588). Recently, Bandura, et al (2001:200) included self-efficacy as one of a variety of socio-cognitive 

influences on the career aspirations of children, and found that academic self-efficacy had the strongest direct 

effect. Research by Markham et al (2002:149) further suggested that self-efficacy reliably predicts scope of 

career options considered, occupational interest, perseverance in difficult fields, and personal effectiveness. 

 

While the relationship between self-efficacy and career choice has been well established in the career theory 

literature, most studies have not included specific career options around entrepreneurship. Certainly, it would 

seem logical that the same effects of self-efficacy would exist in entrepreneurial careers. Indeed, given the 

complex tasks involved for an individual to locate an opportunity, assemble the resources, set up a business, and 

build it into a successful entity, self-efficacy or the belief in one’s ability to succeed as an entrepreneur would 

seem to be especially important. As DeNoble, et al (1999:73) noted, often the entrepreneurial role is not clearly 

defined, and many uncertainties may exist regarding the success of one’s venture. These uncertainties, they 

claim, can well serve as barriers to entrepreneurs, especially in the start-up phase. One’s uncertainty surrounding 

the likelihood of success would seem to be inextricably linked to the belief that one has the abilities to succeed 

(self-efficacy). 

 

A robust body of research in the field of entrepreneurship has explicitly investigated the relationship between 

entrepreneurial self-efficacy and entrepreneurial career preferences. Clear patterns emerge: individuals with 

higher entrepreneurial self-efficacy have higher entrepreneurial intentions (Chen et al., 1998:295; DeNoble et 
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al., 1999:77; Krueger, et al., 2000:411; Segal, et al., 2002:47; Wang, et al., 2002:55). Respondents with high 

entrepreneurial self-efficacy also have higher degrees of belief that they possess a viable idea for a new 

business. In short, those with high entrepreneurial self-efficacy are more likely to believe they also have an 

actionable idea. 

Early research by Bird (1989:422) on intention has been refined further by Boyd and Vozikis (1994:74) in their 

proposal that self-efficacy influences the development of both entrepreneurial career intentions and subsequent 

actions. Incorporating self-efficacy into Bird’s model is seen as appropriate because ultimate actions are selected 

by people based on their judgements or perceptions of personal self-efficacy. Boyd and Vozikis (1994:69) went 

on to suggest that individuals with higher degrees of entrepreneurial self-efficacy in the early stages of career 

development will have higher entrepreneurial intentions, and that those with both higher self-efficacy and higher 

intentions will have a higher probability of being involved in entrepreneurial activity later in life. Similar 

incorporation of self-efficacy into proposed models of entrepreneurial career intentions (Krueger, et al., 

2000:421) have been rigorously tested (Krueger, 1993:8) and shown to have strong predictive ability. Still other 

researchers have focused on creating and testing scales for entrepreneurial self-efficacy, and have been 

successful in demonstrating that these have good predictive value in differentiating those with entrepreneurial 

intentions from those who do not (Chen et al., 1998:295; DeNoble et al., 1999:76; Kickul & D’Intino, 2004). 

 

Impliedly, theory indicates that targeted education can play an important role in developing levels of self-

efficacy. Bandura (1992:23) suggested that self-confidence in the abilities to successfully perform specific tasks 

comes from four key sources: mastery experiences, modeling, social persuasion and judgments of our own 

physiological states. These mastery experiences, or simply put, “learning by doing”, appear to be basic in 

determining our self-confidence to successfully perform future tasks that are perceived to be similar or related 

(Cox, et al., 2002). Providing opportunities to conduct feasibility studies, develop business plans, and participate 

in running simulated or real business through entrepreneurship education can therefore potentially play an 

important role in developing self-efficacy in individuals. 

 

Along these lines, Birch in a recent interview, advocates strongly for the increased use of mastery experiences in 

encouraging entrepreneurship, especially lengthy and meaningful apprenticeships, and argues that most 

entrepreneurship programmes fall short in this area (Aronsson, 2004:289). However, the typical teaching 

methods in most entrepreneurship educational programs, which include the use of guest speakers and case 

studies, can also target self-efficacy through the use of role models. These help individuals to form judgments of 

their own capabilities through personal comparison (Cox, et al., 2002). Self-efficacy can also be enhanced 

through social persuasion, or from the positive encouragement and feedback that individuals are given by 

instructors in entrepreneurship education programs. Importantly, consistent with research on the early formation 

of career interests, additional studies indicate that entrepreneurship education at college levels may be 

particularly effective in increasing interest in entrepreneurial careers (Dyer, 1994:8; Kourilsky, 1995:11). 

 

Despite the theoretical connections between entrepreneurial education and outcomes, extensive work that has 

attempted to examine the effectiveness of formal entrepreneurship education has been inconclusive (Cox, et al., 

2002). One reason may be that research on entrepreneurship education has been limited by the educational 

“preoccupations” of the researchers, and that social-cognitive and psychocognitive perspectives have been 

under-explored (Bechard & Gregoire, 2005:31). It also may be that the lack of clear positive connections 

between entrepreneurship education and outcome is linked to methodological issues. Specifically, the outcome 

measures used in many studies, such as student satisfaction and performance in the course, may be insufficient 

indicators of educational effectiveness (Cox et al., 2002). 

 

Interestingly, self-efficacy is rarely used as an outcome measure. Although a small number of studies have 

examined the effectiveness of entrepreneurship programs in enhancing self-efficacy (Chowdhury & Endres, 

2005; Cox et al., 2002), these studies have been limited in scope and, as mentioned earlier, inconclusive in their 

findings. In addition, those who perceived their entrepreneurship education to be positive showed higher scores 

of perceived feasibility than those who thought their educational experience was negative.  

 

Education and prior experience are the critical components of an entrepreneur’s human capital, which reflects 

the degree of development of managerial know-how and capability (Becker, 1993). Higher levels of education 

and extent of prior experience are likely to increase the belief that the effort put into an entrepreneurial initiative 

will not be misdirected, but will, instead, lead to a desired outcome. Wiklund and Shepherd (2003:192), in 

particular, found that growth increases with growth aspirations at a faster rate for entrepreneurs with higher 

levels of education or experience. 
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Prior theoretical treatments have distinguished between “general” human capital, which is represented by the 

individual’s overall educational level, and “specific” human capital, a benefit from experience in a particular 

domain of socioeconomic activity (Becker, 1993). Formal education is a component of general human capital 

that leads to increased levels of productivity and may assist in the accumulation of explicit knowledge and skills 

useful to entrepreneurs, thus increasing belief in the achievement of desired performance levels (Becker, 1993; 

Davidsson & Honig, 2003:101). Furthermore, entrepreneurs with domain-relevant training and experience are 

likely to spend less time seeking, gathering, or analyzing information as they are familiar with the industry and 

institutional infrastructure, which would increase their confidence in the efficiency with which entrepreneurial 

efforts will translate in higher performance (Forbes, 2005:55).  

 

It is expected that, entrepreneurs with greater training and professional experience can expect that their ventures 

would grow because of the better technology, enhanced professionalism, and legitimacy they bring to their 

entrepreneurial initiatives (Peng, 2001). Empirical evidence generally suggests that the degree of development 

of human capital, and managerial competencies in particular, is positively associated with performance and 

growth. Thus, managerial skills were ranked as the most important factor contributing to success for small firms 

(Bartlett & Rangelova, 1997:319). In addition, higher levels of general and specific human capital development 

can better prepare entrepreneurs for changing their behavior in reaction to changes in the external environment 

or in anticipation of this (Smallbone & Welter, 2001:251; 2006:195).  

 

In a transitional economy context where material and financial resources are scarce and where the institutional 

environment is unstable and often openly hostile, it is plausible that social networks matter even more for 

entrepreneurs’ growth expectancies than in the developed West. Entrepreneurs in transition economies 

countervail resource paucity and environmental adversity through creating networks of personal connections 

(Batjargal, 2003a; Peng & Heath, 1996:492; Puffer & McCarthy, 2001:24; Smallbone & Welter, 2001:253). 

Empirical evidence from Bulgaria in particular, reveals that the social capital created in these networks is 

positively associated with the entrepreneurial orientation, proactive financing strategies, and the growth of new 

and small business ventures (Manev, et al., 2005:298; Manolova, et al., 2006:109). 

 

The resource embeddedness of entrepreneurs’ networks (i.e., the degree to which contacts in the network can be 

tapped for valuable and mobilizable resources) becomes an important determinant of entrepreneurs’ confidence 

that an effort devoted to the new venture will lead to higher growth outcomes. The collection of formal and 

informal advice contacts that entrepreneurs establish outside of their organization, in particular, provides 

information, knowledge, and inspiration that may be drawn to advance the technical, innovative, and business 

performance of their ventures, thus increasing the belief that entrepreneurial effort will lead to higher growth 

outcomes. Advice networks are particularly important in ventures that compete in a very uncertain, rapidly 

changing competitive environment (McGrath, et al., 2003:7), such as the transitional economies environment.  

 

Theories of Entrepreneurship and Business Start up 

From the foregoing above, and for the purposes of this study, there is need to find a satisfactory way of dealing 

with the various misconceptions about the theories of entrepreneurship by recognizing the importance of all the 

theories. These theories, provides different views into the many facets of entrepreneurial behavior.  

 

One facets of entrepreneurial behavior has been described by personal qualities or values while another indicates 

that anticipating the future, finding and recognizing opportunities are key attributes. Each of the theories is 

based on certain assumptions about behavior.  Each set of criteria, including past events, perceptions, traits, or 

personal principles and characteristics, which provides different types of insights (Mainoma and Aruwa, 2012). 

For instance, business start up success in the future might be better understood by understanding the past history 

and principles of successful graduates business start up as entrepreneurs.  Success might be explained by 

understanding entrepreneurs’ ways of managing people or knowing how they set out plans and management 

procedures. 

 

The definition and criteria of each theory are based on their own tradition, assumptions and implications for 

research, training and education. The meaning of entrepreneurship vary widely, it involves creating, finding 

opportunities, managing, controlling, and leadership. According to Charles, C. Noble cited in Tende and 

Adejola (2013) that: 

 

Entrepreneurship is the willingness and the ability of a business minded individual to identify the areas 

of needs of people, look for resources to match these needs, combine these resources in the most 

optimum way,bears the un-insurable risk and established a successful and profitable venture. It is the 

process of creating something new by devoting in the necessary time and efforts while taking the 
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financial and social risks to obtain the associate rewards. The concept of entrepreneurship has 

attracted numbers of definitions. Entrepreneur is “the willingness and ability of an individual to seek 

out investment opportunities, to establish and own an enterprise”. 

 

 

Methodology  

This study adopted an exploratory research design to investigate the effectiveness of entrepreneurship education 

and training provided by tertiary institutions. The study evaluated the impact of tertiary institutions 

Entrepreneurship Programme on beneficiaries by comparing them with a matched sample of those who received 

tertiary institutions Entrepreneurship training. The study design allows for the control of the socio-economic 

characteristics of the individuals involved so that the marginal effect of entrepreneurship education can be 

observed, holding individual factors constant. The tertiary institutions consist of a dedicated curriculum that has 

been generally uniform for the sample period. 

 

Stratified and random sampling methods were used in selecting the sample of respondents. Questionnaire was 

employed to collect data for the study. The data from the survey was in both quantitative and qualitative forms 

due to the robust nature of the variables to be measured and used for evaluating the research hypotheses.  A 

variable like entrepreneurship development is not only compound in nature but has many ramifications and 

manifestations. Thus, the questionnaire contained sections that explore the knowledge and perceptions of 

respondents toward entrepreneurship curriculum, government incentives and capacity of the Programme to 

create jobs. 

 

Instruments of Measurement 

The questionnaire served as the instrument of data collection which was designed to generate valid, reliable and 

adequate data for this study. The major purpose of the data collection instrument was to seek data from the 

appropriate sources. 

 

The design of questionnaire was based on the approach centered on the individual and his/her attitude and 

behavior towards entrepreneurship. The research instrument was composed of a series of dichotomous, scaled 

and open questions and was developed in four sections of A-D, containing forty-eight questions covering twelve 

variables for testing the hypotheses. The layout and sequence of the questions were designed to facilitate ease of 

response. 

 

The variables were further subsumed under three broad factors: Entrepreneurship Curriculum competency 

factors/skills outcome, entrepreneurial supporting incentive measures, and entrepreneurial education outcomes. 

The respondents were expected to respond by ticking any of the five (5) alternatives: Strongly Agree, Agree, 

Undecided, Disagree, and Strongly Disagree with rating from 5-1.  For example, if majority of the respondents’ 

tick “5” for a variable, the interpretation is that it was a strong cause on business start up, if they tick “1”, it 

means the variable was not a strong cause on business start up. 

 

The questionnaire administered was objective as possible. To this end, the validity and reliability of the 

instrument was established before administration. To ensure that the instrument measured what it was designed 

to measure, the study relied on control and face validity. This was obtained by sending the instrument to five 

selected experts in the area of study. The idea is to vet the questions objectively in respect of their relevance to 

the subject matter and coverage of the entire topic of study before administration.  

 

Population and Sampling Technique 

The target populations for this study are university students of Nasarawa State University, Keffi and Bingham 

University, Nigeria for the year 2014. The Yaro Yamen formula was used in the determination of the sample 

size for the study. 

 

The sample was based on the formular: 

23 ( )

N
n

N e



 

 

Where; 

 n = sample size;  

N = population size; 

e= Level of precision required; 



 

ICSSL -2015 | Can Entrepreneurship Education Change Youth Perception: Evidence from Tertiary 

Institutions 

99 

 

 

BUSSINESS International Conference on Social Science and Law 

3 = constant 

In determining the sample size, the following variables were used: 

Confidence interval = 95 % 

e = Margin of error = 0.05 

Substituting into the formula,  

Sample size for the number of staff to be used: 

23 ( )

N
n

N e



 

 

n =       834         

   

       3+834 (0.05)
 2 

 

n =       834          

   

       3+834 (0.05)
 2 

 

n =       834         

   

       3+ 2.085
 

 

n =       834          

            5.085
 

n = 164 

 

Data Analysis Techniques  

In analyzing the data collected through the questionnaires administered, the study employed both descriptive 

and inferential statistics. In order to test the hypotheses of the study, product moment correlation coefficient 

analysis was adopted. By testing the validity of two mutually inclusive relationships - 1) the impact of 

entrepreneurship education and training on the five ramifications of entrepreneurship development shown in 

Table 1) the relative impact of financial and non-financial incentives on entrepreneurship development – we 

indirectly test Hypothesis II.  

 

Table 1: Five Ramifications and Two Basic Components of Entrepreneurship Development 

S/No. Elements S/No Incentives 

1. Business feasibility and information system development 
1. Financial 

2. Customer data analysis and information system development 

3. Business opportunity analysis 

2. Non-financial 4. Financial management skill 

5. Marketing plan and advert skill 

Source: Umar (2009:204) Research Methodology: Principles and Application in Social and Behavioural Science 

 

Presentation and Analysis of Results 

The data collected from the questionnaires were analyzed using descriptive statistics and correlation coefficient. 

Micro-soft Excel software helped us to transform the variables into a format suitable for analysis, after which 

the Statistical Package for Social Sciences (SPSS) version 17 was utilized for data analysis. 

 

Table 2: Opinion on whether Entrepreneurship Education Influence Graduates on Career Intention and 

Aspiration 

  Frequency Percent Valid Percent Cumulative Percent 

 Strongly Agree 19 11.6 11.6 11.6 

Agree 30 18.3 18.3 29.9 

Undecided 16 9.8 9.8 39.6 

Disagree 36 22.0 22.0 61.6 

Strongly Disagree 63 38.4 38.4 100.0 

Total 164 100.0 100.0  
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Source: Field Survey, 2014 

 

From Table 2 above, greater percentage of the students strongly disagreed (38.4%) that they are willing to build 

career from entrepreneurial education after graduation. They noted that they are more willing to secure a salary 

earning jobs as they are not properly equipped to build career with their entrepreneurial education. They noted 

that they hope to grow up to the managerial level while working for an established organization. Furthermore, 

others observed that they would like to go into lecturing or become politicians rather than building a career with 

entrepreneurial skills. However, 11.6% and 18.3% respectively pointed out that they are willing to build up 

careers and aspirations with their entrepreneurial education. While 9.8% are yet to make up their mind on what 

their career and intentions would be after graduation. 

 

Table 3: Responses on whether Relationship Exist between Entrepreneurship Education and Graduates Attitudes 

toward Business Start Ups 

  Frequency Percent Valid Percent Cumulative Percent 

 Strongly Agree 45 27.4 27.4 27.4 

Agree 20 12.2 12.2 39.6 

Undecided 10 6.1 6.1 45.7 

Disagree 33 20.1 20.1 65.9 

Strongly Disagree 56 34.1 34.1 100.0 

Total 164 100.0 100.0  

Source: Field Survey, 2014 

 

Observing Table 3, it could be seen that 34.1% and 20.1% of the respondents are not interested in owning their 

own business after acquiring entrepreneurship education from the university. They are more interested in a non-

existing white collar jobs in top government ministries or parastatals banks, tertiary institutions or private firms 

where they would earn monthly salary and retire with pensions. This can be attributed to the fact teachings on 

entrepreneurial skills are not practically based to enable the knowledge gained put to use in small businesses. 

However, 27.4% and 12.2% noted that they are willing to start up their own businesses by themselves after 

graduation using their entrepreneurial knowledge. Most of the respondents in this category are those who 

engage in family business ventures and have acquired a lot of skills and experience in managing business 

ownerships or those whose parents or family relations are relatively wealthy and are ready to support them 

financially after graduation. 6.1% of the students are yet to decide on whether to set up businesses of their own 

or pick up a salary based jobs. 

 

Table 4: Responses on whether Graduates of Tertiary Institutions have Requisite Knowledge and Creativity for 

Business Start Up Opportunities 

  Frequency Percent Valid Percent Cumulative Percent 

 Strongly Agree 39 23.8 23.8 23.8 

Agree 11 6.7 6.7 30.5 

Undecided 7 4.3 4.3 34.8 

Disagree 41 25.0 25.0 59.8 

Strongly Disagree 66 40.2 40.2 100.0 

Total 164 100.0 100.0  

Source: Field Survey, 2014 

 

Table 4 shows responses on whether graduates of tertiary institutions have requisite knowledge and creativity 

towards business start up opportunities. 40.2% and 25% of them strongly disagreed that graduates of tertiary 

institutions have been equipped with requisite knowledge and creativity for business start up opportunities. It 

shows that most tertiary institutions do not have entrepreneur as a faculty or centre where comprehensive 

trainings and practical would be made and not just offering them as general studies. In contrast to it, 23.8% and 

6.7% of the students are of the opinion that graduates of tertiary institutions have requisite knowledge and 

creativity for business start up opportunities. The figure is relatively small compared to those who disagreed. 

This shows that more inputs has to be made on entrepreneurship education to boost their desires and creativity 

towards business start up opportunities 
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Hypothesis Testing 

Hypothesis One 

H0: Entrepreneurship education does not influenced graduates on career intention and aspiration. 

The Table 2 shows the result of correlation coefficient on whether entrepreneurship educations do influence 

graduates on career intention and aspiration. The rho value of 0.326 and with probability value of 0.242 implies 

that we fail to accept the alternative hypothesis. Thus, the null hypothesis is accepted which states that 

entrepreneurship education does not influenced graduates on career intention and aspiration. 

 

Table 5: Correlation Result One 

Correlation Coefficient 

  N Mean SD r p Remark 

Entrepreneurship education 164 18.76 7.44 0.326 0.242 p>0.05 

Career intention and aspiration 164 18.82 6.35 0.326 0.242 p>0.05 

Source: Authors Computation, SPSS 17 

 

Hypothesis Two 

H02: There is no relationship between entrepreneurship education and graduates attitudes toward business start 

ups. 

 

Table 5 shows the correlation coefficient (r) on the relationship between entrepreneurship education and 

graduates attitudes toward business start ups .The rho value gave 0.335 and with a p-value of 0.426, implying 

that we accept the null statement that there is no relationship between entrepreneurship education and graduates 

attitudes toward business start ups. 

 

Table 6: Correlation Result Two 

Correlation Coefficient 

  N Mean SD r p Remark 

Entrepreneurship education 164 15.71 9.64 0.335 0.426 P>0.05 

Graduates attitudes towards business startups 164 16.45 9.36 0.335 0.426 p>0.05 

Source: Authors Computation, SPSS 17 

 

Discussion of Research Findings 

From the results gathered from the analysis entrepreneurship education do not influenced graduates on career 

intention and aspiration. Most of the students are more interested in white collar jobs where they can easily earn 

monthly salaries. It was observed that they prefer to work in already made companies where they intend to rise 

in ranks up to managerial level as against building a career from their entrepreneurial knowledge gained from 

school. Another major reason identified as to why entrepreneurship education do not influence graduates on 

career intention and aspiration is due to jobless growth nature of Nigerian economy. The Nigerian society does 

not encourage hard work and merits and employments are based on god fatherism syndrome and paper degrees. 

 Majority of the respondents are not interested in owning their own business after acquiring entrepreneurship 

education. They prefer to work for various organization and government parastatals for their survival. Most of 

the reason given was due lack of proper awareness on business start ups and orientations. Other reasons given 

are to lack of start-up capitals, inability to collect loans, and even lack of creative ideas on business 

opportunities or the kind of business they are interested on venturing into. These are attributed to theoretical 

based teaching not matched to practical in most universities. This is in-line with the findings of Mitra (2002) 

who noted that entrepreneurial education have not been practically based and as a result has not created an 

opportunity to address some of the contemporary needs of business education in ways that the traditional system 

does not. 

 

However, the few that indicated interest in having their own business are either those who engage in family 

business ventures and have acquired a lot of skills and experience in managing business ownerships or those 

whose parents or family relations are relatively wealthy and ready to support them after graduation. 

 

Conclusion 

From the forgoing, it was observed that most university graduates who had undergone entrepreneurship training 

do not have intension of building their careers around it and do not have any interest in starting up small 
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businesses. They would rather prefer to settle for white collar jobs (monthly salary jobs) that are not readily 

available in most organizations both in private and public sectors, thus placing their destinies in the hands of 

others. Few that are interested in having their own business after graduation are already engaged in family 

business while schooling, whilst others are depending on family supports to start up their own business. 

Recommendations 

Based on the research findings, the following recommendations are made: 

 

 There is the need to create proper awareness on how to manage small scale businesses through seminars or 

conferences organized periodically within the campuses 

 Theoretically based entrepreneurial skills and knowledge be matched with regular practical where the 

students can have a firsthand experience on what they have been taught. This is to enable them develop 

their own creative minds set and tailor them towards developing their potentials as future entrepreneurs. 

 There is the need for attitudinal change among graduates regarding settling for white collar jobs or salary 

based employments to setting up their own business. Instead of jostling for a non-existing government jobs, 

graduates can start up any small business activities in their environments and maximize the opportunity that 

avail itself in their locality.  

 Less emphasis should placed on paper certificates or degrees, and the system should be more rewarding on 

creativity and ideas. Financial assistance has to provide for such individuals to ensure that own up their own 

businesses. 
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Abstract 
The negative impact of companies’ activities on the environment has attracted the attention of various 

stakeholders on the necessity for environmental reporting relating to environmental costs and savings. This 

study explores the extent of use of Environmental Management Accounting (EMA) technique as a tool for 

capturing environmental costs by Cement Manufacturing Companies in Nigeria. An exploratory research 

technique was adopted on a sample of four (4) cement companies listed on the Nigerian Stock Exchange for the 

year 2013. A total of 40 respondents returned the questionnaire. The results show that cement manufacturing 

companies in Nigeria do not embrace EMA to identify, trace and track environmental costs. The most 

significant reason for the failure to embrace EMA is due to lack awareness of companies’ impact on the 

environment by stakeholders. Other reasons include lack of pressures from stakeholders for companies to report 

on environmental issues, lack of legislation and Accounting Standards for environmental reporting. The study 

recommends that government should strengthen its environmental Agency (National Environmental Standards 

Regulation and Enforcement Agency - NESREA) to promote good environmental practices to reduce their 

impacts on the environment through enlightment programmes. It further recommends to cement manufacturing 

companies to incorporate EMA into their Management Information System (MIS) so as to adequately identify, 

trace and track environmental costs and savings and report same so as to be socially acceptable and enhance 

their continuity. 

 

Introduction: 

There has been global attention on the need to have a safe and clean environment as climate change is one of the 

major challenges facing the world today. Climate change manifests itself in global warming, soil erosion, air and 

water pollution, ozone layer depletion, deforestation, oil spill etc. These are caused mainly by activities of 

companies and humans on nature. Efforts have been made and is still ongoing at global level to create awareness 

and explore possible solutions to reduce these environmental problems. For instance, the Kyoto Protocol of 

2005 was an agreement among 170 Nations to cut emissions of greenhouse gases (Kayode, 2011). Nigeria is one 

of the participating countries. Consequently, the Federal Government of recent in its effort to protect the ozone 

layer, donated 16units of low pressure foam machines worth N220m to the Nigerian Association of 

Refrigeration and Air conditioners Practitioners (NARAP). Oyo State chapter, towards the preparation for the 

phase out plan of the use of Hydro chloro fluorocarbon (an ozone depleting substance) and using methl formate 

which is ozone friendly (Tayo, 2014).  

 

However, a technique is needed for quantifying these environmental costs and so at international level, the 

United Nations constituted an expert working group on environment to issue procedures and principles on 

Environmental Management Accounting (EMA) to improve the role of government in promoting environmental 

Accounting (UNDSD, 2001). Therefore, at the international level, a lot of emphasis has been placed on 

Environmental Management Accounting so that governments can encourage agencies to embrace EMA and 

report on environmental matters. At the enterprise level, at the international scene, the European Union (EU) 

mandated all companies in the EU countries to report on environmental matters as part of their annual reports 

(by reporting environmental expenditures in the profit and loss statement and environment-related assets as well 

as environmental provisions and long term liabilities in the Balance sheet (EU, 2003). 

 

In Nigeria, a lot of environmental challenges face the nation; oil spillage, land degradation, air and water 

pollution in the Niger Delta region, soil erosion in South East. Potential sea encroachment in all the coastal 

states and desert encroachment in most parts of the North (Onojeghen, 2014). Government tackles these 

problems as most of these are environmental factors that are external to the firm but can affect corporate 

activities. 
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At the corporate level, there has also been pressure by different stakeholders on companies to report accurately 

the impact of their corporate activities on the environment and how they plan to mitigate its negative effects 

(Burritt & Schaltegger, 2000). A technique that has been used by companies by developed nations to address 

some of the environmental issues is embracing Environmental Management Accounting technique to identify 

environmental costs, benefits, liabilities and risk and report same to relevant stakeholders for decision making.  

Activities of Nigerian cement manufacturing companies are associated with land degradation occasioned by the 

excavation of limestone and gypsum which are necessary raw materials used for production of cement. The 

company’s activities also cause air pollution  as a result of the cement dust discharged into the air. Evidence also 

shows that activities of cement companies result in low agricultural production of farmers of host communities 

(Subair, 2014). Inspite of these significant negative environmental impacts the cement companies do not seem to 

report environmental information in their annual reports. Though studies on environmental reporting in Nigeria 

is scanty, a few prior studies (Osemene & Olaoye, 2009; Ebimobowei, 2011; Oba & Fodio, 2012; Uwigbe & 

Jimoh, 2012) document evidence that Nigerian manufacturing companies disclose little or no environmental 

information either in quantitative or qualitative terms in their annual reports. These studies relied on the 

Financial Accounting technique used by these companies which may fail to disclose the required environmental 

information. For instance, it may be possible to disclose qualitative environmental information by merely 

disclosing environmental policy under the Environmental Management Accounting system and “little” 

quantifiable information such as fines for environmental offences which may be hidden in overheads under 

Financial Accounting system and so it becomes an empirical issue to determine which system the companies 

operate. So the question is to what extent do Nigerian Cement Manufacturing companies embrace 

environmental management accounting in its reporting of environmental information in their annual reports? 

This is what this paper attempts to address and also to examine factors that may be responsible for non-

implementation of EMA. 

 

Environmental Accounting as a tool for Environmental Reporting 

Environmental Accounting and Reporting is seen as a response to disclosure pressures from stakeholders for 

companies to provide environmental information for relevant decision making (IFAC, 2005). Environmental 

Management Accounting or Environmental Accounting as used interchangeably has no generally accepted 

definition. Burritt and Schaltegger (2000) state that Environmental Accounting deals with “activities, methods 

and systems, recording, analyzing and reporting environmentally induced financial impact and ecological 

impacts in a defined economic system”. It is also seen as the process of identifying, measuring and allocating 

environmental costs, the interaction of these costs into business, identifying liabilities (if any) and 

communicating these information to stakeholders as part of the general purpose financial statements (Goswani, 

2014). In other words companies use Environmental Accounting to internalize costs of environmental protection 

that includes “all expenditures for measures for environmental protection of a company or its behalf to prevent, 

reduce, control and document environmental aspects, impacts and hazards as well as disposal, treatment, 

sanitation and clean up expenditure (UNDSD, 2001). The failure of Financial Accounting to provide 

information on physical values of resources used by an organization has necessitated the need for the search of 

another technique that provides both monetary and physical information for internal decision making and 

external reporting.  Environmental Accounting therefore provides both physical and monetary information for 

internal decision making and external reporting.  Physical information relating to the use, flows and destines of 

energy, water and materials (including wastes) and monetary information on environment-related costs, earnings 

and savings. IFAC (2005) classifies environment costs into six (6) broad cost categories which include material 

costs of product output, material costs of non-product outputs, waste and emission control cost, prevention and 

other environmental management costs, Research and Development costs and other less tangible costs for which 

the company can use to capture environmental issues and take appropriate decisions and report upon. By 

considering all relevant and significant costs there is increase in material efficiency and products are better 

priced and environmental impact of company activities reduced which are reported to stakeholders. The use of 

EMA helps to ensure that the “consumption and use of environmental resources are accounted for as part of the 

full cost production and reflected in market prices” (EC, 1992). For instance, Coleman (2004) posit that 

companies in UK that embraced EMA on the average save 1% of their turnover through waste minimization and 

£1,000 per employee. 

 

Prior to the EU directive of 2005 compelling all public listed companies in EU countries to provide 

environmental report in their annual statements, the companies provided such information on voluntary basis. 

Collinson & Babbington (1997) assert that companies have four (4) broad options in which to account for 

environmental issues in their reporting. The first option is for companies to ignore it completely, an option that 

may not be sustained due to disclosure pressure from stakeholders. Secondly, companies may give partial 

attention to it in their annual reports. A third option is for companies to produce environmental review report 

embedded in their annual reports. The fourth option is for a company to choose and produce a “stand alone” 
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environmental report which is attested to by an independent verifier, an option that is regarded as the best 

practice in environmental reporting (Alexander and Britton, 2000). Schalttegger, Gibassier & Zvezdov (2011) 

document evidence that companies in developed nations including UK, Germany, Australia, USA, France, 

Japan, Canada, the Netherlands embraced Environmental Accounting to the extent of issuing verified stand 

alone environmental reports.  

 

In Nigeria, there is dearth of studies on corporate environmental reporting as it is an emerging issue (Oba & 

Fodio, 2007). Few studies that exist include Osemene & Olaoye (2009) who evaluated the effect of 

Environmental Accounting factors on the life of inhabitants of oil producing communities in Nigeria. The study 

identified environmental factors associated with oil and gas companies to include acid rain, land degradation, 

ozone layer depletion, environmental pollution but found that oil companies failed to incorporate these factors 

and cost them. The study failed to identify any reason for this failure. Also Ebinobowei (2011) examined annual 

reports of companies for the period of 2005-2007 in a study of Social Accounting disclosures in annual reports 

of Nigerian listed companies. The study found that the companies disclose more of social issues relating to 

employee safety, donations to community and community involvement in company activities rather than matters 

relating to the environment. Furthermore, Oba and Fodio (2012) examined environmental disclosures in both oil 

and gas firms and construction companies for the period 2005-2009 and found that environmental factors are 

inadequately recognized by the firms in the two sectors. Also in examining the Nigerian manufacturing 

companies, particularly the cement companies for the year 2011, Uwuigbe and Jimoh (2012) document evidence 

that corporate environmental disclosures of the companies contain little or no quantifiable data. The study 

further found that disclosures focus more on the company’s social responsibilities pertaining to employees and 

community welfare. 

 

A possible reason for lack of environmental disclosures as evidenced by these studies may be suggestive that the 

companies may not have embraced Environmental Accounting to enable them identify trace and track 

environmental expenditures. Jasch (2003) states that total corporate environmental expenditure is the total sum 

of environmental protection expenditure (waste disposal and emission, treatment, environmental management 

and pollution prevention), costs of wasted materials and costs of waste capital and labour for which the 

application of EMA helps to trace and track. This study seeks to establish if cement companies use this 

technique and if not to identify factors responsible for this. 

 

Methodology        
The study examines cement manufacturing companies listed on the Nigerian Stock Exchange for the period 

2013. A sample of four (4) cement companies was randomly selected from the six cement companies listed on 

the Nigerian Stock Exchange. The sample consists of: 

 

(i) Ashaka Cement Plc 

(ii) Dangote cement Plc 

(iii) Larfarge WAPCO Plc 

(iv) Cement Co. of Northern Nigeria Plc   

 

Primary sources of data were used to collect the data. The primary source is through a  questionnaire which is 

designed in two sections. The first part consists of questions relating to the extent of use of EMA using the six 

environmental cost categories identified by Jasch (2003) and IFAC (2005). The questionnaire was administered 

to the Chief Executive Officers and Head of Finance/Accounts and Senior officers of the Accounts department 

and Internal Auditors of the companies to obtain their responses as to the extent in which EMA technique is in 

force. These officers were selected as they are most likely to understand issues relating to accounting since this 

study is technical in nature. Nine (9) members of staff from accounts department, two (2) from Internal Audit 

department and the chief executive officer of each sampled company were selected. This gave 12 respondents 

from each company thereby leading to 48 respondents in all the sampled companies.   

 

The second part of the questionnaire consists of questions relating to possible factors responsible for the non-

application of the EMA technique in the cement manufacturing companies (if EMA is not applied in the firm) 

such questions include: The extent to which; 

 

(i) there is awareness about environmental impact of the company 

(ii) there is communication between environmental personnel, other departments and accounting 

department  

(iii) environmental costs are hidden in overheads 

(iv) the use of material, flow and cost information is adequately tracked   
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(v) all environmental-related costs information are found in the Accounting department 

(vi) full information (including environmental costs) is available for investment decision purposes. 

 

These responses are then ranked using Spearmen Ranking Correlation to determine the most significant factor 

hampering lack of use of EMA. Of the 48 questionnaire sent out, 40 were returned and were found usable 

leading to 80% response rate which is considered adequate for generalization of findings.  

 

Results and Discussion 

Tables 1, 2 and 3 present the results. Table 1 shows the extent to which EMA is used in the companies. Table 2 

shows the factors responsible for not embracing EMA for environmental Reporting and Table 3 shows the 

ranking of the factors influencing the non-implementation of EMA for environmental Reporting. These tables 

are presented and discussed below: 

 

Table 1: Responses on extent of use of EMA in the books of the companies 

 Financial 

Acctg. Books 

Cost Acctg. 

Books 

Environmental 

mgt. acctg. books 

1 Raw materials purchased for production  40 40 0 

2 Method of separating materials cost to product and 

non-product cost 

40 0 0 

3 Waste and emission cost 40 0 0 

4 Research and development costs and disposal matters  40 0 0 

5 Cost of environmental related equipment e.g refuse 

disposal equipment  

40 0 0 

6 Physical information on material, energy and water 

flow balances.  

0 4 0 

7 Fines and penalties for improper treatment of waste 

and emission  

40 0 0 

8 Costs of services provided by external parties for 

environmental management 

40 0 0 

9 Costs of water and energy consumed by the company 40 0 0 

Sources: Researcher, 2014 

 

From table 1 above, 100% respondents indicate that records pertaining to environmental costs are embedded in 

the Financial Accounting books and that though the raw materials purchased for production is also found under 

the cost accounting books, it is still linked to the financial accounting books for reporting. The implication of the 

finding is that there are no specific books to capture environmental costs and revenue in the cement 

manufacturing companies. EMA Accounting Technique is therefore not put into practice in the companies. With 

this finding, it became necessary to examine possible factors responsible for not embracing EMA.   

 

Table 2: Factors responsible for non-implementation of EMA 

 Strongly 

agree 

Agree  Disagree  Strongly 

disagree  

Total  

1 There is awareness by all stakeholders of the 

environmental impact of company activities  

0 0 0 40 40 

2 There is communication between environmental 

personnel and the other departments.  

0 0 0 40 40 

3 There are pressures from stakeholders (employees, 

government and consumers) for companies to 

report on environmental issues 

1 2 2 35 40 

4 There is need to have legislation in Nigeria on 

environmental reporting by companies  

33 4 3 0 40 

5 There is no accounting reporting framework for 

environmental issues  

29 7 2 2 40 

Sources: Researcher, 2014 

 

From table 2, 100% of respondents strongly disagree that there is awareness by all stakeholders of the company 

on the environmental impact of the company’s activities. 100% of the respondents are also of the view that there 

is lack of communication between environmental personnel and other departments including Accounts 

department. On whether there are disclosure pressures from employees, government, consumers and other 
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stakeholders for companies to report on environmental issues, 95% of the respondents state that there are no 

such pressures. On the question of the need to have legislation in Nigeria on environmental reporting by 

companies, 92.5% agree that there is such need so that companies may be mandatorily required to report on 

environmental impact caused by the company’s activities. The findings are consistent with Burritt and 

Schalteggar (2001) who document that environmental disclosure pressures is also effective if legislated upon. 

On whether the provision of Accounting Standards on Environmental reporting by the Accountancy Profession 

enhance environmental reporting, 90% agree while 10% disagree. This may suggest that in as much as having 

an accounting framework may improve the use of EMA, a voluntary approach is also a possibility to be 

encouraged.  

 

Table 3 shows the ranking of the factors responsible for non-implementation of EMA. The table is shown 

below: 

 

Table 3: Ranking of factors responsible for non-implementation of EMA in Environmental Reporting   

 No. of respondents  Ranking  

1 Lack of awareness by stakeholders  40 1
st
  

2 Poor communication between environmental personnel and other 

departments  

20 5
th

  

3 Lack of pressures from stakeholders 35 2
nd

  

4 Lack of legislation in Nigeria for mandatory reporting of 

environmental matters  

33 3
rd

  

5 No Accounting framework of standard for environmental reporting 29 4
th

  

Sources: Researcher, 2014 

 

The results indicate that of the five factors assessed, the most significant reason for companies not to embrace 

EMA is lack of awareness by stakeholders of environmental impact followed by lack of pressures from 

stakeholders on companies to report on environmental issues. These two reasons are linked because as 

stakeholders are not aware of the need for environmental reporting there was no need to look for technique for 

reporting it. As noted by Malarvizhi and Sangeeta (2009), lack of awareness and pressures from stakeholders 

made companies in developing countries to have unsystematic and inadequate reporting on environmental 

matters. Lack of legislation is ranked as the third; lack of Accounting Standard is ranked as the fourth with lack 

of communication between environmental personnel and other departments being ranked 5
th

 –the least.  

 

As Nigeria prepares to be among the top 20 economies of the world in the year 2020, the implication is that 

there will be industrialization of the country with its attendant consequences of environmental problems; air and 

water pollution, noise, ozone layer depletion, soil degradation, deforestation, etc. The low awareness of 

environmental reporting by stakeholders need to be improved upon since this serves as the greatest impetus to 

use a technique for identifying the cost and savings to an enterprise of environmental performance.      

 

Conclusions and Recommendations  

The overall results of the study show that cement manufacturing firms in Nigeria do not embrace environmental 

Management Accounting to enable them identify, trace and track the environmental costs. The failure of the 

companies to embrace EMA has also made them to lose sight of not only environmental costs and risk but also 

associated environmental savings which could improve the profits of the company and make the companies 

more socially acceptable.  

 

(i) Government should strengthen its environmental Agency (National Environmental Standards 

Regulation and Enforcement Agency - NESREA) to promote good environmental practice within business in 

Nigeria to persuade companies to reduce their impacts on the environment through enlightment programmes 

that focus on cost savings so that companies clearly see and understand the significant financial and business 

benefits associated with improved environmental performance.  

(ii) Each company should have an organizational structure to include Department of environment with 

environmental personnel to constantly give management reports on environmental matters.  

(iii) Cement Manufacturing Companies should incorporate Environmental Management Accounting into 

their MIS so as to adequately identify, trace and track environmental costs and savings which all help for the 

continuity of their survival.  

(iv) Stakeholders should continue to intensify disclosure pressures on companies to supply information on 

environmental matters following which there should be “consumer boycott” of products of non- 

environmentally friendly companies. 

 



 

ICSSL -2015 | Corporate Environmental Accounting and Reporting in Nigerian Cement Manufacturing 

Companies. 

110 

 

 

BUSSINESS International Conference on Social Science and Law 

References   
EC (2003). “Directive 2003/51/EC of the European Parliament and of the council  of 18th June, 2003 on the 

annual and consolidated accounts of certain types of companies, banks and other financial institutions and 

insurance undertaking”. 

 

Economic Commission (EC, 1992). Fifth Action Programme. 

 

Embimobowei, A. (2011). A study of Social Accounting disclosures in Annual Reports of Nigerian companies. 

Asian Journal of Business management vol. 3 No. 3 pp. 145-151 

Environmental Financial Accounting and Reporting at corporate level: A report of UNCTAD Secretariat, 

fifteenth session Geneva, 11-13 February, 1998. 

 

Gray, R. & Babbington, J. (2000). Environmental Accounting, managerialism and sustainability. Is the planet 

safe in the hands of business and accounting? Advances in Environmental Accounting and management. Vol. 1 

No.1 pp. 1-44 

 

IFAC (2005). International Guidance Document. Environmental Management Accounting. New York. IFAC. 

 

Jasch, C. (2003). The use of Environmental Management Accounting (EMA) for indentifying environmental 

costs. Journal of Cleaner Production. Vol. 2 pp. 667-676 

 

Johnson, F. (2014). Ozone layer. Federal Government donates N220m equipment. The Nation, September, 19.   

 

Malarvizhi, P. & Sangeeta, Y. (2009). Corporate environmental disclosures on the internet: An empirical 

analysis of Indian companies. Issues in social and Environmental Accounting. Vo. 2 No.2 pp. 211-232 

 

Manoj, G. (2014). Corporate Environmental Accounting: The issues, its practices and challenges: A study on 

Indian Corporate Accounting practices. Journal of Business and Management Vol. 16. No. 5 pp.36-42 

 

Oba, V.C & Fodio, M.I. (2012). Comparative Analysis of environmental disclosures in oil and Gas and 

construction industries in Nigeria. Journal of Sustainable Development in Africa. Vol. 14 No.6 pp.19-28  

 

Osemene, O.F & Olaoye, J.A. (2009). An evaluation of the effects of Environmental Accounting factors on the 

life and inhabitants of the oil producing communities of Nigeria. LAPAI International Journal of Management 

and Social Sciences. Vol. 2 No.1 pp. 59-70 

 

Schaltegger & Burritt (2000). Contemporary Environmental Accounting: Issues, concepts and practice. U.K. 

Greenleaf Publishing Limited. 

 

Subair, K. (2014). Determination of the extent to which Lafarge WAPCO’s cement production activities affect 

agricultural output in the host community of Ewe Koro. Ph.D Thesis. Presented to the school of Business, Media 

and Technology American Heritage University, USA.  

 

Tilt, C.A. (1994). The influence of external pressure groups on corporate social disclosure. Some empirical 

evidences:  Accounting and Auditing and Accountability Journal. Vol. 7 No. 4 pp. 42-47  

 

Tilt, C.A. (2001). Environmental disclosures by Australian companies: What is happening outside annual 

reports? Being a paper presented at Asia Pacific Interdisciplinary Research in Accounting (APIRA) Conference, 

Adelaide South Australia in 2001. 

 

UNDSD (2001). Environmental Management Accounting procedures and principles. United Nations, New 

York.  

 

Uwuigbe, U & Jimoh, J. (2012). Corporate environmental disclosures in Nigerian Manufacturing Industry: A 

study of selected firms. African Research Review. Vol. 6 N.3 pp. 71-83  

 

 

 

 

 



 

ICSSL -2015 | Corporate Shareholdings Structure and Dividend Payout Ratio of Listed in Chemical and 

Paints Companies in Nigeria 

111 

 

 

BUSSINESS International Conference on Social Science and Law 

Corporate Shareholdings Structure and Dividend Payout Ratio of Listed in Chemical and 

Paints Companies in Nigeria 
 

Musa Adeiza Farouk 

Department of Accounting, 

Kaduna State University, Kaduna – Nigeria 

musafarouk@yahoo.com or mscmusafarouk@yahoo.com 

Tel: +2348034063226, +2348079589428 

 

 

Latifat Muhibudeen 

Department of Accounting and finance 

Northwest University, Kano – Nigeria 

ltmltmltm@yahoo.co.uk 

Tel: +2348030487274 

 

ABSTRACT 

 

This paper is an empirical analysis of influence of Corporate Shareholdings Structure on Dividend payout ratio 

of listed Chemical and Paints Companies in Nigeria. The study is for the period of 2008-2013. The listed 

Chemical and Paints Companies are Eight (8) in number as provided by Nigerian stock exchange fact book for 

2013. All the eight firms were used for the study. Corporate Shareholdings Structure was proxy with managerial 

shareholding, institutional shareholding, block shareholding and foreign shareholdings, while dividend payout 

ratio was proxy with dividends to net income for the same period. The data were collected from secondary 

source through the annual reports and accounts of the firm. The study adopted multiple regression technique. 

The findings revealed that managerial shareholdings has negatively, strongly and significantly impacted on 

dividend payout ratio of listed Chemical and Paints Companies in Nigeria, while Institutional shareholdings, 

Foreign shareholdings have positive, strong and significant influence on dividend payout ratio. But block 

shareholding shows no significant contribution to dividend payout ratio of listed Chemical and Paints 

Companies in Nigeria. It is recommended amongst others that the listed Chemical and Paints Companies should 

increase the number of shares allotted to institutional shareholders and foreign shareholders where investors are 

only interested in dividend payment as it may serve as a sure means of having increase in payment of dividend 

to shareholders. But where shareholders are only interested in capital gain rather than dividend payment, the 

shares held by management should be increased as this will discourage payment of high dividend in favour of 

capital gain. 

 

Key words: Dividend payout ratio, corporate shareholdings structure, Bird-in-hand theory, Signaling 

theory, Agency theory. 

 

1.1 INTRODUCTION 

 

Dividend is one of the rewards to the shareholder for their contribution in raising fund for a company and for 

bearing the relevant risks. In this regard, management of a company formulates a dividend policy to divide and 

distribute earnings among the shareholders for their investments. Dividend policies have crucial influence on the 

value of firm. This is because a company has to maintain a state of equilibrium between the firm’s growth 

policies and the dividend payout policies. A minor mistake can leads to shareholders dissatisfaction as well as 

can shake the firm’s growth. 

 

Due to the extent of business relationships which led to agency relationships, investors are skeptical that 

managers may take decisions for their self interest. So, the need for corporate governance is the necessity to 

restore investors’ confidence in business operations through transparency, accountability and responsibility. 

Corporate governance includes a set of relationships between a company's management, board, shareholders and 

other interested parties which will determine the direction of companies’ movement.  

 

One of the main features of corporate governance system are the shareholders. They indirectly play a role in 

corporate decision-making especially when it comes to issues regarding dividend payment and capital gain and 

can be effective in reducing agency costs. So, in a good corporate governance system, directors are accountable 

to the board and the board is accountable to shareholders and other interested parties (Esmailzadeh, Jalili, & 

Zand, 2010).   
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Since shareholders are aware that interests of executives are not consistent with them, they also use other 

mechanism for controlling managers. One of these mechanisms is paying a lot of attention to the structure of 

ownership. Therefore, some are of the opinion that one way to reduce the cost of conflict of interests between 

managers and owners is through increase in dividend payment as this may inform the owners that they 

(directors) are moving in line with corporate goals and shareholders also gain more confidence about 

performance of the directors. Thus, the dividend is a factor to reduce the cost of conflicts of interest and as such 

dividend payment or its increase will satisfy the interest of the shareholders (Mashayekh & Abdollahi, 2011). 

While some are of the view that investors may only be interested in capital gain rather than payment of 

dividend. Corporate governance is a mechanism and means of creating balance between shareholders and 

management in order to reduce agency problems, which will in-turn reduce the probability that managers pursue 

suboptimal dividend policy (Fakhari & Yosofalitabar, 2010).   

 

Given to the above background, it could be said that there has not been unanimous agreement by researchers on 

this subject matter due to the inconclusive nature of their researches and their mixed findings. The main 

objective of this study, therefore, is to investigate whether the structure of shareholdings have effect on the 

dividend policy of listed Chemical and Paints companies in Nigeria? The specific objectives are set out below: 

 

Objectives of the Study 

 

The major objective of the study is to ascertain the level to which corporate shareholdings structure influences 

the dividend payout ratio of listed Chemical and Paints Companies in Nigeria. Therefore the following specific 

objectives are set out below: 

 

i. to examine the impact of managerial shareholdings (MSH) on dividend payout ratio of Listed Chemical 

and Paints Companies in Nigeria; 

ii. to investigate the influence of institutional shareholdings (ISH) on dividend payout ratio of Listed 

Chemical and Paints Companies in Nigeria; 

iii. to determine the effect of block shareholdings (BSH) on dividend payout ratio of Listed Chemical and 

Paints Companies in Nigeria; 

iv. to determine the contribution of foreign shareholdings (FSH) on dividend payout ratio of Listed 

Chemical and Paints Companies in Nigeria; 

 

In line with the above stated objectives, the study hypothesized the following hypotheses in null form. 

 

Ho1. Managerial shareholdings have no significant impact on dividend payout ratio 

Ho2. Institutional shareholdings have no significant influence on dividend payout ratio 

Ho3: Block shareholdings have no significant effect on dividend payout ratio 

Ho4: Foreign shareholdings have no significant effect on dividend payout ratio 

 

A study of this nature will no doubt serve as an indispensable planning tool for managers, policy makers, 

Investors and potential investors. It will assist managers to see corporate shareholdings structure that helps in 

maximizing shareholders wealth through the payment of dividend or capital gain. 

 

In order to achieve the above stated objectives, this paper is organized into five sections, with this section being 

the Introduction. Section 2 deals with the review of relevant and related literatures. Section 3 is dedicated to the 

methodology of the study. Section 4 and 5 present and discusses the results of the data analysis after which 

conclusions were made. 

 

2.1 LITERATURE REVIEW AND THEORETICAL FRAMEWORK 

 

2.1.1 Managerial shareholdings and Dividend Payout ratio 

 

Jensen (1986) argued that managers prefer to retain earning instead of giving it to shareholders as a dividend. 

Managers want to use the resources for the growth of the firm as well as for their personal benefits. Eckbo and 

Verma, (1994) showed that dividend decreases with the increasing power of managerial ownership and also 

argued that in the  managers’ controlled firms where they have absolute voting power , the cash dividend is zero. 

The analysis of Chen, Cheung, Stouraitis and Wong (2005) also showed a negative relationship between the 

managerial ownership and dividend policy. Short, Zhang and Keasey (2002) found that there is a negative 

relationship between managerial ownership and dividend payout policy. Wen and Jia (2010) found that 

managerial ownership is negatively associated with dividend policy in the bank holding companies. Jensen, 
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Donald and Thomas (1992) argued that the managerial ownership has a negative impact on the dividend payout 

policy and the firm’s debt.  Mehrani, Moradi and Eskandar (2011) found the evidence in support of negative 

association between the managerial ownership and dividend payment policy. The relationship is also clearly 

recognized in the work of Short, Hao and Kevin (2002) who found a negative alliance between managerial 

ownership and dividend policy. Gugler and Yurtoglu (2003) find a large negative effect of announced dividend 

changes in German companies where corporate insiders have more power. 

 

2.1.2 Institutional shareholdings and Dividend Payout ratio 

Institutional investors are the large investors such as banks, investments firms, insurance companies and other 

financial institutions etc, who having huge sum of money are capable of investing money in different 

corporations. Therefore, they are very influential in performing their corporate governance roles. Corporate 

governance is specifically geared towards reduction of agency cost. Many prior studies such as Waud (1966), 

Fama and Babiak (1968) and Short et al. (2002) suggested that there is significant relationship between the 

dividend policy and institutional ownership. Wen and Jia (2010) found that Institutional ownership is negatively 

associated with dividend policy in bank holding companies. The relationship is also clearly recognized in the 

work of Short et al. (2002) who found a positive alliance between institutional ownership and dividend policy. 

Many theories are considered important for the relationship between institutional ownership and dividend policy 

which among others are agency theory and signaling theory. 

 

2.1.3 Block shareholdings and Dividend Payout ratio 

Concentrated ownership refers to the structure where large shareholders own the huge amount of a firm stock. 

These concentrated ownership or block-holders (the investors who hold at least 5 % or more of the firm stock) 

are more concerned about the monitoring of the management decisions with the purpose of protecting their 

investments. Concentrated ownership plays a significant role in corporate policies, especially concerning the 

dividend payment policy. The management will also give preference to the large shareholders because of their 

influential impact on the firm’s important decisions.  Kouki and Guizani (2009) stressed that Tunisian 

companies having concentrated ownership distribute more dividends. The study also shows positive relationship 

between concentrated ownership and dividend payout. According to Mitton (2005), there exist the positive 

association between block holding and dividend Payout in emerging market. Ramli (2010) empirically found in 

the study of Malaysian listed companies, where ownership structure is more concentrated, that as the shares of 

the large shareholders increases, firms will strive to make higher dividend payout because controlling 

shareholders have greater influence over the dividend payout policy. Some prior studies also showed negative 

relationship between the concentrated ownership and dividend policy. Gugler and Yutoglu (2003) showed that 

firms with high ownership concentration tend to pay lower dividends. Maury and Pajuste (2002) argued that the 

existence of concentrated large shareholder negatively affects the dividend payout and they found the negative 

relation between the ownership concentration of control and the dividend payout. All these prior studies have 

observed that firm’s concentrated shareholders can influence the dividend policy. 

 

2.1.4 Foreign shareholdings and Dividend Payout ratio 

Kang and Stulz (1997) find that foreigners investing in Japan tend to underweight smaller and highly leveraged 

firms.  They argue that foreigners invest in firms that they are better informed about to reduce the costs 

associated with informational asymmetries.  As Kang and Stulz, Dahlquist and Robertsson (2001) find foreign 

owners of Swedish firms show a preference for large firms, firms paying low dividends, and firms with large 

cash positions on their balance sheets. Rozeff, 1982; Easterbrook, 1984 found that the level of foreign 

ownership is positively associated with dividend payouts. 

 

2.2 Theoretical Framework 

 

Agency theory   

Even if a firm does not have free cash flow, dividend payments can still be useful for the shareholders in order 

to control the overinvestment problem. Easterbrook (1984) argues that dividends reduce the overinvestment 

problem because the payment of dividends increases the frequency with which firms have to go to equity 

markets in order to raise additional capital. In the process of attracting new equity, firms subject themselves to 

the monitoring and disciplining of these markets. This lowers agency cost. For the purpose of this research 

work, the above theory is used to underpin the study. 

 

3 RESEARCH METHODOLOGY AND MODEL SPECIFICATION 

This study adopts the Ex-post factor design method. This is because the study investigates the impact of 

corporate shareholdings structure on dividend payout ratio of listed Chemical and Paints Companies in Nigeria. 

The data for this study were obtained mainly from secondary sources which were collected from the audited 
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annual reports and accounts of the listed Chemical and Paints Companies in Nigeria. The population of the 

study consists of the Eight (8) listed Chemical and Paints Companies in Nigeria. The data of the eight firm’s 

were used. This used the Ordinary Least Square Multiple regression technique. Multiple regression technique 

was used and SPSS was used as our tool of analysis. 

 

Model Specification: 

In an attempt to examine the influence of corporate shareholdings structure on dividend payout ratio of listed 

Chemical and Paints Companies in Nigeria, a multiple linear model is built. The model captures the contribution 

of Managerial shareholdings, Institutional shareholdings, Block shareholdings, and foreign shareholdings on 

dividend payout ratio of listed Chemical and Paints Companies in Nigeria. 

 

DDIIVVPPAAYYiitt  ==  αα  ++  ββ11MMSSHHiitt  ++  ββ22IISSHHiitt  ++  ββ33BBSSHHiitt  ++  ββ44FFSSHHiitt  ++  ββ55RROOAAiitt  ++  ββ66GGRRWWTTHHiitt  ++  ββ77LLEEVViitt  ++  µµiitt  

Where DIVPAY is Dividend Payout ratio measured as dividends to net income for the same period  

MSH: Managerial shareholdings measured as the ratio of shares held by the management to total shares in issues 

ISH: Institutional shareholdings measured as the ratio of shares held by institutions to total shares in issues 

BSH: Block shareholdings measured as the ratio of shares held in block to total shares in issues 

FSH: Foreign shareholdings measured as the ratio of shares held by foreigners to total shares in issues 

α is constant 

β1 – β4 are the coefficient of the parameter estimate.  

µ is the error term. 

 

4 RESULTS AND CONCLUSIONS 

This segment presents the analysis of the data and tests of hypotheses formulated in section one of the paper. 

First, descriptive statistics table is presented and analysed, followed by the correlation matrix table and the 

summary of Regression Result table, The policy implications and Recommendation are made and drawn from 

the findings of the study. 

 

Table 4.1:  Descriptive Statistics 

 

VVaarriiaabbllee  MMiinn  MMaaxx  MMeeaann  SSttdd..  DDeevv..  SSkkeewwnneessss  

DDIIVVPPAAYY  ..00000000  ..99778866  ..008877668855  ..22009922119922  22..889999  

MMSSHH  ..0011  ..6655  ..22339900  ..2222004411  ..555599  

IISSHH  ..0000  ..7788  ..44335500  ..2200119977  --..770066  

BBSSHH  ..1166  ..9966  ..66999922  ..2200008888  --..997711  

FFSSHH  ..0000  ..3399  ..00330000  ..1100006688  33..112288  

RROOAA  --22..7766  55..9922  00..00666600  11..0077221177  22..998833  

GGRRWWTTHH  --5555..8833  5588..1177  44..22224488  1133..5599559966  --00..009977  

LLEEVV  00..1133  00..9977  00..55668811  00..2244116666  00..004477  

 Author’s Computation, 2014 

 

From Table 4.1 above, the mean value for dividend payout ratio is 9% for firms, while Managerial 

shareholdings and Institutional shareholdings were having an average value of 24% and 44% respectively. Also, 

Block shareholdings have an average value of about 70% and foreign shareholdings mean value stood at 3% 

within the period of the study. The minimum value for dividend payout ratio is 0.000 while the maximum is 

0.9786. The minimum value of dividend payout ratio is as a result of the fact that some of the firms do not pay 

dividend for some years. Managerial shareholdings have a minimum value of 0.01 and a maximum value of 

0.65. Institutional and foreign shareholdings recorded a minimum value zero (0) and a maximum value of 0.78 

and 0.39 respectively. Block shareholdings recorded a minimum value of 0.16 and a maximum value of 0.96. It 

is observed that among the independent variables, managerial shareholdings have the highest standard deviation 

and therefore it shows that the managerial shareholdings have the least contribution to the endogenous variable.  

 

While on the other hand, foreign shareholdings have the lowest standard deviation and it therefore shows its 

highest contribution to the regressand of the study. The skewness values were all close to 0 and 1 which implies 

that the data is tolerably mild and normally distributed except for dividend payout ratio and foreign 

shareholdings that is high than normal. Therefore the result from the normality test substantiates the validity of 

the regression result. 
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The Correlation Matrix Table 

The table below explains the association between the regressand and the regressors and also the association 

between the regressors themselves. The values were extracted from the Pearson correlation of two-tailed 

significance. 

 

Table 4.2:  Correlation Matrix 

VVaarriiaabbllee  DDIIVVPPAAYY  MMSSHH  IISSHH  BBSSHH  FFSSHH  RROOAA  GGRRWWTTHH  LLEEVV  

DDIIVVPPAAYY  11                

MMSSHH  --00..337799**  11              

IISSHH  00..110088  00..009944  11            

BBSSHH  --00..225544******  00..668888**  --00..336677****  11          

FFSSHH  --00..008844  00..552211**  --00..111122  00..339955**  11        

RROOAA  00..115555  --00..114477  --00..220099  00..003388  00..003388  11      

GGRRWWTTHH  00..111111  00..114488  00..119955  --00..004422  --00..004422  --00..883377**  11    

LLEEVV  --00..110022  --00..441177****  --00..226611  00..007777  00..007777  00..110022  --22..223377  11  

 

Author’s Computation, 2014 

*. Correlation is significant at the 0.01 level (2-tailed). 

**. Correlation is significant at the 0.05 level (2-tailed). 

***. Correlation is significant at the 0.10 level (2-tailed). 

 

Table 4.2 above shows that all the independent variables (MSH, BSH and FSH) are negatively related with 

DIVPAY except ISH that is positively associated with DIVPAY. However, managerial shareholding is 

significantly related with Dividend payout ratio at 1% level of significance indicating a strong, negative 

relationship. Also Block shareholding is strongly, negatively and significantly related to dividend payout ratio at 

10% level of significance. While for Institutional shareholdings, foreign shareholdings and Dividend payout 

ratio were insignificantly related.  Amongst the exogenous variables, the relationship was very weak as expected 

except for only few of the independent variables that were significantly related. While some of the independent 

variables are negatively related, some were also positively related with themselves. The tolerance values and the 

variance inflation factor are two good measures of assessing multicolinearity between the independent variables 

in a study. The result shows that variance inflation factor were consistently smaller than ten (10) indicating 

complete absence of multicolinearity (Neter et ‘al; 1996 and Cassey et ‘al; 1999 as cited in Shehu and Buba, 

2011). This shows the suitability of the study model been fit with the four independent variables. Also, the 

tolerance values were consistently smaller than 1.00, therefore extend the fact that there is complete absence of 

multicolinearity between the independent variables (Tobachmel and Fidell, 1996). 

 

The Summary of regression result is presented in Table 4.3 

 

This table shows the regression result of the endogenous variable (DIVPAY) and the exogenous variables of the 

study (MSH, ISH, BSH and FSH). The presentation is followed by the analysis of the relationship and 

contribution of all the independent variables to the dependent variable of the study and also the cumulative 

analysis. 

Table 4.3:  Summary of Regression Result 

VVaarriiaabbllee  CCooeeffffiicciieenntt  tt--vvaalluueess  PP--vvaalluueess  TToolleerraannccee  VVIIFF  

CCoonnssttaanntt  ..331199  22..444422  00..001199      

MMSSHH  --..558800  --33..116622  00..000033  00..333355  22..998811  

IISSHH  ..229955  22..113377  00..003399  00..770055  11..441199  

BBSSHH  --..118855  --11..000044  00..332211  00..440000  22..550033  

FFSSHH  ..775566  22..446655  00..001188  00..557744  11..774411  

RROOAA  ..114400  33..337711  00..000022  00..227777  33..661122  

GGRRWWTTHH  ..001111  33..118822  00..000033  00..227711  33..668877  

LLEEVV  --..229955  --22..442299  00..002200  00..663366  11..557711  

RR          00..770066  

RR
22
          00..449999  

AAddjj  RR
22
          00..441111  

FF--SSttaatt..          55..669900  

FF--SSiigg          00..000000  

DD//WW          11..229955  

Author’s Computation, 2014 
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DDIIVVPPAAYY  ==  00..331199  --  00..558800((MMSSHHiitt))  ++  00..229955((IISSHHiitt))  --  00..118855((BBSSHHiitt))  ++  00..775566((FFSSHHiitt))  ++  00..114400((RROOAAiitt))  ++  

00..001111((GGRRWWTTHHiitt))  --  00..229955((LLEEVViitt))  ++  00..11660055333322  

  

The cumulative correlation between the endogenous variable and all the exogenous variables is 0.706 showing 

that the association between Dividend payout ratio and Corporate Shareholdings Structure used in the study is 

71% which is positively, strongly and statistically significant. This implies that for any changes in Corporate 

Shareholdings Structure of listed Chemical and Paints Companies in Nigeria; their Dividend Payout ratio will be 

directly affected. 

 

The cumulative R
2
 (0.499) which is the multiple coefficient of determination gives the proportion of the total 

variation in the endogenous variable explained by the exogenous variables jointly. Hence, it signifies 50% of the 

total variation in Dividend payout ratio of listed Chemical and Paints Companies in Nigeria is caused by their 

Managerial shareholdings, Institutional shareholdings, Block shareholdings and foreign shareholdings. This 

indicates that the model of the study is fit and the exogenous variables are properly selected, combined and 

used.  

 

The Durbin Watson tests of first order auto-correlation which have a value of 1.295 indicates that errors are 

uncorrelated to each other indicating absence of serial correlation within the period of the study. 

 

Managerial shareholdings and Dividend payout ratio 

From the table above, Managerial Shareholdings has a t-value of -3.162 and a coefficient value of -0.580 which 

is significant at 1%. This signifies that managerial shareholding has negative, strong and significant influence on 

the Dividend payout ratio of listed Chemical and Paints Companies in Nigeria. It therefore implies that for every 

1% increase in the number of shares held by directors, the Dividend payout ratio of listed Chemical and Paints 

will decrease by N0.58. 

 

This provides an evidence of rejecting null hypothesis one of the study which states that managerial 

shareholdings has no significant influence on dividend payout ratio. 

 

Institutional shareholdings and Dividend payout ratio 

From the table above, Institutional shareholding has a t-value of 2.137 and a coefficient value of 0.295 which is 

significant at 5%. This signifies that Institutional shareholdings have positive, strong and significant influence 

on the Dividend payout ratio of listed Chemical and Paints Companies in Nigeria. It therefore implies that for 

every 1% increase in the Proportion of shares held by Institutions in listed Chemical and Paints Companies in 

Nigeria, the Dividend payout ratio will increase by N0.30.  

 

This provides an evidence of rejecting null hypothesis two of the study which states that institutional 

shareholdings has no significant effect on dividend payout ratio 

 

Block shareholdings and Dividend Payout ratio 

From the table above, Block shareholding has a t-value of -1.004 and a coefficient value of -0.185 which is 

insignificant. This signifies that Block shareholdings is negatively, weakly and insignificantly influencing the 

dividend payout ratio of listed Chemical and Paints Companies in Nigeria. It therefore implies that for every 1% 

increase in the number of shares held in block in listed Chemical and Paints Companies in Nigeria within the 

study period, the Dividend payout ratio have no any significant changes. 

 

This provides an evidence of failing to reject null hypothesis three of the study which states that block 

shareholdings has no significant impact on dividend payout ratio. 

 

Foreign shareholdings and Dividend payout ratio 

From the table above, foreign shareholding has a t-value of 2.465 and a coefficient value of 0.756 which is 

significant at 5%. This signifies that foreign shareholdings have positive, strong and significant influence on the 

Dividend payout ratio of listed Chemical and Paints Companies in Nigeria. It therefore implies that for every 

1% increase in the Proportion of shares held by foreigners in listed Chemical and Paints Companies in Nigeria, 

the dividend payout ratio will increase by N0.76.  

 

This provides an evidence of rejecting null hypothesis four of the study which states that foreign shareholdings 

has no significant effect on dividend payout ratio 
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CONCLUSIONS  

It is concluded that corporate shareholdings proxies have influence on the dividend payout ratio of listed 

chemical and paints companies in Nigeria. It is recommended amongst others that the listed Chemical and Paints 

Companies should increase the number of shares allotted to institutional shareholders and foreign shareholders 

where investors are only interested in dividend payment as it may serve as a sure means of having increase in 

payment of dividend to shareholders. But where shareholders are only interested in capital gain rather than 

dividend payment, the shares held by management should be increased as this will discourage payment of high 

dividend in favour of capital gain. 
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8. Premier Paints Plc 
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ABSTRACT 

The study examines the effect of finance and Human resource (academic staff) on Nigerian Higher Education 

enrolment and economies of scale (from economics perspective). Over the years, the problem of inadequate 

finance (underfunding)for education had been generating a lot of strife between Academic Staff Union of 

Universities(ASUU) and Nigerian government. The privatisation of the Nigerian university system was a step 

geared toward solving problems facing the university system due to increasing enrolment.The privatisation 

increased enrolment and number of universities butdespite the increase in enrolment the new Private 

Universities(41) which outnumbered the Federal(27) and State(36) Universities have less enrolment than those 

Public Universities. Also, the average enrolment per university shows the enrolment figures were small on the 

average, ranging between 4,094 and 13,018 compared with University College London which had 21,620 

students in 2009 (with 4000 academic staff and 648 Professors) and was ranked the 4
th 

university in the world 

(2
nd

 in Europe) in 2010 world universities ranking (Wikipedia). Thus, Nigeria could not enjoy economies of 

scale despite the increase in number of universities.If Nigeria will enjoy economies of scale the enrolment must 

be increased but the facilities on ground could not allow for it. As Nigeria budgetary allocation to education did 

not meet the UNESCO recommended 26% of budgetary allocation, the apparent shortage of finance available 

to the university system has been responsible for shortage of all resources. The results revealed that the 

interactive effect had very important impact on enrolment in Nigerian Universities. The study therefore gave 

some recommendations for improvement. 

 

Keywords: finance, Academic-staff, Universities, enrolment, economies- of-scale 

 

1. INTRODUCTION 

Finance is a branch of economics concerned with resource allocation and resource management, acquisition and 

investment. Simply, finance deals with matters related to money and the investment market. 

 

The university system provides the much needed human resources for the accelerated growth and development 

of a country (Abdulkareem;2001). The belief in the efficacy of education as a powerful instrument of 

development has led many nations to commit much of their wealth to the establishment of educational 

institutions at various levels. Until 1999, the establishment, ownership, management and funding of universities 

in Nigeria remained the exclusive reserve of federal, regional and state governments until 1999 when private 

sector  was allowed (Akpotu and Akpochafo, 2009).  In the last thirty years the demand for university education 

had increased astronomically, resulting in a very high percentage of unsatisfied demand every year. The supply 

of university education in Nigeria however, has always been limited by the finance the owners (governments) 

have been willing and able to give to the universities as grants. In developed countries, the shift in higher 

education is reflected in direct public expenditure on higher education institutions whereas in developing 

countries like Nigeria it is not usually so (Fabiyi&Uzoka, 2009).  So, over the years, the problem of inadequate 

finance(underfunding) of education had been generating a lot of strife between the Academic Staff Union of 

Universities (ASUU) and the Nigerian government.  

 

The privatisation of the Nigerian university system was a step geared toward solving problems facing the 

university system due to increasing enrolment. In contrast, the increasing demand for university education 

remained unmet as less than 40% of candidates seeking university admission were admitted (ERC, 2006). This 

has called for this study to examine the effect of finance and Human resource (academic staff) on Nigerian 

Higher Education enrolment andfrom economics side: economics of production. (Economies of scale) 

 

Human resource(HR) is crucial but needs adequate funding to get the needed quantity, quality and mix. 

Therefore staffing and funding go hand in hand. So, the problem for human resource managers in the university 

system is issue of meeting the HR mix due to inadequate fund. Therefore, most of the earlier research works on 

Nigerian Universities by, Nwadiani and Akpotu (2002), Akutson (2005), Ajayi and Ekundayo (2007) were on 

the identified problems which were treated in isolation. This study therefore, tries to knit the two critical 

variables (funding and human resource) together and examine their interactive effect on enrolment trend and 

economics of production (economies of scale).  
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Hence, this study provides answers to the following questions: What are the relative and the joint effects of 

funding and human resource on the enrolment trend in the Nigerian university system? And how is finance 

affecting the economics of production(Economies of scale) with the expansion in the Nigerian university 

system? The specific objectives are to: highlight the trends of enrolment, staffing and funding in Nigerian 

universities; assess the joint and relative effects of funding and human resource(academic staff) on the 

enrolment trend in the Nigerian university system and examine the economic effects of the conditions in 

Nigerian universities on economies of scale in the system?  

 

The study covered a period of thirty years from 1980 to 2010. This period was selected because it covered the 

changes in the Nigerian University system and the year 2010 marked a decade after the privatisation of 

universities.  

 

2. LITERATURE REVIEW: 

Human resource is used to describe the labour force or that portion of a nation’s population which is capable of 

engaging in productive employment. This is in line with the definition by Tracey (2004) who defined Human 

Resources as the people that staff and operate an organization as contrasted with the financial and material 

resources of an organisation.  The various definitions revealed human resource as a modern concept that could 

be applied to staff, workers, manpower and what economists referred to as ‘labour’ which is one of the factors 

of production.  

 

According to Jones and Creese (2000), the workforce or human resource of a university consisted of very large 

group (academics) who carry out the core work of teaching and research, plus many smaller groups  (non-

academics) who carry out the range of corporate and support functions needed for the core work to continue 

labelled, ‘the general staff’. This study is using only the academic staff. 

 

Economies of Scale: The cost advantage that arises with increased output of a product. The simple meaning of 

economies of scale is doing things more efficiently with increasing size or speed of operation (Silvestre, 1987).  

Economies of scale arise because of the inverse relationship between the quantity produced and per-unit fixed 

costs; i.e. the greater the quantity of a good produced, the lower the per-unit fixed cost because these costs are 

shared over a larger number of goods. Economies of scale may also reduce variable costs per unit because of 

operational efficiencies and synergies (Gelles,1996). The exploitation of economies of scale helps explain why 

companies grow large in some industries (Silvestre, 1987). Economies of scale can arise in several areas within 

a large enterprise. While the benefits of this concept in areas such as production and purchasing are obvious, 

economies of scale can also impact areas like finance (Gelles,1996). Joe(2007) refers to  Economies of scale as 

the decrease in the long run average cost of a firm as production capacity is expanded in the long run. 

 

Funding or Finance situation in Nigerian Universities 

Ekundayo and Ajayi (2009) identified inadequate funding as the major challenge facing the management of 

university system in Nigeria. Meanwhile, Ajayi and Ayodele (2002) argued that there was an increase in the 

proportion of total expenditure devoted to education, but this had been considered to be rather grossly 

inadequate considering the phenomenal increase in student enrolment and increasing cost, which had been 

aggravated by inflation. They further confirmed that when the first generation universities were well-funded in 

the 1970s, it helped the 6 universities to maintain international reputation. Reports from the University of Ibadan 

were also discouraging: "everything in the University today points to an agonizing decline” (Abebe, 2001). 

 

Also, Ajayi and Ekundayo (2006) remarked that the Nigerian government over the years had not been meeting 

the United Nations Educational Scientific and Cultural Organisation (UNESCO) recommendation of 26% of the 

total budget allocation to education sector. Aina (2007) posited that government priority to education was still 

very low. The apparent shortage of fund available to the university system had been responsible for declining 

library, social and laboratory facilities in Nigerian Universities in recent years thereby making the governance of 

the university system a huge task (Ajayi and Ekundayo, 2006). 

 

Ekundayo and Ajayi (2009) werebothered about the deteriorated infrastructure which was leading to fast 

decaying of Nigerian Universities as almost all the resources required for education production process were in 

short supply. Lecture halls, laboratories, students’ hostels, library space, books and journals and office spaces 

are all grossly inadequate. Moreover, according to the NUC (2004), the Presidential Visitation Panels which 

looked into the operations of all federal universities between 1999 and 2003 reported that physical facilities in 

the universities were in deplorable condition. Meanwhile, this condition of resource inadequacy was described 

as an offshoot of endemic financial crises in the sector (Ajayi&Ayodele, 2002). 
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Sources of University Finance in Nigeria: Aina (2002) identified under-funding and over-reliance on 

government funds as major problems in university governance in Nigeria using descriptive analysis. The study 

argued that the effects of inadequate funding on teaching and research had `forced the Nigerian Universities to 

embark on income generating projects in order to source more funds. The paper identified the major sources of 

university revenues as grants from government, internally generated funds (incomes from investment and 

endowment/ gifts) and grants from sources outside usually for specific research and development projects.  

 

Aina (2002) further indicated that the government funds allocation to universities when it was based on student 

enrolment, forced many universities to increase enrolment figures to qualify for more funds making many 

Nigerian Universities to be over-crowded yet with dwindling structural facilities.  

 

Theoretical Framework: The study is based on production theory involving input and output. The inputs are 

the physical, human and financial resources while the outputs are the students referred to as enrolment. 

 

3. METHODOLOGY 

The research techniques used to achieve the objectives of this study were a combination of both descriptive and 

quantitative analyses. The descriptive analysis involved the use of secondary data obtained from National 

Universities Commission (NUC), published documents of the National Bureau of Statistics(NBS) and the 

internet facilities.  

 

The quantitative aspect of the study involved interactive or stepwise regression analysis of time series data of 

Nigerian Universities. It was meant to find out the interactive effect of funding and human resource on 

enrolment in Nigerian Universities over the study period. For the purpose of this study, the basic variables were 

human resources (HR) considering the academic staff (L1) alone, financial capital or funding for universities 

(K) taken to be the addition of capital and recurrent fund allocated to the University system and enrolment(E) 

used as the number of students (students’ population) being the potential output within the university system. 

The interactive effect of funding and academic staff (human resource) was confirmed using linear interactive 

regression based on equations 1 and 2. An "interaction variable" (KL) was constructed from an original set of 

variables to represent the interaction present in this situation where there were two independent variables, 

funding (K) and academic staff (L1) with enrolment (enr) as the dependent variable and additive model 

comprising enr, interactive variable and the two variables K and L1 were used.  

 

                 --------------------------------------------------------(1) 

                           -------------------------------------------(2) 

 

Equation (2) is the model with an interaction between variables K and L1 meaning the effects of kdepend on L1, 

that is,kvary with, the value of L1 (   is the error term). measured the partial elasticity of output with respect to 

capital.   band   measured the responsiveness of the dependent variable (students’ enrolment) to change in the 

quantity of academic staff, non-academic staff and funding.The intercept C was the predicted enrolment for the 

non-existence of funding and academic staff which was not relevant to the analysis here as no university could 

operate such. 

 

In an interactive model, interactive effect suggests that the effect of variable Kon Enrdepends on L1 which 

logically implied that Khad different effects on Enr, depending on the specific values of L1. In the interactive 

case, the effects of Kon Enrare therefore not a single constant, like the coefficient is in the simple linear additive 

model but instead; the effects of Kon L1varied depending on the coefficients of Kand KL, as well as the value of 

L1. The coefficient of K is just one effect K may have at L1=0, it therefore indicated the estimated effect of a 

unit change in K, holding L1fixed at zero. Since L1 could not be zero in any university, coefficient could not be 

used to interpret interactive effect in this case.  

 

In accordance withHatice and Bent (2010), this studyused F-statistics and first derivatives toexamine the 

interaction. When using F-test, the condition that would render Kand L1 wholly irrelevant to Enr would be when 

all three coefficients involved in the interaction, were zero. However, high value of F-statistic would suggest a 

significant relationship between the dependent and the independent variables.  

 

The unit root test was carried out on all the variables to test for their stationarity and determine their order of 

integration. This is because the presence of non-stationary in particular can often lead to spurious or 

unacceptable results.    
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4. PRESENTATION OF RESULT 

Quantitative Analysis of Data 

 

Table1.1: Number of Universities and Human Resource trends in Nigerian Universities 

Academic 

Session 

Universities Academic (L1) Enrolment Average Enrolment per 

University 
Number Growth rate Number Growth rate Number Growth rate 

1980/81 19 

4.7 

6,666 

6.4 

77,791 

8.7 

4,094 

1981/82 23 8,470 90,751 3,946 

1982/83 24 8,736 104,774 4,366 

1983/84 24 9,785 116,822 4,868 

1984/85 25 10,038 126,285 5,051 

1985/86 25 11,016 135,783 5,431 

1986/87 25 11,237 159,394 6,376 

1987/88 29 11,521 160,767 5,544 

1988/89 29 12,118 174,133 6,005 

1989/90 30 12,362 179,488 5,983 

1990/91 31 

3.8 

13,645 

3.5 

200,774 

8.4 

6,477 

1991/92 36 12,927 232,482 6,458 

1992/93 36 13,815 264,684 7,352 

1993/94 36 14,712 292,097 8,114 

1994/95 36 14,712 222,517 6,181 

1995/96 36 15,509 335,790 9,328 

1996/97 36 16,297 345,699 9,603 

1997/98 36 16,624 376,494 10,458 

1998/99 41 17,478 399,812 9,752 

1999/2000 45 19,309 448,230 9,961 

2000/01 46 

9.5 

18,867 

4.6 

481,800 

10.7 

10,474 

2001/02 52 18,426 518,000 10,163 

2002/03 53 22,046 627,609 11,842 

2003/04 56 23,359 728,980 13,018 

2004/05 75 27,482 758,354 10,111 

2005/06 80 27,384 807,686 10,096 

2006/07 91 27,394 1,096,312 12,047 

2007/08 94 30,817 942,541 10,027 

2008/09 104 30,309 1,200,000 11,538 

Source: Prepared from NUC (2010) University Statistics 

 

Table 1.2: Average Total Enrolments in Nigerian Universities by Ownership  

(Proprietorships and Student Populations) 

Year Federal (27)   % State (36)     % Private (41) % Total                    

1980-89 107,204 84.2 20,185 15.8 - - 127,389 

1990-99 215,102 75.5 69,882 24.5 - - 284,984 

2000-09 458,093 60.2 277,747 36.5 25,111 3.3 760,951 

Source: Compiled from NUC, (2010) University statistics 
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Table2.1: Finance of Education as a Percentage of Federal Government Expenditure: 1992 to 2010 

YEAR Allocation to Education as % of Total Budget 

1992 6.3 

1993 7.3 

1994 14.9 

1995 13.0 

1996 10.8 

1997 11.6 

1998 10.3 

1999 11.12 

2000 8.36 

2001                                     7.0 

2002 5.9 

2003 1.83 

2004 10.5 

2008 5.7 

2009/10 6.3 

Source: Akpotu & Akpochafo (2009), Ote et al (2009) & Hassan & Chiinedu  (2010) 

 

Table 2.2: Funding of Nigerian Universities (Request & Allocation) 

YEAR 

 

Amount Requested by    Universities 

 

Amount Allocated 

(Appropriation) as % of 

request 

Amount Received by 

Universities as % of 

request 

 Nominal value Real value   

1990 1,216,601,329.00 
4,149,390.62 

61.5 60.4 

1991 1,453,291,051.00 4,391,934.27 53.6 53.9 

1992 3,663,212,945.00 7,657,217.69 81.6 81.5 

1993 5,075,859,925.00 6,750,711.43 89.3 74.9 

1994 7,342,861,713.00 6,219,074.88 74.5 59.5 

1995 11,328,520,905.00 5,552,107.87 56.4 53.5 

1996 12,442,699,358.00 4,716,538.17 60.6 60.6 

1997 15,820,155,501.00 5,525,147.73 44.6 33.8 

1998 22,767,530,158.00 7,229,623.45 36.0 43.0 

1999 40,884,109,125.00 12,176,587.18 25.7 28.9 

2000 65,579,997,692.00 16,713,389.49 51.5 46.0 

2001 68,911,759,219.11 16,145,769.60 46.2 47.4 

2002 62,155,484,641.00 12,065,511.92 54.3 48.8 

2003 78,762,123,727.00 13,516,521.72 43.7 43.4 

2004 216,622,706,206.00 32,563,090.95 24.5 24.7 

2005* 62,215, 631,536 8,355,128.86  93.7 

2006* 82,376, 685,198 11,956,845.23  100.0 

2007* 90,565, 259,337 11,305,677.39  100.0 

2008* 105,751, 671,988 13,849,999.61  100.0 

Source: NUC (2010) University Statistics 

Notes: (a):The Federal Government also made direct releases to some universities from approved budget/ 

allocation in some years without reference to NUC. The NUC therefore, has no record of such releases. (b): The 

allocations represent approved allocations based on the Approved Budget 

(c ): * in 2005-2008) relates to years the Federal Government applied the “Envelope” System of budgeting 

(universities were not allowed to make request based on their needs) 

(d): Since 2005, Federal Ministry of Finance (FMF) released funds directly to universities.  
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Table 2.3: Funding of Nigerian Universities(Growth Rate) 

Academic 

Session 

Funding in Million N Annual growth 

Rate (%) 

Funding in N Annual growth 

Rate (%) Nominal Value Real Value 

1980-89 525.70 5.3 6,606,575 -12.62 

1990-99 4,443.19 30.2 3,600,258 2.06 

2000-09 53,826.42 13.5 9,636,046 4.87 

Source: Produced from NUC (2010) University Statistics 

 The Real values are obtained by deflating the nominal value by the composite Consumer Price index 

(1985=100) from Central Bank Statistical Bulletin 

  

Descriptive Analysis of Resource Trends and Effects on Enrolment and Economies of Scale  

The literature review confirms the funding problem in Nigerian Universities. The privatisation of the Nigerian 

university system was a step geared toward solving problems of providing needed resources and the enrolment 

through expansion of the university system from 19 universities in 1980/81 to 104 at the end of 

2008/2009(Table1.1). The rapid expansion has greatly increased students enrolments in both public and private 

universities from 77,568 in 1980/81 to about 1,200,000 in 2008/2009 session(Table1.1 ).  

 

Academic Staff Trend: Although there is a line of causality between enrolment and staffing in the Nigerian 

University system, but the increase in academic staff (6.4%,3.5% & 4.6%)is not commensurate with increase in 

enrolment(8.7%,8.4% &10.7%) over the study period(Table1.1).  

 

The main findings from the trends are that: despite the increase in enrolment, the new Private Universities(41) 

which outnumbered the Federal(27) and State Universities(36) have less enrolment than those Public 

Universities(table 1.2). Also, the average enrolment per university in column 8 of table 1.1 provided a better 

view of enrolment figures in Nigerian Universities. That shows the enrolment figures were small on the average, 

if it had been distributed equally among the universities as in the last column, ranging between 4,094 and 13,018 

compared with University College London which had 21,620 students in 2009 (with 4000 academic and 

research staff and 648 Professors) and was ranked the 4
th 

university in the world (2
nd

 in Europe) in 2010 world 

universities ranking (Wikipedia). 

 

It could be observed that despite the fact that most of the universities are overcrowded based on the resources 

made available due to underfunding (Table2.1) the enrolment is small thus, Nigeria could not enjoy economies 

of scale. So, despite the increase in number of universities, less than 40% of the students could secure admission 

into Nigerian universities. However, If Nigeria will enjoy economies of scale there will be need to even increase 

the enrolment but the facilities on ground could not allow for this. If the resources are up to date the universities 

could admit more students on the average for cost effectiveness.  Note that, enrolment ratios have a direct 

impact on economic growth, by increase in income per capita. 

 

Finance:Increased government expenditure lead to improved education quality as a quality variable. There is an 

important interaction effect between government expenditure and education quality  in that as more expenditure 

is devoted to education it leads to an improvement in quality which in turn improves economic growth as 

confirmed from the study by Arusha,(2009) . 

 

Over the past three decades Nigeria has been lagging behind in the success story of tackling enrolment problem 

and the subsequent human resource needs especially meeting the specified skill mix (ERC, 2006). In developed 

countries, the shift in higher education is reflected in direct public expenditure on higher education institutions 

but this is not usually the case in developing countries like Nigeria where budgetary allocation to education 

fluctuates year in year out (Table2.2). None of the Nigeria budgetary allocation to education met the UNESCO 

recommended 26% of budgetary allocation (Table2.1). For example, allocation between 1981 and 2007 ranges 

from 6.75% to 7.61% of total government expenditure (CBN Bulletin, 2005, 2008).  

 

There was an increase in the proportion of total expenditure devoted to education in nominal value as in 

table2.2, but this has been considered to be rather grossly inadequate considering the phenomenon increase in 

student enrolment and increasing cost, which has been aggravated by inflation. In table2.3the value (5.3%) 

considered to be increase in 1980s was even negative (-12.62%) when the real value was considered. The annual 

increase in the other two decades also reduced from nominal values of 30.2% and 13.5% to 2.06% and 4.87% 

(Table2.2). The apparent shortage of finance available to the university system has been responsible for 

declining library, social and laboratory facilities in Nigerian Universities in recent years. All the resources 
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required for education production process are in short supply. Lecture halls, laboratories, students’ hostels, 

library space, books and journals and office spaces are all seriously inadequate.  

 

Interactive Effect 

The correlation matrix as presented in second panel of Table 3.1 showed positive relationships between all the 

variables, funding, academic staff, and enrolment. These were in line with previous study by Akutson (2005). 

However, the correlation matrix suggested close relationship between funding, enrolment and academic staff 

that is they were strongly correlated (0.97).  

 

Table 3.1: Correlation Matrix (at level) 

Variables Enrolment Funding Academic Staff 

ENR  1.00  0.97  0.97 

K  0.97  1.00  0.92 

L1  0.97  0.92  1.00 

L2  0.67  0.54  0.77 

Source: Computed by the Author using Eviews 

 

The Time Series Properties of the Variables 

Regression results that involve the use of time series data have the tendency of producing spurious or 

unacceptable results especially when they are non-stationary over time. So, before proceeding to the estimation 

of the equations, the time series properties of the variables were determined to ascertain the stationarity or 

otherwise of the dataset.    

 

To find out the time series properties of the data, the unit root test was carried out using both Augmented Dickey 

Fuller and Phillips-Perron unit root tests. The result was presented in table 3.2. Since the ADF and Phillips-

Perron statistics in table 3.2 were greater than the critical value at levels, all the variables were integrated of 

order I(1) at 1% significant level. There was the need to use cointegration analysis to determine long-run 

relationship.  

 

Table 3.2: Time Series Properties of the Variables Used Augmented Dickey Fuller (ADF) Unit Root Test 

and Phillips-Perron Unit Root Test (with intercept) 

Variables Augmented Dickey Fuller Phillips-Perron  

 Level lag1 First Difference lag0 Level lag1 First Difference lag0 Order of Integration 

Enrolment (ENR) 4.458912 -9.032081 2.924330 -9.032081 I (1) 

Funding (K) 2.376547 -4.109026 2.910333 -4.109026 I (1) 

Academic Staff (L1) 0.186872 -4.222259 0.102746 -4.222259 I (1) 

Critical Value*:   

1% -3.6852 -3.6852 -3.6752 -3.6852 

5% -2.9705 -2.9705  -2.9665 -2.9705 

10% -2.6242 -2.6242  -2.6220 -2.6242 

Source: Author’s Computation from Eviews 

*MacKinnon critical values for rejection of hypothesis of a unit root. It shows the t-statistics from a 

specification that includes constant, without time trend. The Null Hypothesis of non stationarity is 

accepted at level and indicates all variables are stationary at 1% critical values. 

 

The fact that the series were integrated of the same order was indeed a pre-requisite condition for cointegration.  

 

 The interactive effect of Academic Staff and Funding on Enrolment in Nigerian Universities from Linear 

interactive or Stepwise Regression Results 

 

In this section, the interactive or joint effect of funding and academic staff on enrolment was investigated using 

equations 1 and 2 stated in the methodology. The various tests were outlined in Table4.   

 

First difference of all the variables were used in Table3.3 because they were all in first order of integration I(1). 

The results of the estimated stepwise regressions or the standard linear-interactive regression-model: were 

presented in Table 3.3. Once interactive variable was added, the more critical thing was the significance of the 

interaction term.  
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Before the introduction of the interactive variable, each unit increase in academic staff results to increase in 

enrolment. That is, each university with increase in academic staff tend to increase enrolment. When the 

interactive effect was added intable 4the main effect was interesting because all the models and interactive 

variable were significant with high F-statistics. The high value of F-statistic in tables 4 suggests a significant 

relationship between the dependent and the interactive variables.  The results therefore implied that the 

interactive effect had very important impact on enrolment in Nigerian Universities. The interactive effect of the 

two variables (K and L1) was more important than their individual effect as evident from the results, funding 

accounted for 4%, academic staff 5% while interactive effect accounted for 25% changes in enrolment (R
2
 in 

Table 3.3). Thus, interaction of funding and academic staff was a very important determinant of enrolment 

because, funding would affect the quantity of academic staff available while the academic staff would impact on 

funding. The quantity of academic staff available will determine the enrolment in the universities. 

 

Table 3.3: Linear-Interactive orStep-wise Regression Using OLS 

 Regressions  (Dependent Variable: D(ENR) 

Variables  1 2 3 4 5 

Constant 0.1069 

(2.97) 

0.0650 

(1.59) 

0.0321 

(1.16) 

33,779.82 

 (2.00) 

41,992.58 

(2.68) 

Dumenr -0.0119 

(0.21) 

0.0116 

(0.203) 

-0.0160 

(-0.32) 

39,008.05 

(1.10) 

11,796.97 

(0.35) 

D(K) -0.0877 

(-1.09) 

_ _ 

 

3.00644  

(1.22) 

10.84022 

(1.81) 

D(L1) _ 0.4848 

(1.14) 

_ 23.860   

(2.67) 

33.6903  

(3.73) 

D(KL) _ _ 0.0150 

(2.97) 

 0.000539  

(2.50) 

R-squared 0.04 0.05 0.25 0.37 0.50 

Durbin-Watson stat 2.89 2.97 2.43 2.87 2.76 

    F-statistic 2.60 2.66 4.43 4.87 5.98 

Source: Author’s Computation   using Eviews 

 

Note: log of all the variables were used except dummy variable DUMENR 

 ENR = Enrolment 

 KL= interaction of Funding and Academic Staff 

 K= Funding         

 L1 = Academic Staff 

 Dumenr= dummy variable 

 

This pointed to the fact that funding alone could not explain the changes in enrolment while academic staff 

could not be viewed all alone as affecting enrolment but their joint effect.  

 

From this result we should note that, enrolment ratios have a direct impact on economic growth/development, 

by increase in income per capita.  Increased government expenditure lead to improved education quality as a 

quality variable. There is an important interaction effect between government expenditure and education quality 

on economic growth, as more expenditure is devoted to education it leads to an improvement in quality by 

improving the number of trained teachers, thereby reducing student-teacher ratios, schooling life expectancy and 

performance levels which based on this study, will promote economic growth and development. This was also 

confirmed from the study by ArushaCooray,(2009)  and  according to him the policy implications that stem 

from these results are important because it in turn improves economic growth.  

 

5. Conclusion and Recommendations 

The growth rate of output per capita depends on the accumulation of physical capital, human capital and 

education quality (This was also confirmed from the study byArusha,2009)In conclusion, the interaction of 

funding and availability of academic staff had continued to constrain students’ intake into Nigerian universities 

in a manner as to prevent them from deriving economies of scale. There is therefore need for adequate finance 

to provide needed resources to be able to increase enrolment and derived economies of scale. 

 

Policy Recommendations  

This country should increase government expenditure on education with a view to increasing education quality 

as Education policy that focuses on the provision of facilities aimed at those specifications above:  improving 
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the number of trained teachers, thereby reducing student-teacher ratios, schooling life expectancy and 

performance levels based on this study will promote economic growth and development. In conclusion, it can be 

argued that the interaction effect of government expenditure on education quality is significant in meeting 

human resource needs for economic growth and development. 

 

The findings of this study required those involved in the planning and management of Nigerian Universities to 

play important role in solving the interactive effect of funding and academic human resource on enrolment 

through careful planning. The solution needs the government and NUC to put appropriate policies in place 

rather than ad-hoc decision making. In essence, there is need to do the following: 

 

i Adequate Funding: government should increase its total expenditure on education to meet up with the 

UNESCO specification so as to fulfil the dream of becoming one of the superpowers by 2015. Since the 

interaction of funding and academic staff is exercising constraining influence on enrolment adequate funding 

will provide necessary finance for meeting the resource needs of the universities. 

 

ii In order to increase Supply of Academic Staff and as well enforce staff training and development, NUC 

should check and monitor continuously the finance for universities to take care of staff shortage in universities.  

 

iii Also, the Nigerian Universities should be innovative in sourcing for non-government or stakeholders funds 

and should learn from success stories of sister universities. So, the universities should be more pragmatic in 

handling financial problems and should devise a way of reducing administrative costs and also the universities 

should enlighten the public (parents, alumni, industrialists etc) who may provide funds for endowment. 
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Abstract  

Occasionally, for the purpose of pedagogy, concrete illustrations or material objects are used to teach some 

socio-economic principles and truth. This approach of object lesson employs a specific object to enhance and 

promote effective teaching as it is metaphorical and very memorable. It gets students thinking on a deeper level 

to make observations and connections of objects. In this study, the ludo game has been employed in this 

direction to examine the timely discussion and focus on entrepreneurship in Nigeria, investigating the attitude of 

Nigerian entrepreneurs toward business management. Unlike many other board games such as monopoly, chess, 

draft, etc., many people think the ludo is a simple game that does not require extra mental insight into 

entrepreneurial demands or reckoning but chance and luck. This same mentality significantly affects most 

organizations in Nigeria: private or public. Most businesses do not and cannot stand the test of time because 

their owner(s) make no attempt to strategically plan and update the set goals contained in the vision, mission, 

objective and core values of the organization. Therefore, they do not see the need for the SWOT (Strengths, 

Weaknesses, Opportunities and Threats) analysis of these organizations as a way of enhancing proficiency, 

efficiency and productivity. Instead, they count on luck or gods/God for success. This paper intends to 

discourage this mentality by projecting the importance of SWOT analysis and providing the methodology for it 

with the ludo game as a specimen. While this paper agrees that the game appears simple, it also wants to 

strongly posit that it is one of the very few games that provide deeper insights into entrepreneurial ideology and 

philosophy of paucity and surplus. The objective is to discuss SWOT and its significance to human capacity 

expansion and sustainable development – a way of discouraging the nonchalant attitude of Nigerians 

entrepreneurs towards their businesses. 

 

Key Words:Ludo game, Strategy, Entrepreneurship, Emerging economy and Object lesson 

 

The Ludo Game and the Strategies for Entrepreneurial Advancement in an Emerging Economy 

Introduction 

First used in 1723, today the term entrepreneur implies qualities of leadership, initiative and innovation in 

manufacturing, delivery, and/or services. According to Oxford Advanced Learner’s Dictionary (2012), 

entrepreneurship is a process of identifying and starting a business venture, sourcing and organizing the required 

resources and taking both the “risks and rewards” associated with the venture. An entrepreneur, therefore, is an 

individual who organizes or operates a business or businesses especially such that involves taking financial 

risks.  

 

Credit for coining the term entrepreneur generally goes to the French economist Jean-Baptiste Say, but in fact 

the Irish-French economist, Richard Cantillon, defined it firstin his Essaisur la Nature du Commerce en Général 

(Essay on the Nature of Trade in General), a book considered as the “cradle of political economy”.The 

entrepreneur is seen as a risk-taker who pays a certain price for a product and resells it at an uncertain price and 

makes decisions about obtaining and using the resources while consequently admitting the risk of 

enterprise.According to Schumpeter, an entrepreneur is willing and able to convert a new idea or invention into 

a successful innovation. This is because, entrepreneurship employs what “the gale of creative destruction” to 

replace in whole or in part inferior offerings across markets and industries, simultaneously creating new 

products and new business models. Thus, creative destruction is largely responsible for the dynamism of 

industry and long-term economic growth.  

 

Entrepreneurship results in new industries but also in new combinations of currently existing inputs. Schumpeter 

demonstrates this with the combination of a steam engine and then current wagon making technologies to 

produce the horseless carriage. In this case, the innovation of the car was transformational but did not require 

the development of a new technology, merely the application of existing technologies in a novel manner. It did 

not immediately replace the horsedrawn carriage, but in time, incremental improvements, which reduced the 

cost and improved the technology, led to the complete practical replacement of beast drawn vehicles in modern 

transportation.  

 

According to microeconomic theories, therefore, to identify an entrepreneur, there are some fundamental 

attributes that must first be identified: 
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 He is a non-fixed income earners who pays known costs of production but earns uncertain incomes, 

 An entrepreneur is an economic agent who unites all means of production-land of one, the labour of 

another and the capital of yet another and thus produces a product. He shifts economic resources out of 

an area of lower and into an area of higher productivity and greater yield. 

 He is an innovator who uses a process of shattering the status quo of the existing products and services 

to set up new products, new services. 

 An entrepreneur is a person with a high need for achievement [N-Ach]. He is energetic and a moderate 

risk taker. 

 An entrepreneur searches for change, responds to it and exploits opportunities. Innovation is a specific 

tool of an entrepreneur hence an effective entrepreneur converts a source into a resource. 

 An entrepreneur takes initiative, accepts risk of failure and has an internal locus of control. 

 An entrepreneur is someone who commercializes his or her innovation. 

 

The Ludo Game and the Strategies for Entrepreneurial Advancement 
The most important thing any business should get motivated to is the ability to make profits. If the business is 

not directed to reaching this goal, it heads to failure. However, if the business is directed to make this move, it 

should concentrate on the things that make it raise profits. Fundamental of these things are: goals, vision, 

mission, core values and strategies. Every successful business has goals, vision, mission,core values and 

strategies to drive it to achievements. This paper considers this as a fundamental objective in any business. But 

because many entrepreneurs in Nigeria do not have sufficient knowledge of these, this paper attempts to explore 

these fundamentals as a way of teaching entrepreneurs the principles of success by metaphorically employing 

theludo game. 

 

The ludo game is a business with goals, vision, mission, core values and strategy to make profits. It can be 

played by two, three or four players with each determined and concentrated on the things that will give him/her 

the required profits. But because it involves casting dices arbitrarily, (although, some players have learnt the 

skill of casting the dices that will be number-specific), and that the dices can give any number, many now feel it 

is more of fortune or misfortune (depending on the number diced) than of goals, vision, mission,objective, core 

values and strategies.Therefore, it does not require extra mental insight into entrepreneurial demands or 

reckoning but chance and luck. While this paper agrees that the game requires chance or luck, it also positsvery 

strongly that it is one of the very few games that provide deeper insights into entrepreneurial ideology and 

philosophy of paucity and surplus as it gives a deeper insight to the concept of luck. 

 

Luck, in the present discourse, is, according to Oxford Advanced Learner’s Dictionary(2012), “the force” that 

causes good or bad things to happen. This “force” is the power or energy one applies in the name of strategy. 

The strategy may be right or wrong. Whichever strategy one applies, it is the force that yields the luck. In other 

words, if one applies wrong strategy, he gets bad luck, but if he applies right strategies, he gets good luck. This 

is why the paper does not totally disagree with the concept of luck in playing this game: luck may be good or 

bad depending on strategy.Another name for this strategy is plan, approach, tactic, line of attack or stratagem 

drawn according to the goals, vision, mission, objective and core values of the game. That is why scholarsdefine 

luck as when opportunity meets preparedness. Sun Tzu says:  

 

The best of all is not to win every battle by force. The best of all is to make the 

enemy yield without fighting. So the highest of all military principles is to overcome 

the enemy by strategy. 

 

Illustrating strategy, William Cohen, in his book: The Art of the Strategist…(2004), narrates: 

 

When I first studied military strategy at West Point, I recall one of my professors 

stating that the same principles of strategy for war were also true for romance. This 

motivated an immediate interest among the young cadets in my class, who in those 

days were all male. Their professional interest might be battle, but their primary 

interest for the coming weekend inevitably had to do with besting the competition to 

win the favour of members of the opposite sex. Thus informed, cadets soon learned it 

was ultimately much more effective to concentrate their efforts on one girl, brought 

to a dance by another cadet, than to attempt to try to impress many girls in a single 

evening. (p.9)  

 

Strategy, therefore, is the plan drawn by an entrepreneur for the sustainable development of his/her organization. 

This plan is developed mainly from the analysis done of the organization to discover its Strengths, identify its 
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Weaknesses, explore its Opportunities and classify its Threats (SWOT) for human capacity expansion and 

sustainable development. This is what does not happen in many organizations in Nigeria, which is why they are 

not sustained.  

 

Playing the ludo game, eachplayer fights a battle which can be lost or won depending on the strategies adopted. 

However, a player who believes more in strategy than in chance(even if he believes as well in luck but with the 

mindset that luck is when opportunity meets preparedness or strategies), will have a superior hand over the one 

that believes only in chance. 

 

In game theory, a strategy refers to the rules that a player uses to choose between the available actionable 

options. Every player in a non-trivial game has a set of possible strategies to use when choosing what moves to 

make.A strategy may recursively look ahead and consider what actions can happen in each contingent state of 

the game.For instance, if the player takes action 1, then that presents the opponent with a certain situation, 

which might be good or bad, whereas if the player takes action 2 the opponents will be presented with a 

different situation, and in each case the choices made will determine future situation. 

 

Strategies in game theory may be random (mixed) or deterministic (pure). Pure strategies can be thought of as a 

special case of mixed strategies, in which only probabilities 0 or 1 are assigned to actions.Strategy based games 

generally require a player to think through a sequence of solutions to determine the best way to defeat the 

opponent. 

 

The Ludo Game and Business Strategies 

The capacity and willingness to develop, organize and manage a business venture along with any of its risks in 

order to make a profit bothers on some very fundamental strategies which have pedagogical bearing in the ludo 

game. 

 

Absolute Commitment to a Definite Objective  

Any business that has passion for success must be driven by absolute commitment to a definite objective. By 

this we mean that the owner should prepare for failure as he prepares his success. There is a big difference 

between preparing for failure and preparing one’s success. To prepare for failure means to prepare your success 

with a mindset of impending challenges. In other words, an entrepreneur who wants to succeed must first and 

constantly understand that nothing good comes easy, and that “no problem comes without trailing its solution.” 

A problem prepared for has little or no effect on the business.To learn lessons of business strategy in the ludo 

game, a player must be committed absolutely to the game and not believing only in chance but in plan. 

 

Take Advantage of Your Initiative 

In playing the ludo game, a purposeful player must scheme to win as an investor. To be a successful investor 

requires thousands of hours of deliberate effortful study to master the necessary skills, and then thousands more 

to use those skills to find worthwhile strategy.  

 

Economize to Resourcefulness and Productivity 

In November 2013, I listened to Warren Buffet’s live interview where he gave twoprinciples or rules of 

becoming a successful entrepreneur: 

 

Rule no. 1: “Don’t waste money”; 

Rule no. 2: “Don’t forget rule no. 1”.  

 

Many Nigerian entrepreneurs do not appreciate these principles of success, and they do not economize to 

resourcefulness and productivity. Very many Nigerian entrepreneurs do not spend money; they waste it. The 

reason usually is, they think what works out is not an act of man but divinity. While it is agreed that divinity 

plays a fundamental part, it is also argued that only those who help themselves enjoy divine opportunities 

because even divinity needs foundation.  

 

Invest Unemotionally 

Psychologists agree that it is human nature to be emotional, and life is richer for it. But it reduces investment 

returns. When playing the ludo game, many people make systematic errors in their investment thinking, due to 

their emotions, egos and innate cognitive biases. They suffer from confirmation bias, tending to seek out and 

find evidence to support their position rather than evidence that might refute it. They think about risk more when 

things are already going badly particularly when they keep getting small figures, and less when they get bigger 

figures such “double six”.  
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By contrast, Buffett is a paragon of rationality. His investment decisions are insulated 

from such emotionality. He has said he’d never give up a good night’s sleep for a 

chance at a slightly better return. He thinks long term and so he doesn’t panic when 

the market falls; instead, he sees drops as buying opportunities. 

 

To invest better, it is better to havea profound understanding of human psychology particularly by learning how 

emotions lead to cognitive errors. This helps in avoiding those errors and benefits when others make them. 

 

Invest in what you understand. 

Understanding simply means having the technical know-how of whatever you are engage in, having a circle of 

competence, a clearly defined industry, business model, asset class, investment style, or other area that you are 

an expert at, and investing only within that circle. An entrepreneur should continue to learn and thereby expand 

his circle of competence, but until he does that, he should not invest where he is not yet skilled. Buffet has three 

mailboxes on his desk, labeled “In”, “Out”, and “Too Hard”. He puts most technology companies in the too-

hard pile. The reason is that, technology changes so fast that there are only a handful of people in the world with 

the expertise to tell which will be success or failure specific. It is therefore advised that any entrepreneur whose 

compliance is not up-to-date has little or nothing to offer.Investing is like a ludo game and not Olympic diving 

where, according to Buffett,“you get more points for a difficult dive than a simple one.” 

 

Be patient. 

One major challenge most players of the ludo game has is that, they are not patient enough. This is because they 

see it as a game of luck. So when they do not get bigger or the biggest number, they feel they are not lucky. 

They usually do not have the skill of winning with smaller numbers which is subsumed in patience. 

 

Prepare Multiple, Simultaneous Alternatives 

In playing the ludo game, a strategist prepare multiple and simultaneous alternatives because he believes more 

in plan than in chance. But the player who believes more in chance than in plan, focuses on only one way – just 

playing for fun. 

 

Exploit Your Success 

In ludo game like in any entrepreneurial business, there are times success comes like it will never go. The 

strategist who believes more in plan than in luck will exploit his success. But the one who sees the game as luck 

will only,erroneously conclude that luck is in his favour. For instance, some players of the ludo game are indeed 

very lucky that each time they cast the dice, they get “double six.” This may happen throughout the period of the 

match. But because they cannot manage their success as they are not strategists, they will still lose to the 

strategist who, with the small numbers diced plans very effectively.Innovative entrepreneurs may be more likely 

to experience whatMihaly,Csikszentmihalyi calls flow.  

 

Flow occurs when the outside world disappears in the face of a vibrant inner 

motivation to do something…. breakthrough innovations occur at the hands of 

individuals experiencing flow. They become so enthralled with the ideas in their 

heads that they cannot help but follow them. Similarly, other research has 

concluded that a strong internal motivation is a vital ingredient for breakthrough 

innovation. 

 

Be Conscious of your Opponents and the Direction of the Game 

Ben Graham had a thought experiment. “Imagine the stock market as a single person, Mr. Market, who’s willing 

and able to buy any stock from you or sell any stock to you. Mr. Market is often rational and the prices he sets 

are often reasonable, but occasionally he gets emotional or irrational and the prices swing wildly in one 

direction or the other. When he’s rational and offers no great deals, you are free to ignore him, hence the 

importance of patience. When he’s greedy, you can sell to him at a premium. When he’s fearful, you can buy 

from him at a discount. Don’t underestimate his intelligence, because he’s usually approximately right, which is 

why deep research and a solid investment framework are essential. But don’t look to him for guidance about the 

actual value of things; instead, look to him for opportunities when his prices diverge from underlying value. 

 

Learn What Style Gives you an Edge  

In their book, In Search of Excellence – Lessons from America’s Best-Run Companies, (1984), Thomas Peters 

and Robert Waterman, Jr. say the most discouraging fact of big corporate life is the loss of what got them big in 

the first place: innovation. “If big companies don’t stop innovating entirely, the rate almost certainly goes way 

down,”(p.200). Like an entrepreneur, a player of the ludo game should not be ideas-drained. In other words, he 
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should not see the game as a game of chance or luck alone but as what requires serious plan works. Learning 

what gives one an edge is a strategy that Oren Harari, in his book, The Leadership Secrete of Colin 

Powell,(2002) says brings success to every organization, (p.155).This does not mean one should stick to only 

one strategy. Of course that could be dangerous. A good strategist who learns what gives him an edge should 

device various means. 

 

Leadership of Team-work 

Team-building, leadership and management ability are essential qualities for the entrepreneur. The successful 

companies of the future will be those that offer a new model for working relationships based on collaboration 

and mutual value.Leadership is a vital element in the social relationships of groups at work. Groups need leaders 

and leaders need followers. Giving a working definition of leadership, G.A. Cole, in his book: Personnel and 

Human Resource Management, (2002), says leadership is a dynamic process at works in a group whereby one 

individual, over a particular period of time and in a particular organizational context, “influences the other group 

members to commit themselves freely to the achievement of group tasks or goals,” (p.65). It is a dynamic 

process influenced by the changing requirements of the task, the group itself and individual members. The 

implication of this is that there is no one best way of leading even when one has what works best for him. 

Leaders need to be able to exercise a range of behaviour to maintain their role effectively.   

 

Psychological make-up of the entrepreneur 

JesperSørensen, Professor of Organizational Behavior at Stanford Graduate School of Business, wrote that 

significant influences on an individual's decision to become an entrepreneur are workplace peers and the social 

composition of the workplace. Sørensen discovered a correlation between working with former entrepreneurs 

and how often these individuals become entrepreneurs themselves, compared to those who did not work with 

entrepreneurs. The social composition of the workplace can influence entrepreneurism in workplace peers by 

proving a possibility for success, causing a “He can do it, why can’t I?” attitude. As Sørensen stated, “When you 

meet others who have gone out on their own, it doesn’t seem that crazy.” 

 

SWOT Analysis for Strategy 
The acronym SWOT simply means strength, weakness, opportunity and threat. It is usually used to analyse the 

possibilities of a company to succeed. The process of the SWOT is what experts call Strategic Plan. Strategic 

Plan, According to Victor Onifade, (2013), is a formal statement that details the direction where an organization 

is headed. It defines the essence of the whole organization. It could be long or medium term in nature which 

includes the long term objectives and goals which are consistent with an organization’s mission and strategic 

vision. 

 

Strength 
This simply means the power the organization has to achieve its stated objectives. This could be inform of 

finance, human resources, location, marketability, etc.The ludo game is a game that can be used to value one’s 

strength. Playing the game, one could be fortunate to continually have good numbers such as “double six”. At 

this level, luck is his strength, the numbers are his strengths. As a good entrepreneur, therefore, he is expected to 

strategically plan how to use the numbers. However, if he is one of such who believes in luck than in plan, he 

will waste the numbers. The idea is, those who believe in luck than in plan can hardly succeed as entrepreneurs 

in an emerging economy like Nigerian because they will consciously or unconsciously believe that it will 

continue lie that as long as they keep getting lucky. They can do anything to maintain the luck which is why 

most organizations do not succeed particularly after the owner is dead. There is no strategic plan. 

 

Currently, Nigeria’s economy is the largest in Africa. The nation has been identified as a regional power; it also 

has regional hegemony and major influence within its region.It is listed among the “Next Eleven” economies in 

the world. The nation is classified as a mixed economy emerging market, and has already reached lower middle 

income status according to the World Bank, with its abundant supply of natural resources, well-developed 

financial, legal, communications, transport sectors and stock exchange (the Nigerian Stock Exchange), which is 

the largest in Africa. Nigeria is ranked 30th in the world in terms of GDP (PPP) as of 2012. Nigeria is the 

United States’ largest trading partner in sub-Saharan Africa and supplies a fifth of its oil (11% of oil imports). It 

has the seventh-largest trade surplus with the US of any country worldwide. Nigeria is the 50th-largest export 

market for US goods and the 14th-largest exporter of goods to the US. The United States is the country's largest 

foreign investor.The International Monetary Fund (IMF) projected economic growth of 9% in 2008 and 8.3% in 

2009. The IMF further projects an 8% growth in the Nigerian economy in 2011. Although, the bulk of revenue 

generation in Nigeria is the oil in the Niger Delta area, there are various areas of our economy that have not 

been explored effectively: entertainment, agriculture, medicine, religion, sport, etc. this is a great strength for 

entrepreneurs in the country. It, however, requires an effective strategic plan to exploit not luck. 
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Weakness 
There are some organizations that are surrounded by challenges such as finance, human capital, environment, 

etc. They do not know how to manage these challenges. Learning how to make small number win a ludo match 

could solve these problems. The only major strategy is to plan how to defeat with small number through careful 

exploits of the small number. Having big numbers could also be a weakness if the player does not plan or know 

how to manage his period of surplus. This is just to justify the premise that even success can be failure if one 

cannot manage it very effectively. 

 

Opportunity  

Nigeria, as the most populous country in Africa and the seventh most populous country in the world, has 

remained the focus of critical discourse as an emerging economy particularly because it has all potential to be a 

world leading economy. For example, the agricultural sector in the 1990s accounted for about 40 percent of the 

country’s GDP. But information technology, telecoms and even the Nollywood film industry are new segments 

that barely existed back then, but currently account for a large chunk of the nation’s earnings. Agriculture today 

accounts for a little over a quarter. Of course, it is a complicated process. The National Bureau of Statistics 

originally announced the rebasing plans in 2012, and the time has been pushed back to February or March of 

this year. 

 

But the major obvious changes will be to the country’s economic indicators. For instance, a higher GDP means 

that the country’s account surplus – the difference between the value of its imports and exports – will change. A 

healthy economy usually runs a bit of a surplus, but the new data are likely to lower Nigeria’s surplus amount in 

terms of its GDP.The country is significantly underdeveloped particularly with problems of basic infrastructure 

such as roads, water and electricity, plus high rates of income inequality.This negative perception will not 

dissipate just because of the revision in aggregate GDP as the per capita rate, i.e. how much the average 

Nigerian makes.  

 

ProshareNigeria, an on-line Nigerian financial news, 2012, argues that investment opportunities have expanded 

greatly in African countries, with over 522 firms now listed on sub-Saharan stock exchanges, up from barely 66 

in 2000. Imara, a South African investment group, now offers three African funds, two of which are dedicated 

exclusively to Nigeria and to Zimbabwe respectively.Recently, the Russian-based investment bank renaissance 

capital announced the launch of a billion-dollar pan African investment fund and also creating a fully-fledged 

pan regional investment banking, Research and Assets Management operation with offices in Lagos and 

Nairobi. 

 

In the same view, German government recently signed a bilateral trade agreement with Nigeria in the area of 

renewable energy where the Germany would make available 16.5million euro (N3.5 billion) in the financing of 

the projects. These are great opportunities for entrepreneurs in the country. 

 

Threats 
There are so many factors threatening entrepreneurships in Nigeria. The country is still significantly 

underdeveloped particularly with problems of basic infrastructure such as roads, water and electricity, plus high 

rates of income inequality. The high rate of insecurity signalled by the youth restiveness in the south (Niger 

Delta region) and the bokoharamic on slaught sin the north is a great threat. 

 

Another great threat is that investors in the emerging equity markets are developing a taste for Africa, with 

global emerging market funds deploying nearly 10% of their portfolios on the continent. In addition, Asia’s 

thirst for competitive exports has spread to Nigeria. China and India are in battle for Supremacy in Nigeria as 

both countries keep boosting their investments in the country. With a population of over 158 million and 

substantial revenue from oil exports, Nigeria is India’s largest economic and trading partner in Africa. Nigeria is 

also the largest market in Africa for Indian exports.  A large number of Indian companies have footprints in 

Nigeria, which have made substantial investments in Nigeria. Prominent among over 100 Indian companies in 

Nigeria are: Bharti Airtel, a telecommunication company, which officially takes over the management of Zain 

Nigeria in 2010 following the purchase of the African assets of Zain by Bharti Airtel plans to invest $600m over 

a three-year period to strengthen operations in the Nigerian market. Bajaj currently exports to over 30 countries 

in Latin America, Africa, the Middle East, South and South East Asia with an assembly unit in Nigeria 

commissioned with the help of its distributor to cater for the growing demand in African markets. 

 

The People's Republic of China and the Federal Republic of Nigeria established diplomatic relations on 

February 10, 1971. Bilateral relations have ever since achieved a smooth and steady development. The two 

countries set up a joint economic and trade commission. The trade volume between the two countries in 2002 
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reached US$1.168 billion, of which China's exports were US$1.047 billion, and imports US$121 million. 

Nigeria-China bilateral trade volume surpassed $7.5 billion mark in 2010.China's main exports to Nigeria are 

light industrial, and mechanical and electrical products. China mainly imports from Nigeria petroleum, timber 

and cotton. 

 

Up to date, China has set up more than 30 solely funded companies and joint ventures in Nigeria. The main 

projects contracted or undertaken in the form of labour service by Chinese companies in Nigeria are the 

rehabilitation of Nigerian railway, the Games Village of Abuja Sports Complex.  

 

It is true that bilateral economic relations play a strategic role in the growth and development of an economy. 

The inflow of more foreign investments will surely help to improve Nigerian Economy and as well help 

developed economies access our market for the their industries. However, it is obvious that what the country 

needs is not only the inflow of foreign organisations but the emergence of indigenous ones. These foreign 

organisations are very serious threats to local ones in that they are well-managed and more profit purposeful. 

 

Conclusion  

There have been several questions on why successful indigenous companies fail in Nigeria? There have been 

several answers to this question.  

 

The most important thing any business should get motivated to is the ability to make profits. If the business is 

not directed to reaching that goal, it heads to fail. If the business is directed to make that move, it should 

concentrate on the things that make it raise profits. Most businesses in Nigeria do not sustain this principle 

because of the mentality of luck and not strategy. Therefore, they do not appreciate the effective and efficient 

organization culture of sustainability of proactive strategy. 

 

If a business changes its organization culture, it will finally fail to acclimatize to the new culture and fail. 

Abandoning the set plan to help the company achieve its goals is the surest way to make the company fail 

because the plan has the conventions that drive the business. In the plan, many factors are considered from the 

top management to the subordinates.  

 

Identifying customers as a key factor for the sustainability of a business, G.A. Cole, the employees are the 

instruments that help the business achieve its goals. If they are not respected, they will not be motivated, and 

stop being assertive to work for the achievement of the company.  

 

Most organizations fail in Nigeria because they feel contented about their position particularly when it appears 

they are winning. Usually, theyknow it is not their plans to win but “God who shows mercy”. This is a privilege 

they do not enjoy for long because even God is a strategist. Therefore, they fail to work harder and fail to 

expand their clientele. Most of them do not even have respect for their customers probably because they feel it is 

God’s or the gods’ money they use to progress. Quoting Lew Young, Editor-in-Chief, Business Week, Thomas, 

Peter and Robert Waterman, Jr. in their book, In Search of Excellence – Lessons from American Best-Run 

Companies, (1984), stress the need to get close to the customer and tolerate him: 

 

Probably the most important management fundamental that is being ignored today is staying 

close to the customer to satisfy his needs and anticipate his wants. In too many companies, 

the customer has become a bloody nuisance whose unpredictable behavior damages 

carefully made strategic plans, whose activities mess up computer operations, and who 

stubbornly insists that purchased product should work. (P.156) 

 

Collin Powel, one time American Secretary of State “likes to quote Hyman Rickover, the fabled Navy Admiral” 

who made a career of going up against established interests as recorded by Harari: 

 

Organization doesn’t really accomplish anything. Plans don’t accomplish anything either. 

Theories of management don’t much matter. Endeavors succeed or fail because of the 

people involved, (p.125). 

 

Lack of team work in the business means that there is disintegration and people are not focused in achieving one 

goal, (pp.77-94). If the leaders do not delegate duties, they get overwhelmed by work and this slows the speed of 

achieving the goals in the company hence the failure of the business. Authoritative leadership with no delegation 

only overworks the head and leads to the employees becoming negatives about the management. This slows the 

rate of achievement hence a failed business.People are the flip side of the mission coin who breathes life into the 
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mission and vision. They are why the vision and mission of an organization can be achieved. If people are not 

inspired and capable, if they do not have a sense of purpose, then the most elegant strategic plans will not make 

difference. For effective productivity, an entrepreneur should demonstrate his egalitarian leadership in making 

people around him a source of competitive advantage. 

 

Failure to consult experts in business is one way that leads the business to fail because it is difficult to operate a 

business with orthodox strategies in the wave of globalization. If a business does not embrace technology, for 

instance use of the World Wide Web, it is bound to fail due to the competition in the market. If a business does 

not have a SWOT analysis, it is difficult to know the strengths, weaknesses, opportunities and threats in the 

market and business. This leads to blind operations without a specified goal to achieve. This leads the company 

to gradual collapse because it does not move in any given direction. 

 

Another important factor that makes businesses fail in Nigeria is because people want God do what they can and 

should do. At the just concluded conference of the Bowen University, Iwo, on “Business Administration and 

Management”, one of the keynote speakers, Major B. Adette, made a vey fundamental statement, which 

provoked a very strong argument. He said, entrepreneurs should not ask God to do what they can do. This did 

not go well with many people who probably felt God is the only person that should do everything for us in this 

country – a lame man expectation – even when many calim that God has given us dominion. This is one strong 

reason why this paper focuses on the game identified as a game of luck. Nigerians faulsely believe in magic 

maore than in science of business. instead of working out the strategy, Nigerians work out the rituals and fetish 

sacrifices. 

 

Another factro is selfishness. 
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Abstract 
The prime motive of mergers and acquisitions is to form a new, stronger company. The expectation is that the 

resultant new organization will be strong and therefore perform better than the combined performances of the 

previously standing-alone organizations. The satisfaction of this expectation or otherwise in the Nigerian 

insurance industry has not been adequately researched, hence this present study. A case study of Lexington 

International Insurance Nigeria Limited was taken, being the first merger in the Nigerian insurance industry in 

September 1999. Express Insurance Company Ltd, Safeway Insurance Company Ltd and Lexington merged 

with a total paid up capital of N265million.A paired t-test analysis on the 5-year pre- andpost-merger was 

carried out on the Gross Profit Margin (GPM), Net Profit Margin (NPM), Operating Profit Margin (OPM) and 

Return on Capital Employed (ROCE).The result was inconclusive: there was no significant difference between 

the pre- and post-merger ratios. Although the results show that the merger impacted significantly on NPM,OPM 

and ROCE, the amount of gross profit generated from total income did not significantly change.In the light of 

this, more extensive research is recommended to give a more informed picture on how effective a merger and/or 

acquisition actually is, for example, by the inclusion of analysis of more ratios such as liquidity and efficiency.  

Finally, companies wishing to increase sales and gross profits have to do more rather than merely acquiring or 

merging with others. 

 

Key words: Mergers, Acquisition, Insurance, GPM, NPM, OPM, ROCE 

 

Introduction 

A merger is the combination of two or more companies to form a single company, while an acquisition is the 

purchase by one company of the controlling interest(s) in one or more companies. Acquisition is also known as 

take–over.Many economic analysts have different views on the issue of mergers and acquisitions with respect to 

the economic situation in Nigeria. According to Oduyomi (1989), this new development is very undesirable in a 

developing country like ours where there exist unlimited access to fresh economic breakthroughs unlike in 

developed economies where mergers and acquisitions are necessary given the saturation of the market; a 

situation that always puts young industries on a slippery footing. In this respect, Dixon (2005)said that the 

business world in the developed economies seems littered with integrated companies that have lost value for 

shareholders.  

 

Whatever may be the reasons for any Merger and Acquisition, the ultimate aim is to have a post-merger 

situation that is of greater value than the sum of the constituent companies. This desired post-merger situation is 

said to have a synergistic effect: a situation of 2 + 2 = 5.One can therefore describe merger and acquisition as a 

system which is aimed at influencing organizational performance. 

 

The Problem of Study 

In recent years, there has been a significant increase in business failures, in some cases due to lack of adequate 

capital or lack of management competences. According to the Insurance News of Business magazine (2008), 

with the present problem facing the insurance industry coupled with negative growth facing economy, merger 

and acquisition is likely to be very rampant within the insurance industry in the next few years to come. 

 

The prime motive of any organization is to achieve its goals and objectives, hence the need for one or two 

organizations to come together to form a new, stronger company or a total take-over of one business 

organization by another.  The expectation is for the resultant organization to be stronger and therefore perform 

better than the combined performances of the previously stand-alone organizations.The satisfaction of this 

mailto:edacheabbah@yahoo.com
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expectation in Nigeria or otherwise has not been adequately researched. This work therefore used the 1999 

Lexington Insurance Company merger as a case study, aiming to contribute to the investigationof impacts of 

mergers and acquisitions in the Nigerian insurance industry.  

 

Historical Background of Lexington International Insurance Company Nigeria Limited 

Lexington Insurance Company was incorporated in Nigeria in 1990 as a private insurance company with a paid 

up capital of N50m.Its head office is in Lagos. When the paid up capital for life insurance companies was raised 

to N2billion and that for Non-life insurance companies raised to N3billion, a merger became necessary for the 

original Lexington Insurance Co Ltd to continue to exist. 

 

In September 1999, Express Insurance Company Ltd, Safeway Insurance Company Ltd and Lexington merged 

as Lexington international insurance Nigeria Limited with a paid up capital ofN265million. This was the first 

merger incident in the insurance industry in Nigeria. The staff strength of the company as at September, 2005 

was 80 made-up of 34 senior staff and 46 junior staff.  

 

Literature Review 

Mergers and acquisitions are altogether, a recent phenomenon in the Nigerian insurance industry, their 

emergence informed by the dynamism in the domestic business environment and attributable to a variety of 

forces manifesting in uncertainty and risks, as well as the drive to achieve pre-planned profit objectives, and 

favourable business success criteria. The culture of merger, according to Insurance Post magazine (1999), is not 

in the Nigerian economy. This explains the relative paucity of literature on mergers and acquisitions in 

insurance industry in Nigeria. 

 

Giwa-Osagie and Oluwole (2015) state that the Securities and Exchange Commission (SEC) will only approve a 

business combination if it finds it unlikely to cause substantial hindrance to competition or create a monopoly. 

Hence, business combinations are generally subject to the approval of the Securities and Exchange Commission, 

given that it is the government agency that operates the principal law that regulates business combinations in 

Nigeria - the Investments and Securities Act 2007 (ISA 2007), along with the Rules and Regulations of the 

Securities and Exchange Commission (SEC Rules).  

 

Generally, the concepts of Merger and Acquisition has been referred to as involving the combination different 

firms into one functioning entity. Words like consolidation (Pandey, 1999), absorption (Osadiya, 1998) and 

fusion are common. However, the distinction between the two has often been pointed out. For example, Sherma 

Derek van der Plaat (2013)argues that while merger typically refers to two companies coming together to 

become one, acquisition on the other hand, refers to a situation whereby one company (the buyer) purchases the 

assets or shares of the seller with the form of payment being cash, the securities of the buyer or other assets of 

value to the seller. 

 

Merger.  In business or economics a merger is a combination of two or more companies into one larger 

company, a  voluntary act involving stock swap, which allows all the shareholders to share the risk involved in 

the deal; becoming owners of an enlarged surviving company. 

 

Acquisition.  Acquisition on the other hand, may be defined as an act of acquiring effective control by one 

company over the assets or management of another company without any combination of company (Pandey, 

1999).Jennings(1993) describes take-over as the acquisition of controlling interest. Iyiegbuniwe (2005) stated 

that the result is that all but one of the combining companies cease to exist and the surviving company continues 

its operation in its original name.Abbah (2013) defines acquisition as the buying of an existing firm or part of its 

undertakings as a strategy of expansion. According to him, the acquired business may be fused into the 

company’s existing internal structure as a branch or subsidiary, in which case it is merged with the company’s 

existing operations.In other words, business acquisition is the process of acquiring a company to build on 

strength and weakness of the acquired company. The end result is to grow the business in a quicker and more 

profitable manner than normal organizational growth would allow. 

 

Impacts of Acquisition on the Acquirer-Company 

Acquisition has both negative and positive impacts on both the acquiring and acquired companies. Peterside 

(2003) gave these important points - loss of job arising from elimination of duplicated tasks and possible loss of 

control by existing majority shareholders of target companies. 
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Abbah (2013) stated that acquisition provides synergy to the purchaser in terms of expanding competences as it 

provides opportunities for managers to be cross-posted. The negative impact is that the cost of acquisition may 

have been under-estimated in terms of value to be gained. 

 

Lastly many employees get laid off due to a variety of reasons including right-sizing and reorganization. 

Surviving employees may lose morale and leave mostly due to cultural incompatibility,even though they get 

their share of compensation. 

 

Motive behind Mergers and Acquisitions 

There are many reasons why most companies come together to form one. In most cases, companies fuse in order 

to achieve economy of scale, efficiency, improved equity base, increased market share, image, and synergy of 

management and performance. According to Dixon (2005), executives pursue mergers, acquisitions, and joint 

ventures as a means to create value by (1) acquiring technologies, products, and market access, (2) creating 

economies of scale, and (3) establishing global brand presence.  

 

Economic Implication of Mergers and Acquisitions 
The impact of mergers and acquisitions on the economy might be positive or negative. Business combinations 

will have a positive impact if they turn out to be successful. However, if they turn sour, they may have drastic 

effect on the economy. Securities and Exchange Commission(SEC) (1992) states that when the economy is 

experiencing depression and many companies are on the verge of going under, the companies may save 

themselves by merging with one another.  SEC also stated that the national economy may benefit from mergers 

and acquisition, such as improvement of a country’s balance of payment position. 

 

Financial Implication of Mergers and Acquisition 
SEC (1992) listed the following financial implications:  (1) the costs involved arranging and implementing 

merger can be quite exorbitant. (2) The shareholders of the targeted enterprise may make a substantial capital 

gain, if the acquisition proposal is through tender offer. This is because shareholders are usually offered 

proceeds well above the value of the company (SEC, 1992). Moreover, the shareholders may make a financial 

gain if the merger results in improved performance. Tax saving may be another possible financial gain arising 

from mergers and acquisitions. The shareholders of the acquired company will not pay any capital gains tax, if 

the merger is implemented by way of exchange of shares.  

 

Processing and implementing merger may involve several professionals such as lawyers, accountants, financial 

analysts whose professional fees may be very expensive. The value of the firm may decrease if the merger 

results in decreased performance. Excessive pricing of assets beyond market value may create financial problem 

after the merger.  

 

Effects of Merger and Acquisition on Management  

In a recent study, Towers Watson (2015) reported that mergers and acquisition destroys leadership continuity in 

the target companies. There is conflict of organizational culture on the part of the management since the two sets 

of management skills and style of operation come together. Dixon (2005) states that corporate culture has 

emerged as one of the dominant barriers to effective integrations. In one study, culture was found to be the cause 

of 30 percent of failed integrations.There may also be disorganization in the organizational structure due to the 

reconstruction ofthe board of directors, the management team and the whole body of staff. 

 

The study found out that target companies lose a good percentage of their executive each year following an 

acquisition which is more than double the turnover experienced in non-merged firms. 

 

According to Insurance Post magazine (Feb. 1999), synergy arising from merger result in fusion of Board of 

Directors and management suing common production and distribution facilities resulting in economics of scale, 

higher utilization of facilities and better management performance.   

 

Corporate Control and Growth in Merger and Acquisition 
The term growth is often used to denote an increase in size and activities of a firm over a long run period. 

Corporate growth therefore, can manifested in three key areas viz: increase in sales, increase in profits and 

increase in assets (Sam, 1999). Sam (1999) further stated that growth as a concept can be viewed from two 

different angles - internal and external growth. 

 

An internal growth occurs when the growth is generated internally through operations expansion brought about 

by increase in sales and profits. External growth on the other hand occurs when a firm increases its activities in 
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terms of sales, profits and assets, by taking over the operation of another firm through consideration (merger and 

acquisition) (Hampton, 1997).  Consequently, mergers and acquisitions have been motivated by a belief that a 

significant quantity of redundant operating cost could be eliminated through the consolidation of activities 

(Barton, 1995).  A redundant operating cost could be idle assets or capacities, the mere ownership or 

maintenance of which adds to cost. 

 

The primary cause of this gain in value is supposed to be the performance improvement following the merger. 

The research for post-merger performance gains according to Pilloff & Santomero (1996) focuses on 

improvements in efficiency, increased market power, or heightened diversification, which are believed to be the 

ingredients necessary for assessing corporate growth and survival. Several types of efficiency gains may flow 

from merger and acquisition activity, the most commonly mentioned of which is increased cost efficiency. 

Many merger undertakings have been motivated by a belief that a significant quantity of redundant operating 

costs could be eliminated through the consolidation of activities.  

 

Similarly, Cline (1996) argues that consolidation enables costs to be lowered and scale or scope economies to be 

achieved. This is because larger institutions may be more efficient when redundant facilities and personnel are 

eliminated within the post-merger organization. Moreover, costs may be lowered if a firm can offer several 

products at a lower cost than separate firms each providing individual products. 

 

Brealy and Myers (2000) define corporate control as the power to make investment and financial decisions. The 

various ways or mechanisms through which a firm can change or exert control over another according to 

Brealey and Myers are: Leverage Buy out (LBO), spinoffs, carve outs, and conglomerates. 

 

The conclusion that could be drawn is that corporate growth could only be achieved in merger and acquisition 

activity of the overall long term benefits to shareholders when the consolidated post-merger firm is more 

valuable than the simple sum of the two separate pre-merger firms. 

 

Problems and Prospectsof Merger and Acquisition 

Mergers and acquisition is positively viewed as a means of contributing to the growth and vitality of the 

economy.However, there are apparent disadvantages that must be guarded against by acquiring companies when 

considering mergers and acquisitions.  Abbah (2013) states that the real reason for the poor performance of the 

acquired company which provided the motivation for acquisition may be irreversible and may only come to 

light after acquisition. 

 

Also there is the problem of creating a fit between the management practices of the acquired company with 

those of the acquiring company e.g.fitting the incomer’s organizational and operational structure in terms of 

control system, financial system and management culture. Peterside (2003) explained that this problem is the 

major reason why there is always strong resistance by directors of the target companies. 

 

Research Methodology 

 This work is quantitative in nature, with analysis done in a before/after study of selected performance ratios to 

determine whether or not mergers and acquisitions have an impact on the profitability of a firm. Lexington 

International Insurance Nigeria Limited is selected as the case study. The research focused on comparing five 

years pre- and five years post-merger performance which was measured with the following profitability ratios –  

 

(a) Gross Profit Margin - GPM = Gross Earnings/Total Income x 100 

(b) Net Profit Margin - NPM = Net Profit After Tax/Total x 100 

(c) Operating Profit Margin - OPM = Net Profit Before Tax/Total Income x 100 

(d) Return On Capital Employed (ROCE)= Operating Profit/ Capital Employed x 100, 

Where: 

Capital Employed = Total Assets – Current Liabilities 

 

 The research work relied on data collected from secondary sources, namely internet materials and unpublished 

journals of Lexington Insurance Company.  

 

Method of Analysis 

 The paired t test was utilized to compare the two samples that were formed, each with n=5 for before the merger 

year and after, all elements in a one-to-one correspondence. The analysis of the differences between these two 

groups was done in a two-tailed test, undertaken with a 95% confidence interval (5% level of significance) and 

n-1 degrees of freedom. As to the choice of statistic in comparing two observations, the paired t is suitable 
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because of the relationship between groups. Both groups are not independent, as they are observations of 

performance of the same firm. 

 

The paired t test involves testing the null hypothesis 

HO: µD = 0 

against the alternative    

  HI: µD ≠ 0 

 

HO states that the mean difference (D) between measurements in two related groups is zero, meaning that there 

is no difference between pre-merger and post-merger performance. The alternative on the other hand states the 

opposite. 

 

The paired t-test measures pairwise differences in values of matched observations of two samples with the 

following formula  

 

 

 

 

 

Where 

Ḏ -sample mean of differences of measurements of the variable under consideration among the two 

groups 

µD -population mean of individual differences of paired observations, which is unknown (and = 0). 

SD -Standard Deviation of the mean differences. 

n -number of observations. 

 The result obtained is interpreted based on the p criteria, and subject to be following decision rule: 

 

Decision Rule 

If p ≤ 0.05, the null hypothesis is rejected, and we conclude that the differences are significantly different from 

0. On the other hand, if p> 0.05, the null hypothesis is not rejected and we conclude that the differences in the 

ratio are not statistically significant from 0, meaning that mergers and acquisitions have no effect on the 

profitability of a firm. 

 

Validity and Reliability ofthe Paired T Test 

 To ensure the validity and reliability of the paired t test, the data were analyzed for (and found to be in) in 

conformance with the adopted three main assumptions of the paired t given below:  

 

I. Interval or ratio measurement 

II. Absence of outliers 

III. The differences among pairs are (at least approximately) normally distributed. 

 

The fact that it is a parametric test, takes care of the first assumption.  

 

Outliers.   The data has been manually checked for outliers, and it has been observed that none exists. 

 

Normality.    Quantile-Quantile (Q-Q) plots for the differences of each of the pairs are observed for 

conformance with normal distribution.  

 

Data Presentation, Analysis and Interpretation 

 Relevant tables are now presented to clearly show selected pre and post-merger performance indicators for 

Lexington Insurance Company for the five years pre, and post-merger respectively. The merger year (1999) has 

been excluded to fit the research focus, and analysis adopted. 

 

Pre-Merger Performance Figures 

   Table 1: Gross Earnings*   

GROSS EARNINGS 

(N’000) 

 1994 1995 1996 1997 1998 

Express Insurance 1,286 2304 2,800 2,902 2,970 

SafewayInsurance 1,850 2,046 2,003 2,028 2,415 
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Lexington Insurance 2,320 2,507 3,048 2,672 2,760 

Table 2: Net Profit after tax* 

PROFIT AFTER TAX 

(N’000) 

 1994 1995 1996 1997 1998 

Express Insurance 368 521 866 744 1,050 

SafewayInsurance 
683 814 808 715 681 

Lexington Insurance 540 715 901 828 892 

 

Table 3: Total Insurance Income* 

TOTAL INSURANCE INCOME 

(N’000) 

 1994 1995 1996 1997 1998 

Express Insurance 3,204 4,320 6,320 5,200 6,600 

SafewayInsurance 4,625 5,115 5,008 5,070 6,038 

Lexington Insurance 5,800 6,500 5,800 7,540 8,100 

 Table 4: Profit Before Tax* 

PROFIT BEFORE TAX 

(N’000) 

 1994 1995 1996 1997 1998 

Express Insurance 1453 1850 1232 1620 1748 

SafewayInsurance 1462 1716 1701 1420 1046 

Lexington Insurance 1364 1683 1920 1728 1871 

Table 5: Total Assets* 

TOTAL ASSSETS 

(N’000) 

 1994 1995 1996 1997 1998 

Express Insurance 4,424 6,263 10,410 8,944 12,622 

SafewayInsurance 8,210 9,785 9,713 8,595 8,186 

Lexington Insurance 6,491 8,595 10,831 9,953 10,723 

Table 6: Current Liabilities* 

CURRENT LIABILITIES 

(N’000) 

 1994 1995 1996 1997 1998 

Express Insurance 3,317 2,543 4,328 3,500 6,400 

SafewayInsurance 4,460 5,325 5,213 4,320 3,986 

Lexington Insurance 2,320 4,750 3,495 4,635 5,640 

*Source: Internet materials and unpublished Journal of Lexington International Insurance 

Company 

 

From the result obtained from individual performances of the firm before merger, the following can be 

discerned. 

 

Express Insurance has a steady growth in its Gross earnings, the Profit Before Tax was also increasing except in 

1996 when it dropped and picked up again in 1997 and ’98. The Profit After Tax had a steady growth too. 

Safeway insurance recorded growth in Gross Earnings and Profit Before Tax in 1994 and 1995 which dropped 

in 1996 and later picked up in 1997, and 1998 but the Profit After Tax was steadily reducing which may have 

led to loss, and which might in turn, made the merger attractive. 

 

In Lexington Insurance the Gross Earnings, Profit Before Tax and Profit After Tax recorded growth except in 

1996 when it dropped and later picked up before the merger. 

 

Post-Merger Performance of Lexington 
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Table 5: Five year post-merger performance result for Lexington Insurance Company 

LEXINGTON INTERNATIONAL INSURANCE NIGERIA LIMITED 

(N’000) 

 2000 2001 2002 2003 2004 

Gross Earnings 5,980 7,312 10,720 13,941 15,904 

Profit After Tax 4,011 5, 106 7,287 11,796 13,013 

Total Insurance Income 13,560 17,340 24,890 32,560 38,490 

Profit Before Tax 4,882 5,722 8,576 12,004 13,845 

Total Assets 48,216 61,380 87,597 141,800 156,430 

Current Liabilities 12,860 15,435 14,542 35,765 40,564 

 

The post-merger performance of Lexington Insurance showed an increased growth in Gross Earnings, Profit 

Before Tax and Profit After Tax which could be attributed to be a synergistic effect of the merger. 

 

Data Analysis 

Table 6 below puts the performance figures in a side by side view 

 

Table 6: Combined performance figures of the pre and post-merger companies 

LEXINGTON INTERNATIONAL INSURANCE NIGERIA LIMITED 

(N’000) 

PRE-MERGER POST-MERGER 

 1994 1995 1996 1997 1998 2000 2001 2002 2003 2004 

GE 2,320 2,507 3,048 2,672 2,760 5,980 7,312 10,720 13,941 15,904 

PAT 540 715 901 828 892 4011 5, 106 7,287 11,796 13,013 

TII 5,800 6,268 7,620 6,680 6,900 14,950 18,280 26,800 34,853 39,760 

PBT 1,364 1,683 1,920 1,728 1,871 4,882 5,722 8,576 12,004 13,845 

TA 6,491 8,595 10,831 9,953 10,723 48,216 61,380 87,597 141,800 156,430 

CL 2,320 4,750 3,495 4,635 5,640 14,550 18,740 15,630 48,980 50,100 

 

Where: GE   – Gross Earnings 

  PAT  - Profit After Tax 

  TII  - Total Insurance Income 

  TA  - Total Assets 

  CL  - Current Liabilities 

The pre and post ratios are now calculated and given as below: 

 

Table 7: Selected Pre-merger and Post-merger profitability ratios for Lexington Insurance Company 

LEXINGTON INTERNATIONAL INSURANCE NIGERIA LIMITED 

PRE-MERGER POST-MERGER 

 1994 1995 1996 1997 1998 2000 2001 2002 2003 2004 

GPM 40.000 38.569 52.552 35.438 34.074 44.100 42.168 43.070 42.816 41.320 

NPM 9.3103 11 15.534 10.981 11.012 29.58 29.45 29.2768 36.2285 33.809 

OPM 23.517 25.89 33.103 22.918 23.099 36.003 33 34.4556 36.8673 35.97 

ROCE 32.699 43.77 26.172 32.491 36.811 14.501 13.42 11.9165 12.9325 13.021 

Where: GPM  - Gross Profit Margin 

 NPM  - Net Profit Margin 

 OPM  - Operating Profit Margin 

ROCE  - Return On Capital Employed 

 

The ratios shown in table 7 above are paired one-to-one for the five years pre, and five years post-merger, and 

subjected to a paired t-test to effectively examine whether or not there is a statistically significant difference 

between these magnitudes in both time periods. The resulting analysis is summarized in the table below, 

undertaken with the use of the Statistical Package for Social Sciences Software – SPSS (Version 17), having 

met the four major assumptions explained in the previous chapter, especially normality (which is clearly shown 

in Q-Q plots tagged in the appendix). 

 

Furthermore, the table below portrays a comprehensive depiction of whether or not the difference between each 

ratio pair between both time periods (D) is significantly different from 0, which is the same thing as finding out 
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whether or not values of the ratio magnitudes in pre-merger is significantly different from corresponding 

magnitudes post-merger.A 5% level of significance (or a 95% confidence interval) is chosen for the analysis. 

 

Table 8: SPSS Paired t-Test statistic Result 

PAIRED SAMPLES TEST  

Pre-Merger and Post-

Merger Ratio Pair 

Mean Standard 

Deviation 

T Df P 

Sig. (2-tailed) 

GPM -2.568 6.958 -0.825 4 0.456 

NPM -20.101 4.386 -10.249 4 0.001 

OPM -9.554 5.295 -4.034 4 0.016 

ROCE 21.230 6.131 7.743 4 0.001 

 

Test of Hypothesis 

To test whether or not Mergers and Acquisitions have significant effect on the profitability of a firm, we test the 

null hypothesis, 

 

  HO: µD = 0 

against the alternative hypothesis of  

  HI: µD ≠ 0 

 

Decision Rule 

If p ≤ 0.05, the null hypothesis is rejected, and we conclude that the differences are significantly different from 

0. On the other hand, if p> 0.05, the null hypothesis is not rejected and we conclude that the differences in the 

ratios are not statistically significant from 0, meaning that mergers and acquisitions have no effect on the 

profitability of a firm. 

 

From the results obtained in table 4.8, the p criterion shows significance in three cases – Net Profit Margin, 

NPM (0.001 < 0.05), Return On Capital Employed, ROCE (0.001 < 0.05) andOperating Profit Margin (0.016 < 

0.05). The last ratio (Gross Profit Margin) contradicts this, and supports the null hypothesis. This is evidently 

portrayed in itsp value (0.456 > 0.05, and).  

 

Interpretation of Result 

The result obtained shows significant impact of merger and acquisition on Net Profit Margin, Return On Capital 

Employed, and Operating Profit Margin. However, the amount of gross profit generated from total income did 

not significantly change, and therefore was not statistically significant. This could be as a result of high 

operating costs (increasing with increased revenue).  

 

Summary and Conclusion 
In this paper, attempt was made to highlight the significance of mergers and acquisition to the management of a 

business entity, stakeholders and the economy as a whole. Its purposes, benefit types, regulatory and other 

related conceptual issues been discussed. 

 

Using Lexington Insurance Company as a case study, the paired t test statistic was adopted to determine if there 

was in fact a significant impact of mergers and acquisition on selected performance indices of Gross Profit 

Margin, Operating Profit Margin, Return On Assets and Return On Capital Employed.  

 

The result obtained from the research is best described as inconclusive. The result from the test carried out on 

the four ratios gives two conflicting results, one statistically significant, and the other, not. However, the impact 

of merger and acquisition on the specific ratios is more clearly shown. Specifically, merger and acquisition has 

significant impact on the Net Profit Margin, Return On Capital employed and Operating Profit Margin, but does 

not have a significant impact on the Gross Profit Margin. 

 

The conclusion from this inconclusive result is that the merger of the three companies provided strength and 

efficiency but has not resulted in higher productivity.  Many idle assets and capacities had been put to use, thus 

improving net profit but actual productivity had not happened, perhaps due to management and employee 

cultural problems. 

 

It has been seen that GPM did not significantly improve post-merger/acquisition, showing that the ability of 

insurance income to generate gross profit remained basically the same. 
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Recommendations 

In light of the inconclusive nature of the result of the research undertaken, more extensive research is needed to 

give a more informed picture on how effective a merger and/or acquisition actually is. For example, the 

inclusion of analysis of more ratios such as liquidity and efficiency. 

 

Further, the unfavourable result of paired t test for the Gross Profit margin of not being statistically significant 

between the two time-periods: pre-merger and post-merger notwithstanding, Lexington can improve on its 

position in this regard, given that it is in a better place to achieve this - market share and total assets for 

example, have increased. A merger or acquisition is equal in effect to an expansion in a business firm, and 

therefore begs for a refinement of management to make it better equipped to run a bigger firm.  

 

Finally, as have been observed, mergers and acquisitions do not always result in an improved state of 

performance of a firm. It is therefore important that care be taken in assessing the operations of firms to be 

merged with, as well as relatively weaker firms to be acquired, in terms of actual current extent of pertinent 

indices, as well as projected future viability in terms of contribution to the new formed entity.  This also means 

that companies looking for increased profitability have to do more than merely acquiring other companies. 
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ABSTRACT  

 This study empirically investigate the impact of capital structure on financial performance of cement 

manufacturing industry in Nigeria using Dangote and Ashaka cement as a case study. The annual financial 

statements of the companies were used for this study which covers a period of six (6) years from 2008-2013. 

Ordinary Least square regression analysis was applied on performance proxies (Return on Asset (ROA) and  

Return on Equity (ROE) as well as total debt  (TD) and Total Equity (TE) as capital structure proxies. The 

results shows that, there is a positive significant relationship between ROE and Total equity and there is 

positive significant relationship with ROA and total debt, ROE and total Equity, ROA and total debt. The study 

recommends that, firms should not use equity as a source of finance since insignificant relationship exists 

between the capital structure and performance (total equity and ROE). They should try to finance their activities 

with retained earnings and debt and use equity as last option. 

 

Keywords: capital structure, financial performance, debt and equity. 

 

INTRODUCTION  

A firm funds its operation with capital raised from various sources like internal and external. A mix of these 

various sources is generally referred to as a firm capital structure. The internal source refers to the funds 

generated from within which are mostly retained earnings. It results from performance firm earn from its 

commercial activities. Funds sourced not from within the earnings of firm activities are called external 

financing.  

 

 A firm capital structure affects the financial performance of the firm. It determines the success and failure of 

the firm. It is necessary to note that, when a firm has a good capital structure, such firm can stand in the future 

against financial crises. Firm build up a good capital structure (debt and equity) so it can generate return on 

investment, return on asset, return on equity, net profit, gross profit, return on earning etc.  

 

This research attempts to fill the gap in this field by investigating the impact of capital structure on financial 

performance of cement manufacturing industry using different variables like return on Asset (ROA), Return of 

Equity (ROE), and total debt both short and long term (TD), Total Equity both common and preferred equity 

(TE) and a time frame that is considered most recent when compared with the researches reviewed in this work. 

Despite firms using different sources of financing, some of them are still stagnated and others are failing. This 

could be attributed to lack of knowledge on the best sources of financing with majority of owners having no 

ideas on how debts and equity influence their ROE and ROA.  Firms may also have a high mix of debt and 

equity because they are unable to generate retained earnings. However, there is a little that has been done on the 

impact of capital structure on financial performance of firms especially in Nigeria. Therefore, this study 

analyzed impact of capital structure on financial performance of cement manufacturing industry. 

 

The significance of this study is that, it will help the investors to create such a portfolio that yield them 

maximum profit. It will also enable them to know the choice of capital structure and its effect on financial 

performance of their company and also be of help for academic research.    
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The objective of this study is to examine the impact of capital structure on the financial performance of cement 

manufacturing industry in Nigeria. Specifically, it is aimed at:  establishing the extent whether Total debt have 

any impact on Return on Asset and to ascertain whether Total Cost of Equity have any negative impact on return 

on Equity of a firm over the period 2008 – 2013 but, the limitation of this study is the inability to considered 

other manufacturing industry away from cement manufacturing industry.    

 

 In line with the above stated specify objectives of this study, the following hypotheses are formulated in null 

form: 

 

H01:  There is no significant relationship between total debt and return on Asset of a firm. 

H02: There is no significant relationship between Total cost of Equity and return on Equity of a firm. 

 

Concept of Capital Structure 

Capital structure of a firm is not easy because it requires selecting between debt and equity securities while 

taking into consideration the different costs and benefits that are associated with these securities (Osuji et al, 

2012; Boopen et al, 2014).   

 

Dare and Sola (2010) cited by Nwankwo (2014), capital structure is the combination of equity and debt. Capital 

structure is defined as the mix of debt and equity used to finance the operation of a firm (Coleman, 2006; 

Damodaran, 2001 cited by Suleiman, 2013). Sanghoon (2008) cited by Nwankwo (2014), defined it as the ratio 

of different finance. 

 

 It is the combination of different sources of funds that firm uses to finance its overall operations and growth 

(Fozia et al, 2009; Memon et al, 2010; Memon et al, 2012), and is used to represent the proportionate 

relationship between debt and equity where equity includes paid-up share capital, share premium, reserve and 

surplus (retained earnings) (Pandey, 2010 cited by Leon (2013). 

 

Nirajini et al (2013), it is a way in which a firm  financed by combining long term capital(ordinary shares and 

reserves, preference shares, debentures, bank loans, convertible loan stock and so on) and short term liabilities 

such as a bank overdraft and trade creditors. It is the firm’s sources of long-term financing (Brealey, Myers& 

Marcus, 2001) cited by Babatunde et al (2014).  

 

The combination of various financial sources of every company is called capital structure (Ghalibafasl, 2005) 

cited by  Pouraghajan et al, (2012). It is a mix of debt and equity that will have the minimum cost of capital and 

will maximize the value of the firm (Gupta et al, 2014) and it is the mix of debt and equity maintained by a firm 

(Taiwo 2012; Joshua, 2008; Athula et al 2011;  and Damodaran, (2001) cited by Suleiman, 2013). It relies upon 

the size of composition of debt or equity (Muhammad et al, 2012; Tharmila et al, 2013). It is a blend of internal 

and external sources of funds (Amara et al, 2014).    

 

Mubeen et al (2014), capital structure is the different sources of financing like Equity (Common and Preferred 

Equity) and Debt (Short-term and Long-term) and can also includes short-term debt and working capital 

requirements of the firm (Babatunde et al, 2014). 

 

Fozia et al (2009); Naizuli (2011); Amara et al (2014), it is a mean to finance company’s overall assets by 

selecting the appropriate mixture of debt (long term and short term) and equity (common equity and preferred 

equity) and the firm finances its assets through some combination of equity, debt or hybrid securities (Peek and 

Rosengren, 2000 cited by Penvilia, 2013).  

 

It is the total liabilities on the firm’s balance sheet (Brezeanu, 1986) cited by Mihaela (2012).And the ratio of 

short-term and long-term financing (Toma et al, 1998) cited by Mihaela (2012). It is a relationship between debt 

and equity (Depallens et al (1990) cited by Mihaela (2012). It is the composition of secured capital, both 

according to the sources and the duration of use of such capital (Giurgiu, 1992) cited by Mihaela (2012).  

 

Is the way firms finance its right hand side of the balance sheet (Wajid et al, 2013; Heydar et al 2010). It 

indicates that, the firm value concerns with and how the firm structures its capital in order to determine its 

earning and create value for its assets and it is independent of how the firm finance to invest, or to pay dividend 

to its shareholders (DeAngelo et al, 2004) cited by (Wajid et al, 2013). 

 

Puwanenthiren (2011), believed that, it is a means to finance company’s overall assets by selecting the 

appropriate mixture of debt (long term and short term) and equity (common equity and preferred equity)  
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Concept of financial performance  
The term performance is a controversial issue in finance largely because of its multidimensional meanings 

(Prahalathan et al, 2011 cited by Mihaela, 2012). It can be defined as outcome-based financial indicators that are 

assumed to reflect the fulfilment of the economic goals of the firm (Murphy et al., 1996) cited by Chepkemoi 

(2013).  

 

It is the process of identifying the financial strengths and weaknesses of the firm by` properly establishing 

relationship between the items of the balance sheet and the profit and loss account (Leno, 2013), and it relates to 

the motive of maximizing profit both to the shareholders and on assets (Chakravarthy, 1986, cited by Ishaya et 

al (2014), while the operational performance concerns with growth and expansions in relations to sales and 

market value (Hofer & Sandberg, 1987) cited by Zeitun et al (2007). 

 

A company’s performance can be measured based on the variables that are involved in the productivity, returns, 

growth or even customer satisfaction Mihaela (2012). Financial performance (reflected in profit maximisation, 

maximising return on assets and maximising shareholders return) is based on the firm’s efficiency 

(Chakravarthy, 1986) cited by Mihaela (2012). But Barbosa (2005),  financial performance is based on the 

return on investment, residual income, earnings per share, dividend yield, price/earnings ratio, growth in sales, 

market capitalisation, etc. 

 

Kaplan and Atkinson, (1998); Lau and Sholihin, (2005) cited by Chepkemoi (2013), recognizes the inherent 

advantage of financial measures and these measures include; accounting based measures calculated from firm’s 

financial statements such as ROE, ROA, and GPM (e.g. Majumdar and Chhibber, 1999; Abor, 2005)  cited by 

Mohammad et al (2013), market based measures such as stock returns and volatility (Welch, 2004) cited cited 

by Mohammad et al (2013), Tobin’s Q measure which mixes market values with accounting values (Zeitun and 

Tian, 2007) cited by Mohammad et al (2013), Both accounting-based and Tobin’s Q measures (e.g. Abor, 2007) 

cited by Mohammad et al (2013), and other measures such as profit efficiency, i.e. frontier efficiency computed 

using a profit function (Berger and Bonaccorsi di Patti, 2006) cited by Mohammad et al (2013).  The Tobin’s Q 

measures means the market value of equity plus book value of debt divide by book value of assets.  

 

It can also include financial ratios which is from balance sheet and income statements ( Demsetz and Lehn 1985, 

Gorton and Rosen 1995, Mehran 1995, Ang, Cole, and Lin 2000) cited by Allen et al, (2002), stock market 

returns and their volatility (e.g., Saunders, Strock, and Travlos 1990, Cole and Mehran 1998) cited by Allen et 

al, (2002), and  Tobin’s q, which mixes market values with accounting values ( Morck, Shleifer, and Vishny 

1988, McConnell and Servaes 1990, 1995, Mehran 1995, Himmelberg, Hubbard, and Palia 1999, Zhou 2001) 

cited by Allen et al, (2002). 

 

ROA has been used by Abor (2007), Ehikioya (2007) and Ebaid (2009) cited by Boopen et al (2014),  to 

measure firm performance while ROE has also been used by Abor (2005) cited by Boopen et al (2014). 

 

Kaplan and Norton, (2001) and Otley, (2003) cited by Chepkemoi (2013), suggests that, when monitoring firm 

performance, managers tend to place less emphasis on traditional financial measures of performance such as 

return on investment or net profit.  

 

Guobing et al (2001) cited by Tianyu (2013), firm performance should be evaluated by asset operating, finance 

benefit, the preservation and increase of capital value in a certain period. Slywotzky et al (2001) cited by Tianyu 

(2013), said operations situation, revenue growth and customer relationships are the three important indexes to 

measure firm performance.  

 

Theories of capital structure  

Modern theory of capital structure by Modigliani and Miller (1958) cited by Athula et al, (2011), argued that 

capital structure is irrelevant to the value of a firm under perfect capital market and provide the base for 

theoretical directions for capital structure decisions. Harris and Raviv (1991) cited by Athula et al, (2011), 

provide a neat taxonomy of the capital structure theories that try to address some of these imperfections namely; 

agency costs theory, asymmetric information theory etc. To them, these theories suggest the proposition that, the 

capital structure impacts firm performance. 

 

Jensen and Meckling (1976) cited by Suleiman, (2013), developed agency theory as the monitoring cost by the 

principal and a residual loss. Jensen and Meckling (1976), agency problem exists due to a conflict of interest 

between shareholders and managers (agency cost of equity) or between shareholders and debt holders (agency 
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cost of debt). Thus, the use of debt capital will minimize the agency cost since the payment of debt interest 

reduces the surplus cash. 

 

Leland and Pyle (1977) cited by Coleman (2006), put forth a “signaling” theory. They noted that, the problem of 

asymmetric or incomplete information in small firms will make it difficult for lenders to accurately assess the 

level of risk. Thus, an entrepreneur’s willingness to invest in his own firm serves as a signal regarding the 

quality of the firm’s assets and earnings prospects.  

 

Myers (1984) and Myers and Majluf (1984) cited by Coleman (2006), developed a “pecking order” theory of 

finance. To them, insiders have information about the firm that outsiders do not necessarily have. Because of 

this informational asymmetry, outside share purchasers will tend to under-price a firm’s shares. This means that, 

it is more costly to use external debt finance than using internal funds (Myers and Majluf, 1984) cited by 

Chepkemoi (2013) and they predicts that, firm will follow the pecking order as an optimal financing strategy 

(Myers and Majluf, 1984 cited by Chowdhury et al 2010), and also firm follows a hierarchy in financing 

projects (Myers and Majluf, (1984) cited by Shah (2011).  

 

Berger and Udell (1998) cited by cited by Coleman (2006),  put forth a “life cycle” theory of financing which 

contends that firms used different types of financing for different stages of growth and firm obtaining external 

sources of financing and tend to be more reliant on insider financing.  

 

Kraus and Litzenberger (1973) cited by Anton (2010), suggest that, capital structure reflects a trade-off between 

the tax benefits of debt and expected costs of bankruptcy. The traditional (or static) trade off theory (TOT), 

maintained that, firms select optimal capital structure by comparing the tax benefits of the debt, the costs of 

bankruptcy and the costs of agency of debt as well as funding (Modigliani and Miller, 1963; Stiglitz, 1972; 

Jensen and Meckling, 1976; Myers, 1977; Titman 1984) cited by Chepkemoi (2013). 

 

The resource based theory, maintained that,  firm’s competitive advantage is based on the possession of tangible 

and intangible resources, which are difficult or costly for other firms to obtain (Barney, 1991; Peteraf, 1993) 

cited by Leno (2013).   

 

Asymmetric information theory, developed on the basis of the needs of public companies to disclose personal 

information and reduce the effect of adverse selection (Harris and Raviv, 1991) cited by Aleksandr (2014). 

  

Baker and Wurgler (2002) cited Popescu et al (2004), market timing theory of capital structure is the cumulative 

outcome of past attempts to time the equity market. Equity market timing theory, posits that managers issue 

equity when the market is overvalued, and issue debt when the market is undervalued (Chinmoy, 2013).  

 

The tax theory is the introduction of a tax element which brings complexity to capital structure theory and 

assumption of no taxes was relaxed to test the validity of Modigliani and Miller (1958) cited by Rajib(2013). 

Mehrotra and Mikkelson (2005) cited by Rajib (2013), observed that, other alternative tax shelters, like leasing, 

depreciation and investment allowances could be made available to the firm which would also make the tax 

shield redundant.  

 

Bankruptcy cost theory is the assumption of Modigliani and Miller (1958) cited by Rajib(2013), suggests that, 

all the assets of a firm can be sold at their economic value without incurring any liquidating expenses. But in 

reality, it is not so because of the direct and indirect costs of bankruptcy (Barclay et al, (1999) cited by Rajib, 

2013). 

 

Free cash flow theory is the amount of cash that a company has left over after it has paid all of its expenses, 

including investments. This theory expresses that, mitigation of free cash flow by paying interest of debt and 

dividends prevent a manager from abusing company’s income for personal purposes (Jensen, 1986 cited by 

Samuel, 2013). 

 

The Contemporary Capital Structure Theories advance the observation that Corporate Finance Officers (CFOs) 

consider the most important factor as maintaining financial flexibility, keeping debt low in order to be ready for 

unforeseen opportunities (Graham and Harvey (2001) cited by Samuel (2013).  

 

EMPIRICAL STUDY  

Modigliani and Miller (1958) cited by Drăniceanu et al (2013), suggested that, capital structure and firm 

performance are unrelated; many researchers provided evidence on their correlation, either positive or negative. 
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Babatunde et al (2014), investigate the relationship between capital structure and profitability of conglomerate, 

consumer goods, and financial services firms quoted in Nigeria Stock Exchange. They Data   collected from the 

ten randomly selected firms among the three industries were from 2000 to 2011 and sample size of 120. They 

used Return on Asset (ROA) and Return on Equity (ROE) as performance proxies and  debt equity ratio (DER) 

and debt asset ratio (DAR) were used as capital structure proxies and analysed using correlation coefficient and 

regression techniques. They found that, the relationship between capital structure (both DER and DAR) and 

return on asset (ROA) is not significant across all firms except for 7up and Nestle. They also found that, there is 

an insignificant relationship between return on equity (ROE) and DAR. However, there was a significant 

relationship in almost all firms between return on equity and debt to equity. To their findings, the nature of the 

industry also determines the effect of capital structure on their profitability. In the financial firms, there is a 

negative significant relationship between return on equity and debt to assets ratio. In the conglomerate firms, 

there is also a negative relationship between return on assets (ROA) and debt to equity ratio however not 

significant.  

 

Nirajini et al (2013), investigate the impact of capital structure on financial performance of trading companies in 

Sri Lanka during 2006 to 2010 (05 years) financial year. Data was extracted from the annual reports of sample 

companies. Correlation and multiple regression analysis were used for analysis. The results revealed that, there 

is a positive relationship between capital structure and financial performance. And also, capital structure is 

significantly impact on financial performance of the firm which shows that, debt asset ratio, debt equity ratio 

and long term debt correlated with gross profit margin(GPM), net profit margin(NPM), Return on Capital 

Employed(ROCE),Return on Asset (ROA) & Return on Equity(ROE ). 

 

Tharmila et al (2013), studied the impact of capital structure on firm’s performance using a sample of   thirty 

companies listed on the Colombo Stock Exchange and a period of 5 five years from 2007 to 2011. The study 

used Return on capital employed (ROCE), Return on Equity (ROE) and Net Profit ratio as performance proxies 

and  total debt  (TD) and Total Equity (TE) were used as capital structure proxies. The relationship between 

independent variable capital structure and dependent variable financial performance were tested by correlation 

analysis. The results indicated that, there is a negative relationship between the capital structure and financial 

performance.  

 

Mohammad et al (2013), investigate the impact of capital structure on firm performance using multiple 

regression with a pool panel data procedure as well as four accounting-based measures of financial performance 

(i.e. return on equity (ROE), return on assets (ROA), market value of equity to the book value of equity 

(MBVR), Tobin’s Q ) and capital structure measures (short-term debt to total assets (SDTA), long-term debt to 

total assets (LDTT), total debt to total assets (TDTA) and total debt to total equity (TDTQ))  and based on a 

sample of 85 firms listed in Tehran Stock Exchange from 2006 to 2011. The results indicated that, firm 

performance which is measured by (ROE,MBVR & Tobin’s Q) is significantly and positively associated with 

capital structure, while report a negative relation between capital structure and (ROA, EPS). 

 

Osuji et al (2012), examines the impact of capital structure on financial performance of Nigerian firms using a 

sample of thirty non-financial firms listed on the Nigerian Stock Exchange during the seven year period, 2004 – 

2010 with a Panel data for the selected firms and analyzed using ordinary least squares (OLS). They found that, 

a firm’s capital structure surrogated by Debt Ratio, DR has a significantly negative impact on the firm’s 

financial measures (Return on Asset, ROA, and Return on Equity, ROE). 

 

Khalaf (2013), investigate the relationship between capital structure and firm performance across different 

industries using a sample of Jordanian manufacturing firms in Jordan. The annual financial statements of 45 

manufacturing companies listed on the Amman Stock Exchange were used for the study which covers a period 

of five (5) years from 2005-2009. Multiple  regression analysis was applied on performance indicators such as 

Return on Asset (ROA) and Profit Margin (PM) as well as Short-term debt to Total assets (STDTA), Long term 

debt to Total assets (LTDTA) and Total debt to Equity (TDE) as capital structure variables. The results 

indicated that, there is a negative and insignificant relationship between STDTA and LTDTA, and ROA and 

PM; while TDE is positively related with ROA and negatively related with PM. STDTA is significant using 

ROA while LTDTA is significant using PM.  

 

Forough et al (2014), examine the relationship between capital structure and firm performance based on the 

competitive advantage in the firms listed on the Tehran Stock Exchange. They used lagged leverage, square of 

lagged leverage, relative leverage, square of lagged relative leverage, as the independent variables and 

Herfindahl-Hirschman as the mediator variable and sample composed of 202 firms selected among 13 different 

industries over a period from 2006 to 2011. They found that, there is a positive significant relationship between 
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leverage and the financial performance and also found that, there is an inverse significant relationship between 

square leverage and firm performance.  

 

Gupta et al (2014), examines the capital structure of selected construction companies listed in the Bombay Stock 

Exchange in India between the periods 2009 to 2013 using data from the secondary sources i.e. from the annual 

reports of the selected sample companies. Multiple Regression and correlation were used to analyze the data. 

The variables used for the study were Debt Equity Ratio, Long term debt and Debt Asset Ratio as the 

independent variable and Gross Profit Margin (GPM), Net Profit Margin (NPM), Return on Capital Employed 

(ROCE), Return on Assets (ROA) and Return on Equity (ROE) as the dependent variables. The result revealed 

that, there is a positive relationship between the capital structure and financial performance of the selected firms.  

Muhammad et al (2012), examines the impact of capital structure on firms’ financial performance in Pakistan of 

top 100 consecutive companies in Karachi Stock Exchange for a period of four years from 2006 to 2009. 

Exponential generalized least square regression were use to test the relationship between capital structure and 

firms’ financial performance. The results showed that, all the three variables of capital structure, Current 

Liabilities to Total Asset, Long Term Liabilities to Total Asset, Total Liabilities to Total Assets, negatively 

impacts the Earning before Interest and Taxes, Return on Assets, Earning per Share and Net Profit Margin 

whereas Price Earning ratio shown negative relationship with Current Liabilities to Total Asset and positive 

relationship were found with Long Term Liabilities to Total Asset where the relationship is insignificant with  

Total Liabilities to Total Assets. The results also indicated that, Return on Equity has an insignificant impact on 

Current Liabilities to Total Asset and Total Liabilities to Total Assets but a positive relationship exists with 

Long Term liabilities to Total Asset. 

 

Methodology 

The research used historical research design and ordinary Least square regression to analysed data. Data for this 

study was gathered from the financial statements as published by cement manufacturing companies. The sample 

interval is for five-year period from 2009 to 2013. The population of the study is made up of the 10 cement 

manufacturing companies in Nigerian and two sample size was chosen as a sample studied ( Danagote and 

Ashaka Cement company). 

 

Return on asset (ROA) and return on equity (ROE) were used as proxies for firms performance while the 

proxies used for capital structure include total debt (TD) and total equity (TE). Using the SPSS view (e-view) 

software and data obtained from these companies were tabulated and analyzed using simple regression models.  

ROA is calculated by dividing net income plus interest expenses with total assets (Net income/shareholder 

fund), return on equity (ROE) is defined by dividing net income by equity (earnings before tax/total asset).  

 

Total debt is adding Short-term and Long-term debt while total equity is adding Common and Preferred Equity 

and the simply regression model is stated below: 

 

ROA = AI+ ßISTD+ß2LTD+ +E 

ROE = AI+ ßICE+ß2PE+ E 



 

ICSSL -2015 | Impact of Capital Structure on Financial Performance of Cement Manufacturing Industry 

in Nigeria: Case Study of Ashaka and Dangote Cement Companies 

154 

 

 

BUSSINESS International Conference on Social Science and Law 

Data analysis 

Table 1 Hypothesis 1: Dangote cement Plc  (2008-2013) 

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate 

Change Statistics 

Durbin-Watson 

R Square 

Change F Change df1 df2 Sig. F Change 

1 .046
a
 .002 -.247 .18939 .002 .008 1 4 .931 1.149 

Coefficients 

Model 

Unstandardized Coefficients 

Standardized 

Coefficients 

T Sig. 

95.0% Confidence Interval for B 

B Std. Error Beta Lower Bound Upper Bound 

1 (Constant) .333 .212  1.566 .192 -.257 .922 

Total debt 1.525E-10 .000 .046 .092 .931 .000 .000 

a. Independent variable: total debt 

b. Dependent Variable: ROA 

Table 2 Hypothesis 2: Dangote cement Plc (2008-2013) 

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate 

Change Statistics 

Durbin-Watson 

R Square 

Change F Change df1 df2 Sig. F Change 

1 .284
a
 .081 -.149 5.04539 .081 .352 1 4 .585 2.252 

Coefficients 

Model 

Unstandardized Coefficients 

Standardized 

Coefficients 

T Sig. 

95.0% Confidence Interval for B 

B Std. Error Beta Lower Bound Upper Bound 

1 (Constant) 5.045 3.442  1.466 .217 -4.512 14.601 

Totalequity -6.778E-9 .000 -.284 -.593 .585 .000 .000 



 

ICSSL -2015 | Impact of Capital Structure on Financial Performance of Cement Manufacturing Industry 

in Nigeria: Case Study of Ashaka and Dangote Cement Companies 

155 

 

 

BUSSINESS International Conference on Social Science and Law 

Table 1 Hypothesis 1: Dangote cement Plc  (2008-2013) 

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate 

Change Statistics 

Durbin-Watson 

R Square 

Change F Change df1 df2 Sig. F Change 

1 .046
a
 .002 -.247 .18939 .002 .008 1 4 .931 1.149 

Coefficients 

Model 

Unstandardized Coefficients 

Standardized 

Coefficients 

T Sig. 

95.0% Confidence Interval for B 

B Std. Error Beta Lower Bound Upper Bound 

1 (Constant) .333 .212  1.566 .192 -.257 .922 

Total debt 1.525E-10 .000 .046 .092 .931 .000 .000 

a. independent  variable: Total equity 

a. Dependent Variable: ROE 

 

 

 

Table 3 Hypothesis 1: Ashaka cement Plc ( 2008 -2013) 

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate 

Change Statistics 

Durbin-Watson 

R Square 

Change F Change df1 df2 Sig. F Change 

1 .078
a
 .006 -.242 .00621 .006 .024 1 4 .884 .796 

Coefficients 

Model 

Unstandardized Coefficients 

Standardized 

Coefficients 

T Sig. 

95.0% Confidence Interval for B 

B Std. Error Beta Lower Bound Upper Bound 

1 (Constant) .060 .030  1.964 .121 -.025 .144 

Totaldebt 2.461E-10 .000 .078 .156 .884 .000 .000 

a. independent variable: Total debt 

a. Dependent Variable: ROA 
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Hypothesis 2: Ashaka cement Plc (2008 -2013) 

Mode

l R R Square 

Adjusted R 

Square 

Std. Error 

of the 

Estimate 

Change Statistics 

Durbin-Watson 

R 

Square 

Change 

F 

Change df1 df2 

Sig. F 

Change 

1 .184
a
 .034 -.208 .01829 .034 .141 1 4 .727 2.348 

Coefficients 

Model 

Unstandardized Coefficients 

Standardized 

Coefficients 

T Sig. 

95.0% Confidence Interval for B 

B Std. Error Beta Lower Bound Upper Bound 

1 (Constant) .072 .014  4.993 .008 .032 .112 

totalequity -1.363E-10 .000 -.184 -.375 .727 .000 .000 

a. Independence variable: Total equity   

a. Dependent Variable: ROE 
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Discussion on finding  

Table 1: Based on the result from the analysis examined, the t-value is 1.566 and the result showed that, the t-

tabulated was less than the calculated value of t-falls in the rejection area at 95% level of significance than the Null 

hypothesis that, there is no significant relationship between total debt and return on Asset of Dangote cement Plc is 

rejected. Hence, H1 is accepted, which states that, there is a significant relationship between return on Asset as a 

result of total debt. The result of 0.46 confirmed that there is positive and significant relationship between ROA and 

total debt of Dangote Cement Plc. The result from R-square showed that, ROA in the company is explained by about 

0.6% of total debt.       

 

Table 2: As showed from the analysis examined, the t-value is 1.964 and the result showed that, the t-tabulated was 

less than the calculated value of t-falls in the rejection area at 95% level of significance than the Null hypothesis that, 

there is no significant relationship between total equity and return Equity of Dangote cement Plc is rejected. Hence, 

H1 is accepted, which states that, there is a significant relationship between return on equity as a result of total equity. 

The result of .284 confirmed that there is positive and significant relationship between ROE and total equity of 

Dangote Cement Plc. The result from R-square showed that, ROA in the company is explained by about 69.1% of 

total equity.       

 

Table 3: In line with the result from the analysis examined, the t-value is 1.964 and the result showed that, the t-

tabulated was less than the calculated value of t-falls in the rejection area at 95% level of significance than the Null 

hypothesis that, there is no significant relationship between total debt and return Asset of Ashaka cement Plc is 

rejected. Hence, H1 is accepted, which states that, there is a significant relationship between return on Asset as a 

result of total debt. The result of .078 confirmed that there is positive and significant relationship between ROA and 

total debt of Ashaka Cement Plc. The result from R-square showed that,  ROA in the company is explained by about 

0.6% of total debt.       

 

Table 4: as indicated from the analysis, the t-value is 4.993 and the result showed that the t-tabulated was less than 

the calculated value of t- falls in the rejection area at 95% level of significance than the Null hypothesis that, there is 

no significant relationship between total debt and return Asset of Ashaka cement Plc is rejected. Hence, H1 is 

accepted, which states that, there is a significant relationship between return on Equity as a result of total equity. The 

result of .184 confirmed that there is positive and significant relationship between ROE and total debt of Ashaka 

Cement Plc. The result from R-square showed that, ROE in the company is explained by about (2.08%) of total 

equity.       

 

Conclusion  

This study examines the impact of capital structure on firm performance. Based on the selected sample size of two 

and capital structure proxies like TD, TE as well as ROA and ROE as performance proxies, there is a positive and 

insignificant relationship between capital structure and firm performance. The study concludes that statistically, 

capital structure represented by Total debt (TD) and Total Equity (TE) is the major determination of firm 

performance. Although, the study also found statistically that, there is significant relationship between capital 

structure and firm performance in Ashaka cement Plc and this study was consistency with the study of Muhammad et 

al (2012), Nirajini et al (2013), Gupta et al (2014) and Forough et al (2014). 

 

Recommendation  
The study recommends that firms should use debt and equity as a source of finance since positive significant 

relationship exists between the capital structure and performance (total equity and ROE) and Total debt and ROA 

used in this work. They should try to finance their activities with retained earnings, debt and equity. 
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ABSTRACT 

This study assessed the role of farmers’ participation in cooperatives in reducing food insecurity among farming 

folks in Ogun State, Nigeria.  Multi-stage sampling technique was adopted in selecting 388 respondents for this 

study. Information collected covered farmers’ socio-economic and institutional characteristics. Data were analyzed 

using descriptive statistics, food insecurity scale developed by USDA (2000) and the logit regression model. All 

analyses are done at p≤0.05. The farmers had an average of nine years of formal education, household size of 8 

persons, 24 years of farming experience and annual income of N187,760 ($1,174). Some 37% participated in 

cooperatives and only 244% had access to credit facility. Further results showed that 69% of cooperators are food 

secure while 87% of non-cooperators are food insecure.  Factors which reduced food insecurity included increased 

income levels, membership of cooperatives, increased educational level, decreased household size and access to 

credit facility. It is recommended that government, in particular, should assist the management of existing 

cooperatives and further encourage farmers to participate.  

 

Keywords: cooperative participation, food insecurity, farmers, Ogun, Nigeria.  

 

INTRODUCTION 

Food security is the consistent access to enough food for an active, healthy life. Among the developmental problems 

facing Nigeria and a host other sub-Saharan African countries is the issue of food insecurity (Sanusi et al, 2006). The 

Ministry of Agriculture has estimated that 65% of the population is food insecure (Oneworld, 2010). More than half 

of all employment in Nigeria depends on agriculture. However, 90% of the produce comes from small rain-fed 

farms, constrained by poor infrastructure and little access to credit. Many of these farmers are unable to meet their 

own subsistence requirements such as food (Oneworld, 2010).  

 

Agricultural Co-operatives and Food Security 

The prevalence of food insecurity in Africa, especially rural Africa, has been documented (Volamen, 2009; Smith et 

al., 2006). There is strong evidence that the family farm and cooperatives can provide a decentralized system of food 

security and employment (Chambo et al., 2007). Close correlation between food security and cooperatives activities 

have been identified in some East African countries with long history and large size co-operative organizations 

(Chambo, 2009). This correlation however, was made possible on account that the small scale farmers had 

disposable cash income earned from co-operative activity, to buy food from ordinary village markets. In the post 

independence years, Tanzania and Nigeria, tried to promote food marketing cooperative organizations (Chambo, 

2009). This was possible with the institution of government food buying parastatals bodies which bought all cereals 

from co-operative organizations. But immediately after liberalization policies, marketing parastatals were disbanded 

and automatically, food marketing co-operatives were the first to go under, due to stiff market competition. Some 

marginal co-operative action however, still remains today with high value food crops such as paddy, vegetables and 

horticultural crops. 

 

The main thrust of agricultural cooperatives is to accelerate agricultural development especially in the rural areas. 

Agricultural cooperatives play an important role in supporting small agricultural producers and marginalized groups 

such as young people and women. They empower their members economically and socially and create sustainable 

rural employment through business models that are more resilient to economic and environmental shocks. 

Cooperatives offer small agricultural producers opportunities to access markets, and provide them with a range of 

services such as better access to natural resources, information, communication, technologies, credit, training and 

warehouses. They also facilitate small producers’ participation in decision making at all levels, support them to 

secure land use rights and to negotiate better terms for engagement in contract farming and better prices for 
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agricultural inputs such as seeds, fertilizer and equipment. Through this support, small producers can secure their 

livelihoods and play a greater role in meeting the growing demand for food on local, national and international 

markets, thus contributing to poverty alleviation, food security and the eradication of hunger. (FAO, 2012) 

 

In order to facilitate smallholder farmers’ participation in cooperatives, the Food and Agriculture Organization 

(FAO) has led a campaign on creating awareness of the importance of cooperatives to poverty alleviation, food 

security and rural development globally (FAO, 2012). To achieve this, FAO collaborates closely with other United 

Nation (UN) entities, in particular the International Fund for Agricultural Development (IFAD), World Food 

Programme (WFP) and the Committee for the Promotion and Advancement of Cooperatives (COPAC).  Despite this 

effort, farmers’ participation in cooperatives remained poor (Babalola and Olayemi, 2014). In Nigeria, several efforts 

have been made by the government to develop the agricultural sector in order to increase food supply and ameliorate 

food insecurity situation. Several projects and institutions were developed such as National Accelerated Food 

Production Programme (NAFPP), FADAMA projects, Agricultural Credit Guarantee Scheme (ACGS), Agricultural 

Cooperative Banks etc. However, according to Idachaba (2004), these projects and institutions have not been able to 

bring about the expected transformation and proffer succor to the food insecurity problem in the sector. This study 

aimed at determining the role of cooperative societies in alleviating food insecurity among small scale farmers in the 

study Ogun state, Nigeria.    

 

RESEARCH METHODOLOGY 

The study was carried out in Ogun State of Nigeria. Ogun State is located in the South-Western part of Nigeria. It is 

bounded in the west by the Republic of Benin, in the east by Ondo State, in the south by Lagos State and in the north 

by Osun and Oyo States. It has a land area of about 16,762 square kilometers and a population of about 3,728,098 

(NPC, 2006; NBS, 2007), which is approximately 2.70 percent of Nigeria’s population. Farming is the major 

occupation of the people, particularly those living in the rural areas. The climate favours the production of arable 

crops such as maize, yam, cassava, rice, cocoyam and tree crops like kola nuts, cashew and oil-palm.  There are 

twenty local government areas in the state.  

 

Primary data were collected and used for analysis in this study. The data collection employed the use of well 

structured questionnaire for gathering information from arable farmers. The multi-stage sampling method was used 

to select the respondents. Ten local governments were eventually used for the study. Two villages were randomly 

selected from each of the selected local government areas and twenty farmers sampled from each, were selected 

based on their cultivation of arable crops. Thus, a total of four hundred farmers were originally selected for the study 

but 388 responded by filling their questionnaires appropriately.   

 

Methods of data analysis and model specification 

Descriptive statistics of frequencies and percentage frequencies were used to describe the farmers’ characteristics, 

food insecurity scale developed by USDA (2000) was used to categorize the farmers into food insecurity status and 

the logit regression model was to identify the determinants of food insecurity.  

 

The food insecurity scale 

This is a continuous linear scale, which measures the degree of severity of food insecurity or hunger experienced by 

a household in terms of single numerical value ranging from 1 to 10 (USDA, 2000). The statistical procedure that 

determines a household’s scale value depends on the number of increasingly severe indications of food insecurity 

that the household has experienced, as indicated by affirmative responses to the increasingly severe sequence of 

survey questions. A household with a scale value of 6, for example, has responded affirmatively to more, and 

typically to more severe, indicators of food insecurity than a household with a scale value of 3. A household that has 

not experienced any of the conditions of food insecurity covered by the core module questions will be assigned a 

scale value of 0, while a household that has experienced all of them will have a scale value close to 10. 

 

The food security scale categorized into 3 thus: 

i. Food Secure (FS) 

ii. Food Insecure Without Hunger (FIWoH): No reduction in household food intake but adjustment to food 

management resulting in reduced quality of food.  

iii. Food Insecure With Hunger (FIWH): There is reduction in food intake especially among the adult members 

of the households to the extent of experiencing hunger.  
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The Logit Regression Model  

For the analysis of determinants of food insecurity, the logit regression model was used. Where the dependent 

variable is a dummy (for the purpose of analysis, the food security scale representing the dependent variable has been 

dichotomized to food secure and food insecure) , the two models often used are the logit and probit regression 

models. But as Amemiya (1981) has observed, the statistical similarity between logit and probit models makes the 

choice between them difficult. The logit model is however, computationally easier, thus, it was selected for this 

study. Following Gujarati (1988), the model is specified as follows: 

 

Ln (Pi/(1-Pi) = ß0 + ß1X1 +…. + ß8X8 + ei  …………………………………………… (1) 

Where: 

Pi    = probability of farmer’s being food secure  

1-Pi = probability of farmer’s being food insecure  

ß0   = Intercept 

ßi (1,2,3...,8)   = Regression coefficients,  

Xi (1,2,3...,8) = Independent variables, and  

ei = error term.  

The explanatory variables include: 

  X1 = Farming experience (years) 

  X2 = Years of education  

  X3 = Farm size (Ha) 

  X4 = Cooperative membership (Yes= 1, No=0) 

  X5 = Access to extension service (Dummy: 1=Yes, 0=No)  

  X6 = Access to credit facility (Dummy: 1=Yes, 0=No)  

  X7 = Household size 

  X8 = Household Income (N) 

 

RESULT AND DISCUSSION 

Farmers’ characteristics and farm practices 

The distribution of farmers’ characteristics is shown in Table 1. The characteristics of importance considered include 

years of education and experience in farming, household size, age of the respondents, farm size, household income, 

respondents’ participation in cooperatives, access to extension services and credit facilities. 

 

Results in Table 1 shows that the average age across the study area was 50 years. This has implication on available 

farm labour, productivity and the ease with which improved agricultural practices are adopted.  

 

The average year of education of farmers was 9 years. With this literacy level of farmers in the study area, they are 

expected to be able to read and communicate in English language. Farmers’ educational level is expected to have 

significantly positive influence on their participation in cooperatives and development programmes, adoption of 

innovations and production efficiency and hence food security status (Fawole and Fasina, 2005). However, literacy 

in the study area is still relatively low, with a majority of farmers having less than secondary school education.  

 

The average household size among the farmers was 8. The household size among the farmers was on the high side 

judging by the state’s average of approximately 6 and national average of approximately 5 (NBS, 2007). Although, 

this may imply higher availability of family labour, large household size has been reported to be a determinant of 

food insecurity and poverty of households especially in Nigeria (Ajani, 2005; Akinbile and Ndaghu, 2005).  

 

Farmers’ year of experience in farming is expected to increase quality and quantity of output by reducing pre-harvest 

and post-harvest losses, increase participation in cooperatives and use of technologies and increase efficiency of the 

farmers. It is even more important among farmers with low literacy level. The result in Table 1 shows that the 

average years of farming experience in the study area was 24 years indicating a high potential for increased 

productivity among farmers, if they are adequately supported and motivated.  

 

The results as presented further showed that only 37% of farmers participated in one form of cooperative society or 

the other. These results are consistent with the findings of Babalola et al. (2010); Awoyinka et al. (2009) and Jagger 

and Pender, (2003). The majority of the farmers have access to extension agent (74%), however, only 24 percent 
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have access to credit facility. This is likely to have implications for food security. Their poor participation in 

cooperatives might have also contributed to poor access to credit facility. Farmers’ average income (N187,760 ~ 

$1,174) is also low judging from their household size and current cost of living.  In fact, by this annual income level, 

majority of the farming households are already living below $1 signifying existence of poverty and hence food 

insecurity. Their small landholding (average of 2.4 Ha) which determines, production levels and use of technology, 

might have contributed to their low income levels.       

 

Table 1: Personal Characteristics of Respondents  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

*N1~ $ 0.00625, figure derived from last season farm records 

Source: Computed from field survey data (2013) 

 

Result in Table 2 shows that, generally, most farmers did not participate in cooperatives (63%). Majority were food 

insecure with hunger, most of which were non- cooperators (87%). Sixty nine percent of the food secure farmers 

were those that participated in one form of cooperative or the other. The implication of this result, simply put, is that 

most of the farmers who participated in cooperatives are food secure and most of the farmers who are not members 

of any cooperative society are food insecure. However, since majority of the farmers in the study area did not 

participate in cooperative activities, food insecurity is high in the study area.  

 

Table 2: Food security status of cooperators and non-cooperators 

Membership 

Food insecurity Status 

Food Secure 

(FS) 

Food insecure 

without hunger 

(FIWoH) 

Food insecure 

with hunger 

(FIWH) 

 

Total  

Cooperators  78 (69%) 47 (38%) 20 (13%) 145 

Non- cooperators  35 (31%) 77 (62%) 131 (87%) 243 

Total (n= 388) 113 124 151 388 

Source: Computed from field survey data (2013) 

 

From the regression output (Table 3), household size was significant with negative sign, thus large households are 

likely to be food insecure. Descriptive results showed that respondents have large household size. Income levels, 

membership of cooperatives, educational level and access to credit facility were significant with positive signs. This 

implies that increase in these variables will increase the probability of food security among study population. 

Descriptive results showed low income level, poor membership of cooperatives, poor access to credit and relatively 

low level of education among study population.  

 

Table 3: Logit Model: Results of the analysis of the determinants of food security  

Variables Coefficient t-value 

Constant 0.26 1.45 

Farmers years of experience in farming 0.16 0.98 

Variables Freq (±SD) 

n= 338   

% 

Age (mean) 50 (±10)  

Years of Education (mean) 9 (±4)  

Household Size (mean) 8 (±3)  

Years of farming experience (mean) 24 (±12.7)  

Farm size (mean hectare) 2.4 (±1.1)  

Access to credit facility 91 24 

*Average annual income (N) 187,760  

Membership of Co-op  145 37 

Access to extension agents 285 74 
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Years of Education 0.14** 2.39 

Farm size 0.15 0.32 

Membership of cooperatives 0.59** 2.93 

Access to extension services 0.89 0.22 

Access to credit facility 0.14* 2.00 

Household size -0.19* -2.31 

Income level 0.14* 1.98 

Log-Likelihood -216.01**  

Chi-square 98.307**  

Pseudo R
2
 0.546  

Number of observation =338; ** Significant at 1%;    *Significant at 5%     

Source: Computed from field survey data (2013) 

 

CONCLUSION AND RECOMMENDATION 

The study clearly presents cooperative as a way out of food insecurity. Thus, the following are recommended for 

policy actions: 

i. The factors that were found to reduce food insecurity include Income levels, membership of cooperatives, 

educational level and access to credit facility. Therefore, if farmers have to reduce food insecurity these 

factors need to be seriously addressed through appropriate policies. 

ii. In particular, government should assist the management of existing cooperatives and further encourage 

farmers to participate.  
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ABSTRACT 

This study examines the relationship between ownership structure and dividend payout policy of selected listed banks 

in Nigeria. The objective of the study is to examine effect of managerial ownership and ownership concentration on 

dividend payout policy for the period of six (7) years from 2007 to 2013(post-corporate governance code for banks 

in Nigeria). Data were obtained from the annual reports of the sampled banks and analyzed using Ordinary Least 

Square regression (OLS). The regression results shows that there is no significant relationship between managerial 

ownership, ownership concentration and dividend payout policy post corporate governance code for banks in 

Nigeria. The study recommends that directors should increase their shareholding in order to reduce the use of 

dividend as a monitoring tool and lower agency problem; large shareholders should not be allowed to increase their 

shareholding as they will use their control right to encourage increased dividend payment at the expense of the 

growth, further investments and rights of the minority shareholders in the banks.  
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Introduction 

A major conflict of interest between managers of firms and their shareholders is stewardship. Stewards are agents 

employed by owners of funds to manage their (owners of capital) affairs called agency relationship. Owners of 

capital usually compel their agents to periodically account for the way and manner they have handled their wealth. It 

is at this point that conflict of interest arises between the managers and their shareholders. Shareholders prefer 

distributed profit in form of dividend which they believe it will serve as a monitoring tool on their managers while 

managers prefer to retain earnings for so many reasons e.g. further investment which they consider to be healthy for 

the growth of the firm (Arshad, Akram, Amjad and Usman, 2013). This agency relationship and conflict of interest 

between managers and their shareholders gives rise to the need for a study of the relationship between ownership 

structure and dividend payout policy. 

 

The shareholding structure of a firm comprises of corporate or managerial shareholding, foreign shareholding, 

institutional shareholding, individual shareholding, e.t.c with each category wanting to dominate the ownership 

structure of the company. This is because it is assumed that the category of shareholders with the highest 

shareholding will dominate the decision making of the firm e.g. dividend decisions such as payout policy. The 

ownership structure with insider shareholding as the highest ownership concentration is one of the tool used to 

reduce agency cost between the interest of managers and their shareholders, but the effect on dividend policy brings 

about new conflict of interest by reducing dividends or maintaining payout at lower levels and using cash for their 

benefits (Ehsan, Tabassum, Akram and Nasir, 2013). This means where the majority of holders of shares of the 

company are individuals (owners of capital) then the support for dividend payment will be high, but where 

managerial shareholding is higher, then dividend payment decisions will be minimized. The question is does 

ownership structure influence dividend payout policy of firms? 

 

However, banks in Nigeria have experienced financial crisis before the enactment of corporate governance code for 

banks in Nigeria in 2006. One of the crises faced by banks is this agency conflict between managers and 

shareholders and one of corporate governance variables is ownership structure. This study seeks to establish “What is 

the relationship between ownership structure and dividend payout policy of selected banks listed in Nigeria?” 
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The major objective of this study is to examine the effect of ownership structure on dividend payout policy of 

selected banks listed in Nigeria. The specific objectives are as follows: 

 

 To determine the effect of managerial ownership on the dividend payout policy of selected banks listed in 

Nigeria. 

 To ascertain the effect of ownership concentration on the dividend payout policy of selected banks listed in 

Nigeria. 

 

The researcher has chosen these specific objectives because the information about ownership structure shown in the 

annual reports of the selected banks is mostly managerial ownership and individual ownership. Other categories of 

ownership are not reflected in the reports of the selected banks. 

 

The hypotheses formulated for the study are as follows: 

 H0: There is no significant relationship between managerial ownership and dividend      payout policy of 

selected banks listed in Nigeria. 

 H0: There is no significant relationship between ownership concentration and dividend     payout policy of 

selected banks listed in Nigeria. 

 

Dividend Payout Policy 

Dividend payout policy is concerned with the payment of dividends now or the retention of earnings for capital gains 

i.e. the optimal dividend payout ratio that maximizes the combined value of dividends paid plus capital gains 

(Akinsurulere, 2011). Dividend payout ratio is the ratio of ordinary dividends to retained earnings i.e cash dividend 

per share divided by earnings per share.  

 

Ownership Structure 

Ownership structure is the shareholding structure of firms and institutions which comprises of managerial 

shareholding, institutional shareholding, foreign shareholding, individual shareholding, e.t.c. Managerial 

shareholding is the proportion of company’s total shareholding that belongs to the managers, board of directors, 

executives and their spouses including their minor children (Ehsan e’tal 2013). Institutional Shareholding refers to 

the sum of percentage of the banks, insurance companies, investment firms, pension funds and other large scale 

financial institutions out of total capital shares of the firm (Sharma and Wadhwa, 2013). Individual shareholding is 

the percentage of shares held by individuals or the general public to the total number of shares held by the company 

while foreign shareholding is the proportion of shares held by foreign corporations and subsidiaries of the company 

to the total number of shares. 

 

Ownership Structure and Dividend Payout Policy 

Afza and Mirza (2010) in the study of ownership structure and cash flows as determinants of corporate dividend 

policy in Pakistan used dividend payout and dividend intensity as measure for dividend policy. Managerial 

ownership, individual ownership, operating cash flow and cash flow sensitivity are variables of ownership structure 

measured by proportion of shares held by board of directors and executive officers, proportion of shares held by 

individual investors excluding managers’ proportionate shares, level of cash flow from operating activities and 

annual change in cash holdings to total assets respectively. Control variables used are firm size, leverage and 

profitability measured by log of assets, total liabilities to total assets and earnings per share respectively. The study 

used OLS to relate the dependent and independent variables. Managerial and individual ownership, cash flow 

sensitivity, size and leverage are negatively related with cash dividend while operating cash-flow and profitability 

are positively related with cash dividend. Managerial ownership, individual ownership, operating cash flow and size 

are significantly related with dividend behavior while leverage and cash flow sensitivity are insignificantly related 

with dividend payment.  

 

Ahmad and Javid (2010) in the study of the ownership structure and dividend payout policy in Pakistan (Evidence 

from Karachi stock Exchange 100 Index) used changes in dividend to measure dividend payout policy. Ownership 

structure measures are changes in earnings, corporate holding, foreign holding, director holding and financial 

institution holding while control variables are earnings growth, debt to equity ratio and growth in sales. The study 

used Ordinary Least Square (OLS) regression to associate the variables and the Full adjustment model, Partial 

adjustment model, Earnings trend model and Modified Fama Babiak Model were used to carry out the regression. 
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The results support potential association between ownership structure and dividend payouts, though the association 

differs across different shareholders,  dividend depends on past dividends, negative relationships exist between 

dividends and earning trends, debt equity is negative and insignificant related with dividends, financial Institution 

investor, director’s ownership is unrelated with dividend growth, corporate investor’s ownership is positive and 

highly significant with dividend growth e.t.c. 

 

Ali Shah, Ullah and Hasnain (2011) in the study of impact of ownership structure on dividend policy of firm 

(evidence from Pakistan). Ownership structure is measured by the percentage of shares held by board of directors 

divided by total numbers of shares while dividend yield (dividend paid/net income available to the shareholders) is 

used to measure dividend policy. Control Variables are Firm Size, Return on Equity (ROE) and Leverage proxy by 

total number of directors present in the Board of directors, net profit/ shares holder equity and debt/ equity 

respectively. Common Effect Model has been applied as a research tool and the results have shown a positive 

relationship between ownership structures and dividend policy. 

 

Mehrani, Moradi and Eskandar (2011) in the study of ownership structure and dividend policy: evidence from Iran. 

Ownership structure is measured by institutional ownership, concentrated institutional ownership and managerial 

ownership. Dividend policy is measured by total amount of ordinary dividend while the control variables used are 

size, leverage, market to book value and free cash flow. The study used four models to analyze the link between 

ownership structure and dividend policy: Lintner Models (1956) (the full adjustment model and the partial 

adjustment model), the Waud model (1966) and Fama and Babiak model (2001) (earnings trend model). Results 

shows institutional ownership is negatively associated with dividend payout, positive relationship exist between 

dividend payout and concentrated institutional ownership, there is insignificant relationship between managerial 

ownership and dividend payout while control variables (Size, LEV, MTBV and FCF) are insignificantly related with 

dividend payment. 

 

Ullah, Fida and Khan (2012) in the study of the impact of ownership structure on dividend policy evidence from 

emerging markets KSE-100 index Pakistan. Ownership structure variables are financial institutional share 

ownership, managerial share ownership and foreign share ownership using their respective proportion of 

shareholding to the total share capital as proxy. Firm size, firm value, free cash flow, leverage and firm volatility are 

used as control variables. Dividend policy is measured by dividend payout ratio and multiple regression is used to 

analyze the relationship between the variables. Results of regression shows there is significant negative relationship 

between the dividend payout ratio and the managerial share ownership, there is significant positive relationship 

between dividend payout ratio and institutional share ownership, and there is significant positive relationship 

between dividend payout ratio and foreign share ownership. Firm volatility, firm size, leverage and free cash flows 

have negative significant relationship with the dividend, while the firm value has positive relationship with the 

dividend payouts. 

 

Warrad, Abed, Khriasat and Al-Sheikh (2012) in the study of the effect of ownership structure on dividend payout 

policy: evidence from Jordanian context. Dividend policy is measured by the return on assets (earnings before 

interest and taxes over total assets) and Tobin’s q [(Equity Market Value + Liabilities Book Value)/(Equity Book 

Value + Liabilities Book Value)]. Ownership variables are private, government, foreign and family ownership 

structure while size and debt ratio are added to regression model as control variables. A multiple OLS regression 

analysis is performed using SPSS version 17 to analyze the relationship between the variables. 

 

The results consistently support that there is positive and significant relation between foreign ownership structure 

and the dividends payout policy through Tobin’s Q. However, the results document significant relationship between 

foreign ownership structure, company size and debt ratio and dividends policy measured by return on assets (ROA). 

 

Arshad , Akram, Amjad and Usman (2013) related ownership structure and dividend policy. Ownership structure 

measures are board size and CEO duality role while dividend measures are dividend decision and dividend payout of 

firms. Control variables are profitability (ROA and ROE), growth, leverage and firm size. The study used descriptive 

analysis and correlation analysis to analyse the relationship between variables. The results support the potential 

association between ownership structure and dividend payout policy and dividend decision. 

 

Ehsan, Tabassum, Akram and Nasir (2013) in the study of role of insider and individual ownership structure in 

dividend payout policy: evidence from Pakistan. Dividend policy is measured by dividend payout (cash dividend per 
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share to earnings per share). Insider ownership is measured by the sum of proportion of shares held by managers, 

board of directors, executives and their spouses including their minor children to the total number of shares issued by 

the firm. Individual ownership is measured by the percentage of shares held by individuals and the general public to 

the total number of shares held by the firm. Control variables are profitability, leverage and firm size measured by 

return on equity, ratio of long term debt to total asset and log of total assets respectively. The tool of analysis used is 

ordinary least square regression and the findings from the study are there is negative and significant relationship 

between insider ownership, individual ownership and dividend payout policy, there is positive and significant 

relationship between profitability and dividend payout policy, leverage is negative and significantly related with 

dividend payout while firm size is negative and insignificantly related with dividend payout. 

 

Sharma and Wadhwa (2013) in the study of ownership structures and dividend policy: a study of Bombay stock 

exchange. Dividend policy is measured by dividend paid to equity shareholders to profit after tax.  Ownership 

structure is measured by promoters/foreign institutional shareholding and institutional shareholding. Cash flows, net 

profit ratio and debt equity ratio are represents control variables in this study. The multiple regression analysis is 

applied to test the relationship. The result indicates all the independent variables (promoter, foreign institutional 

shareholding and institutional shareholding) are positive and significantly related with dividend policy, cash flow and 

net profit ratio are positive and insignificantly related with the dividend policy while debt equity ratio is negative and 

insignificantly related with dividend policy. 

 

Theoritical Framework 

 

Agency Cost Theory 

Agency theory refers to interest conflicts between the manager i.e agent and owner i.e employers (Mehrani, Moradi 

and Eskandar, 2011). Dividends serve as a mechanism for reducing agency costs, thereby offering a rationale for the 

distribution of cash resources to shareholders. According to the agency theory, the more dispersed the ownership 

structure, the more severe the agency problems and thus the need for monitoring managers also increase. Monitoring 

managers’ behavior is more difficult when the ownership structure is widely dispersed. This is costly for 

shareholders, and the problem of collective action inhibits it. A monitor-shareholder would incur the full costs of 

monitoring, but he would reap gains only in a proportion to his holdings. Because shares are widely held, no one 

shareholder can capture even a little of the gain. The monitoring activity would be more effective if there were some 

agent who monitored managers on shareholders’ behalf (Chen & Dhiensiri, 2009). Agency theory suggests that one 

of the ways to reduce equity agency costs is for managers to increase their common stock-ownership in the firm to 

better align their interests with stockholders’ interests (Raml, 2010). The higher the proportion of common stocks 

held by managers, the more likely the owner-managers act in the interests of shareholders and/or optimize the firm’s 

value. Hence, a higher level of insider ownership leads to a lower agency problem and thus reduces the role of 

dividends as a monitoring tool (lower dividend pay-outs) to control for agency costs.  

 

Signaling Theory 

Signaling theory refers to the idea that the agents send information to the principal in order to create credible 

relationship and so managers have more firsthand information about the firm than firm’s investors do but they are 

always reluctant to provide transparent information to the shareholders (Ullah, Fida and Khan, 2012).Signaling 

theory posits that dividends can convey information about the current or future level of earnings. Dividends convey 

information and dividends act as a signal of the stability of the firm's future cash flows. An increase in dividend is a 

signal to investors that the company's management predicts better earnings in the future and that a decrease in 

dividend is a signal of poor earnings in the future (Al-Deehani, 2003). It follows that investors might be attracted by 

the signal conveyed about future profits rather than the high rates of dividend payout (Brealey & Myers, 2000). 

There is, however, a general agreement in the literature that signaling is a value-relevant determinant of dividend 

policy. Motives of signaling nature include actions to indicate future profits, actions to get external finance, actions 

to help prevent a takeover, and complying with and adopting a policy of a parent company that wants to signal 

certain information. 

 

Transaction Cost Theory 

Another determinant of dividend policy relates to transaction costs and residual theory of dividend. Firms that have 

low transaction costs of equity or debt issuance may be more inclined to distribute cash dividends than firms that 

have high transaction costs (Pandey, 2008). Furthermore, a firm will pay dividends when its internally generated 

funds are not completely used up for investment purposes, and when it experiences low growth where it usually does 
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not need large investment requirements. Transaction costs involved with the issues of securities are related to firm 

size. Larger firms were observed to have smaller issuing costs because of economies of scale. This indicates that firm 

size plays a role in explaining the dividend-pay-out ratio of firms. 

 

Dividend Stability Theory (Preference for Dividend) 

Dividend Stability Theory indicates that firms prefer, and financial markets expect, a certain degree of stability in 

dividend payments (Baker & Powell, 1999). The theory stipulates that dividends are relevant under conditions of 

uncertainty because dividends resolve uncertainty in the minds of investors and therefore, prefer dividend than 

capital gains. Investors are risk averters and therefore, prefer near dividend to future dividend. Future dividends are 

discounted at a high rate than near dividends. This implies that discount rate increases with uncertainty. As a result, a 

firm paying dividends earlier will command a higher value than a firm which follows a policy of retention. 

 

Tax Differential (Low and High Payout Clientele) 

The tax-preference theory posits that low dividend payout ratios lower the required rate of return and increase the 

market valuation of a firm’s stocks (Elston, Hofler, & Lee, 2004). Because of the relative tax disadvantage of 

dividends compared to capital gains investors require a higher before-tax risk adjusted return on stocks with higher 

dividend yields. Another closely related theory is the clientele effects hypothesis which assumes that investors may 

be attracted to the types of stocks that match their consumption/savings preferences. That is, if dividend income is 

taxed at a higher rate than capital gains, investors (or clienteles) in high tax brackets may prefer non-dividend or low-

dividend paying stocks, and vice versa.  

 

This study adopted the agency cost theory because it is more appropriate in deciding the relationship between 

ownership structure measures and dividend payout policy. The theory suggests that directors should increase their 

shareholding in the company in order to reduce agency problem and lower the role of dividend as a monitoring tool. 

The theory also suggests possible outcomes from the relationship between shareholding of large shareholders and 

dividend payout policy. The agency conflicts between managers and their shareholders such as shareholders’ 

preference for dividend, managers’ preference for retention and large shareholders expropriation of minority 

shareholders is better explained by the agency cost theory.  

 

Methodology 

The research design to be adopted for this study is the descriptive research design. Dividend Payout Policy of banks 

is the dependent variable measured by dividend payout ratio while Ownership Structure is the independent variables 

measured by managerial shareholding and ownership concentration. Managerial shareholding and Ownership 

concentration is proxy by the proportion of director shareholding and proportion of the shareholding of largest 

shareholders respectively. The control variables are growth of the bank and bank size measured by leverage and log 

of total asset respectively. The period of study is 7 years ranging from year 2007 to 2013. A Purposeful Random 

Sample of 3 banks out of the 22 banks listed on the Nigerian Stock Exchange is selected for the study using their 

Capital Base (Paid-Up Capital) as at 2013. The variables for ownership structure and dividend payout policy of 

banks met the requirement for quantitative data. Based on this; hypothesis formulated will be tested using Multiple 

Regression. 

 

Model Specification  
Ownership Structure and Dividend Payout Policy of Banks   

 

 DPRi = α + β1DRSis + β2LSSi + β3LEVi + β4BSi + εi .............................................equation (1) 

 

Where DPRi is the dividend payout ratio (dividend per share to earnings per share) for the sample period, DRSi 

represents the director shareholding, LSSi represents shareholding of largest shareholders, LEVi represents leverage 

(total liabilities to total assets), BSi represents bank size (log of total assets), εi represents the error term, while α and β 

represent the coefficient and slope of regression. The proxy for the dependent variable is as used by Afza and Mirza 

(2010); Ullah, Fida and Khan (2012) and Ehsan e’tal (2013) while independent variables and control variables are as 

used by Afza and Mirza (2010); Ahmad and Javid (2010); Ali Shah, Ullah and Hasnain (2011); Mehrani, Moradi and 

Eskandar (2011); Ullah, Fida and Khan (2012); Warrad e’tal (2012); Arshad e’tal (2013) and Ehsan e’tal (2013) in 

their study. The tool of analysis used for this study are as used by Ullah, Fida and Khan (2012); Warrad e’tal (2012) 

and Sharma and Wadhwa and (2013) in their study. 

 



 

ICSSL -2015 | The Impact of Ownership Structure on the Dividend Payout Policy of Selected Quoted 

Banks in Nigeria 

172 

 

 

BUSSINESS International Conference on Social Science and Law 

 

Data for Regression 

The data for regression was obtained from the annual reports of banks listed on the Nigerian Stock Exchange. The 

ratio scale was used to convert all figures obtained into percentages.  

 

Table 1 

  Banks 2007 2008 2009 2010 2011 2012 2013 

D
P

R
 

UBA Plc 0.00 0.33 0.17 0.00 0.00 0.54 0.71 

Access Bank 0.00 0.20 0.92 0.56 1.32 0.69 1.48 

Fidelity Bank 1.28 1.33 0.00 0.00 0.00 0.45 1.56 

D
R

S
 

UBA Plc 0.07 0.07 0.07 0.06 0.06 0.01 0.01 

Access Bank 0.18 0.12 0.15 0.11 0.11 0.09 0.10 

Fidelity Bank 0.07 0.04 0/05 0.05 0.05 0.02 0.02 

L
S

S
 

UBA Plc 0.78 0.66 0.80 0.82 0.83 0.82 0.83 

Access Bank 0.40 0.51 0.52 0.62 0.64 0.66 0.68 

Fidelity Bank 0.80 0.67 0.56 0.56 0.25 0.21 0.21 

L
E

V
 

UBA Plc 0.85 0.88 0.87 0.87 0.90 0.89 0.88 

Access Bank 0.91 0.83 0.73 0.75 0.80 0.84 0.86 

Fidelity Bank 0.86 0.75 0.74 0.72 0.82 0.82 0.85 

B
S

 

UBA Plc 13.75 14.10 14.01 14.03 14.21 14.35 14.49 

Access Bank 19.05 19.80 19.74 19.65 20.22 20.44 20.64 

Fidelity Bank 19.52 20.57 20.01 20.12 20.45 20.97 21.10 

 

 

Source: Annual Reports of Banks (NSE). 

 

Results and Discussion of Findings 

 

The regression result is shown in table 2 below and it explains the relationship between the variables of ownership 

structure and dividend payout policy of selected banks listed in Nigeria.  

Regression Result  

Table 2: Ownership Structure and Dividend Payout Policy of banks. 

 

Banks α β 1 β 2 β 3 β 4 R
2
 Sig. 

UBA Plc -5.09 -0.5 -0.4 -0.5 0.9 1 0.9 

Access Bank -24.2 1.99 1.89 -2.3 0.8 0.9 0.2 

Fidelity Bank -72.2 -0.2 2.67 0.86 2.3 1 0.1 
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Source: SPSS. 

 

β 1, β 2, β 3 and β 4 are coefficients of director shareholding, shareholding of large shareholders, leverage and bank size 

respectively. 

 

The results of the regression analysis from 2007 to 2013 for UBA Plc shows that dividend payout ratio (DPR) will 

increase by 0.86% for every 1% increase in bank size. DPR will also decrease by 0.49%, 0.41% and 0.46% for every 

1% increase in director shareholding, the shareholding of large shareholders and leverage respectively. At tα=5%, the 

significant level 0.86(86%) of more than 0.05 is insignificant. There is no significant relationship between dividend 

payout ratio and director shareholding, large shareholders shareholding, leverage and bank size.  

 

The results of regression analysis from 2007 to 2013 for Access bank shows that dividend payout ratio (DPR) will 

increase by 1.99%, 1.89% and 0.82% for every 1% increase in director shareholding, shareholding of large 

shareholders and bank size respectively. DPR will also decrease by 2.34% for every 1% increase in leverage. At 

tα=5%, the significant level 0.16(16%) of more than 0.05 is insignificant. There is no significant relationship 

between dividend payout ratio and director shareholding, large shareholders shareholding, leverage and bank size.  

 

The results of regression analysis from 2007 to 2013 for Fidelity bank shows that dividend payout ratio (DPR)  will 

increase by 2.67%, 0.86% and 2.33% for every 1% increase in shareholding of large shareholders, leverage and bank 

size respectively. DPR will also decrease by 0.20% for every 1% increase in director shareholding. At tα=5%, the 

significant level 0.10(10%) of more than 0.05 is insignificant. There is no significant relationship between dividend 

payout ratio and director shareholding, large shareholders shareholding, leverage and bank size. 

 

Findings from the study shows there is no significant relationship between dividend payout ratio and director 

shareholding, large shareholders shareholding, leverage and bank size in the sample of banks selected for the study 

and this is similar to the results of Mehrani, Moradi and Eskandar (2011). Findings also show the following: 

 

 Dividend payout ratio will decrease as director shareholding increases which is similar to the findings of 

Afza and Mirza (2010) and Ullah, Fida and Khan (2012). 

 Dividend payout ratio will increase as shareholding of large shareholders increase and this is contrary to the 

result of Afza and Mirza (2010). 

 Dividend payout ratio will decrease as leverage increases and this is similar to the result of Ehsan e’tal 

(2013). 

 Dividend payout ratio will increase as bank size increase which is different from the findings of Afza and 

Mirza (2010) and Ullah, Fida and Khan (2012). 

 

 

Conclusion and Recommendations  

Following the findings of this study it can be concluded that there is no significant relationship between ownership 

structure (managerial ownership and ownership concentration) and dividend payout policy of selected banks listed 

on the Nigerian Stock Exchange. The study recommends that managers and directors should increase their 

shareholding in the banks as this will reduce dividend as a tool for monitoring the activities of managers and lower 

agency problem. Large shareholders should not be allowed by the banks to increase their shareholding as this will 

encourage high dividend payment at the expense of the growth, further investments and rights of the minority 

shareholders in the banks. Banks should consider the effect of their leverage position and size before taking dividend 

payout decisions as findings indicates that increase in leverage position will decrease dividend payment and increase 

in bank size will increase dividend payout.   
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Appendix 

UBA PLC 

 

Model Summary
b
 

Model R R Square Adjusted 

R Square 

Std. Error 

of the 

Estimate 

Change Statistics Durbin-

Watson R Square 

Change 

F 

Change 

df1 df2 Sig. F 

Change 

1 .978
a
 .956 .868 .10435 .956 10.888 4 2 .086 3.017 

a. Predictors: (Constant), BS, LSS, LEV, DRS 

b. Dependent Variable: DPR 
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Coefficients
a
 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 95.0% Confidence Interval for B 

B Std. Error Beta Lower Bound Upper Bound 

1 

(Constant) -5.094 5.566  -.915 .457 -29.044 18.856 

DRS -5.134 3.991 -.494 -1.286 .327 -22.306 12.038 

LSS -1.941 .823 -.410 -2.360 .142 -5.481 1.599 

LEV -8.258 5.158 -.461 -1.601 .251 -30.450 13.934 

BS 1.017 .584 .859 1.742 .224 -1.496 3.530 

a. Dependent Variable: DPR 

 

ACCESS BANK 

Model Summary
b
 

Model R R Square Adjusted R 

Square 

Std. Error 

of the 

Estimate 

Change Statistics Durbin-

Watson R Square 

Change 

F Change df1 df2 Sig. F 

Change 

1 .958
a
 .917 .752 .27190 .917 5.555 4 2 .158 3.165 

a. Predictors: (Constant), BS, LEV, LSS, DRS 

b. Dependent Variable: DPR 

Coefficients
a
 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 95.0% Confidence Interval for B 

B Std. Error Beta Lower Bound Upper Bound 

1 

(Constant) -24.174 11.003  -2.197 .159 -71.516 23.168 

DRS 34.481 12.526 1.987 2.753 .111 -19.412 88.374 

LSS 10.111 3.063 1.887 3.301 .081 -3.067 23.289 

LEV -2.038 2.204 -.234 -.925 .453 -11.523 7.446 

BS .810 .518 .824 1.566 .258 -1.416 3.037 

a. Dependent Variable: DPR 

FIDELITY BANK 

Model Summary
b
 

Model R R 

Square 

Adjusted R 

Square 

Std. Error of 

the Estimate 

Change Statistics Durbin-

Watson R Square 

Change 

F Change df1 df2 Sig. F 

Change 

1 .973
a
 .947 .841 .28205 .947 8.910 4 2 .103 2.884 

a. Predictors: (Constant), BS, LEV, DRS, LSS 

b. Dependent Variable: DPR 

 Coefficients
a
 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 95.0% Confidence Interval for B 

B Std. Error Beta Lower Bound Upper Bound 

1 

(Constant) -72.217 47.896  -1.508 .271 -278.296 133.862 

DRS -1.298 60.588 -.020 -.021 .985 -261.987 259.391 

LSS 7.824 3.162 2.670 2.474 .132 -5.782 21.431 

LEV 10.723 4.463 .858 2.403 .138 -8.479 29.925 

BS 3.049 2.328 2.334 1.309 .321 -6.970 13.068 

Dependent Variable: DPR 
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Abstract 

Development Assistance is based on the idea that Rich Countries can and should help Poor Countries to find the path  

to Sustainable Economic Growth and Poverty reduction—especially those that  lack other Sources of  Capital. The 

paper began by reviewing the various sources and Composition of  net capital flows to developing countries and 

examined  the respective roles of Private and public flows in social program It further discussed the arguments and 

evidence on both sides of the question of whether aid is effective in Promoting Economic Growth. The evidence of a 

direct effect on growth is inconclusive. Does this mean that aid should be cut back? Not Necessarily. The Impact of 

Aid should be Evaluated not only in relation to its Direct Effects, but also in Terms of its role in Improving 

Governance and Economic Management, and its Contribution to social amenities such as basic education, health care 

facilities and access, water and infant mortality.  

 

Many studies have examined the relationship between aid and growth, with mixed findings. Some have found that 

aid has no effect on growth and may actually undermine it (for example, Easterly, 2001, 2006); others have 

suggested that, on average, aid has a positive relationship to growth, although not in every country and with 

diminishing returns. Still others find that aid has a conditional relationship to growth, accelerating it only under 

certain circumstances (Radelet, Clemens, and Bhavnani, 2005). Rajan and Subramanian (2005) find no clear effect at 

all, positive or negative. Their finding holds across time periods, regardless of the donor or type of aid, and 

regardless of the characteristics of the recipient country. 

 

“ Aid Hobbles Growth” 

 Some empirical evidence suggests that aid may distort or weaken private sector incentives. Large amounts of aid 

may also cause a currency to appreciate, thus making the country’s traded goods less competitive—an  effect known 

as ―Dutch disease — about which we will say more below. It has also been asserted that food aid can reduce 

agricultural prices in the recipient country and adversely affect farmers’ income if not effectively managed. There is 

also evidence that revenue collections are lower in highly aid recipient countries. 

 

Aid can stunt growth through three channels. First, by stimulating demand, it pushes up the price of goods and 

services and inflates salaries, such as those of aid managers; the engineers who work on roads, power, and school 

buildings; doctors and nurses; and building contractors. 

 

As wages rise, the non-tradable sector will increase prices to maintain profitability. The tradable sector lacks this 

flexibility, however, because it faces external competition that limits the prices it can charge. Producers of tradables 

face a choice between forgoing profits or losing their competitive edge. By pushing up wages of certain goods and 

services, aid puts pressure on all other sectors to increase wages, leading to a generalized rise in wages throughout 

the country. 
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Second, in a flexible exchange rate regime, aid inflows will push up the nominal exchange rate of the recipient 

nation’s currency, thereby further reducing the tradable sector’s competitiveness. To counter this, aid inflows should 

be spent in ways that benefit the tradable sector (imported capital and machinery, intermediate goods, and so on).   

 

Third, aid inflows weaken incentives for a country to improve tax collection and administration, and to operate 

efficiently and transparently. With free money flowing in, the government may be better able to avoid accounting for 

what it spends. “Yes, Aid Promotes Growth” 

 

Other studies point to a positive relationship between aid and growth. Most do not conclude that more aid leads to 

more growth but suggest instead that ―higher aid flows have been associated with higher growthǁ (Radelet, 

Clemens, and Bhavnani, 2005). 

 

Some scholars have found that although a scaling up of aid promotes the transfer of real resources from rich to poor 

countries, beyond a certain threshold (of about 5 percent of GDP per year), a surge in aid poses macroeconomic 

problems and can have a negative impact on growth in the long term, particularly if most of the aid is channeled 

toward consumption rather than  Investment. During the 1990s, economists began to ask whether returns on aid 

flows would Diminish as the share of aid in GDP rose. Working along these lines, Clemens (2004) finds diminishing 

returns once total aid reaches about 17 percent of GDP (or once the subset of aid aimed directly at growth reaches 8 

percent of GDP). 

 

Dollar and Burnside (2000) argue that aid positively influences long-term growth in countries that maintain good 

policies. This is intuitively satisfying. Building schools, hospitals, roads, and power plants are good things. But the 

new school will do little good unless it is filled with teachers who are paid well enough to show up regularly to teach 

and students who are well enough fed to learn. Hospitals cannot improve health care with trained personnel, adequate 

supplies, reliable power, and clean water.  

 

‘condition under which aid stimulate growth” 

The conditional view of development assistance suggests a positive impact on economic growth depending on 

certain variables—for example, the characteristics of aid recipients or the efficacy of certain donor practices. World 

Bank research conducted in the mid-1990s showed higher returns from aid in countries with stronger civil liberties 

(Isham, Kaufmann, and Pritchett, 1995), good policies (Burnside, Craig, and Dollar, 2000), and effective institutions. 

Further, recipient-country characteristics—such as vulnerability to trade shocks, climate, institutional quality, 

political conflict, and geography—have all been studied as conditional variables affecting the aid–growth 

relationship, although Radelet, Clemens, and Bhavnani (2005) raise doubts about the statistical robustness of such 

findings. Nevertheless, the view that aid works best in countries with sound policies and institutions is widely 

accepted among donors, including multilateral development banks. (That view is the rationale behind the U.S. 

Millennium Challenge Account.) 

 

Reflecting the acknowledged importance of host-country conditions, recipient countries have had a greater say in 

recent years in setting priorities and designing programs in cooperation with donors and civil society. Greater 

―country ownership  of aid goals and broader participation in the formulation of  those goals and in the 

implementation of aid projects are believed to increase the efficacy of aid. The effect on growth of various donor 

practices has received very little systematic research, although many opinions can be found. Multilateral aid is 

generally considered more effective than bilateral aid, for example (because it is less likely to be politically 

motivated or to carry burdensome conditions), and aid that is not earmarked for specific purposes is widely believed 

to generate higher returns than is aid limited to prescribed uses. 

 

Recent research into the connection between growth and aid also suggests that type of aid—in substance and 

timing—matters. The pioneering work of Clemens, Radelet, and Bhavnani (2004) focuses on aid aimed primarily at 

economic growth. They reveal that most scholars of aid and growth have examined the relationship of total 

development assistance to growth, even though only a portion of assistance is designed to stimulate growth. 

Humanitarian and food aid, for example, are not aimed at spurring growth. Nor are aid for purposes such as 

educational materials or judicial reform. The same authors also note that most studies used cross-sectional data at 

intervals of four years—too short a period to capture the impact of aid on growth. (On the other hand, the authors 

acknowledge that problems of causality arise if the time period is too long.)  Based on their hypothesis that ―not all 

aid is alike, ǁ Clemens, Radelet, and Bhavnani (2004) examine the effects of (i) humanitarian aid, (ii) early-impact 
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aid, and (iii) late-impact aid on economic growth. Their results show that (i) and (iii) have very little or no effect on 

growth  (On the other hand, early-impact aid—aid to build infrastructure and support productive sectors and budgets, 

which accounts for about half of total aid—has a positive relationship to growth over a four-year period. 

 

Among the findings on the effect of early-impact aid on economic growth are these: 

 

-impact aid on economic growth is not reversed over time. 

-impact aid yields $1.64 in increased income in the recipient country in net present value 

terms, or a project level return of 13 percent per country. 

-impact aid and economic growth is stronger for countries with good policies and 

institutions. 

-impact aid represents 8 to 9 percent 

of GDP. 

—aid flows intended for different purposes have significantly 

different relationships to economic growth. 

 

Aid has multiple objectives, not often directly related to economic growth. Development aid goals include 

peacekeeping, fighting terrorism, and drug trafficking, disaster relief, and the strategic political and diplomatic 

support of friendly governments. For example, a large part of development aid received by Egypt and Israel is 

devoted to supporting the Middle East peace process. Aid to conflict-ridden Cote d’Ivoire, for example, would be 

found ineffective if judged only by growth performance. A large fraction of aid to many countries is also designed to 

support the fight against terrorism. In these situations, there is no immediate effect of aid on growth, but in the long 

term, these objectives translate into a more stable economic environment leading to growth and poverty alleviation. 

This goes to show that aid effectiveness is to be understood in a larger multidimensional framework. It also leads us 

to conclude that paradoxical results of the effect of aid on growth and poverty reduction are inevitable in a multiple-

objective development aid framework. 

 

Correlation between aid and growth 

There have been increases in official aid in recent years to help developing countries reach, by 2015, the Millennium 

Development Goals promulgated in the Millennium Declaration of September 2000, which was signed by 189 

countries. The MDGs are a set of eight objectives for poverty reduction; improvement in indicators of well-being 

(health, education, and infant mortality); and the promotion of sustainable development. They represent the 

international community’s commitment to narrowing the gap between rich and poor countries. That commitment has 

been reaffirmed in successive international meetings, and public aid flows have significantly increased—though still 

not to the promised levels.1 It is safe to say, however, that poverty reduction is now firmly back on the global policy 

agenda, this time with specific targets and deadlines. Rich countries have committed to boosting development aid, 

canceling debts, and promoting trade access for developing countries. 

 

This section discusses the impact of scaling up aid on government budgets, on national competitiveness, and on the 

macroeconomic situation of a country receiving aid. The section concludes with an examination of initiatives now in 

place to achieve aid effectiveness by 2010. 

 

Aid and the Government Budget 

A scaling up of development aid may facilitate a greater expansion in public services, but increased flows will also 

bring challenges in managing and delivering that extra aid. Aid flows are volatile and may not arrive on schedule, 

and this can create serious budgetary challenges affecting individual ministries. When the volume and duration of 

development aid are not clear, and when questions surround the manner and timing of disbursements, government 

ministries are hard-pressed to produce accurate, sustainable budgets. Celasun and Walliser (2008) found that about 

30 percent of development assistance to a sample of 13 countries between 1992 and 2007 did not arrive on time, 

leading to budgetary shortfalls in countries that had projected these Inflows in budget estimates. A 2008 survey by 

the OECD showed that for the average country just 45 percent of aid arrives on time. Figure 7.5 shows the wide gaps 

that exist between the levels of aid scheduled by donors for disbursement and the actual amounts received in five 

Countries. 

 

When development aid is targeted to sectors and projects, the challenge facing the particular sectoral ministry is how 

to achieve stability and sustainability in the sector. Aid spikes may exceed the absorptive capacity of a sector. For 



 

ICSSL -2015 | Does Aid Spur Economic Growth? 179 

 

 

ECONOMICS International Conference on Social Science and Law 

example, higher flows to health and education may encounter shortages of staff and personnel. Public financial 

management systems in many developing countries are ill-equipped to meet the challenges of substantial increases in 

aid would. A 2005 World Bank–IMF study of semiautonomous agencies and extrabudgetary funds found weak 

budget formulation; weak classification systems; poor commitment controls; and inadequate cash management, 

budget reporting, auditing and regulatory capacity (Heller, 2005). 

 

A scaling up of aid may also present organizational challenges. As noted by Heller (2005), a department that 

functions well on one scale may not be able to make the transition to a larger scale. 

 

Ensuring That Aid Does Not Compromise Competitiveness 

As noted earlier, an increase in development aid flows may generate a ―Dutch diseaseǁ effect, whereby the 

increased inflow of foreign currency boosts demand in both the nontraded and traded goods sectors, pushing up 

prices, while causing the domestic currency to appreciate and compromising the competitiveness of the recipient 

country’s exports. While increased demand for traded goods can be met by increased imports, this is not the case for 

nontraded goods, such as housing. We have already noted that excess demand here can lead to production 

bottlenecks and higher wages, increasing inflation and the real exchange rate. A higher real exchange rate may 

adversely impact a country’s international competitiveness, thus hampering its gains from international trade and its 

capacity for growth and investment. Heller (2005) identifies three questions a government should ask if an 

appreciation of the exchange rate is likely: 

 

currency appreciation? 

Can the effect on exchange rates be moderated by pursuing macroeconomic and microeconomic policies? 

 

 

A nation’s central bank may try to keep the pressure off the nominal exchange rate by Intervening in the foreign 

exchange market (buying foreign exchange) and offsetting the monetary impact of increased currency flows by 

conducting so-called open market operations. 

 

But the capacity of developing countries’ central banks to absorb liquidity may be limited by a lack of suitable 

monetary policy instruments. These policies may then result in an appreciation of the real exchange rate through the 

channel of domestic inflation. Tight monetary policies may also lead to higher interest rates and a crowding out of 

private investment activities. Fiscal policy may also be tightened to keep domestic inflation in check. 

 

In their attempts to ward off a ―Dutch diseaseǁ effect, governments may take advantage of resource transfers. 

Governments may introduce policies that affect the demand for imports. In particular, if resource transfers facilitate 

the removal of bottlenecks, productivity in the non traded sector may increase. Furthermore, increasing the supply of 

non traded goods in the economy may curtail price pressures and even expand investment and growth in the 

economy, with the increased supply of  nontradables  leading to investments in physical infrastructure and human 

capital. 

 

Heller (2005) argues that it may be sensible for a low-income country to accept some loss in competitiveness by 

implementing policies that lead to a real transfer of resources from the traded to nontraded sector. Furthermore, 

Heller suggests that if increased development assistance is successful in achieving the MDGs, the resulting economic 

environment will be better placed to increase productivity and competitiveness. But Heller cautions that uncertainty 

regarding the continuity of aid may make accepting the loss in competitiveness a risky venture. Thus, governments 

need to choose their exchange rate policy in full cognizance of the possibility of future changes, up or down, the 

volume of development assistance. Aiyar, Berg, and Hussain (2005) examine the macroeconomic challenges of five 

African countries—Ethiopia, Ghana, Mozambique, Tanzania, and Uganda—that experienced a large increase in 

development assistance . All five countries are considered good performers with strong institutions and have 

benefited from the general rise in aid and from the Heavily Indebted Poor Countries Initiative (HIPC), which allowed 

them to greatly reduce their debt burden. 

 

Broadly speaking, there are four possible responses to an aid surge in the short to medium term: (i) absorb and spend, 

(ii) neither absorb nor spend, (iii) absorb but do not spend, and (iv) spend but do not absorb. In their analysis, Aiyar, 

Berg, and Hussain look at how the five countries in their sample performed according to these categories. 
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Absorb and spend. The government spends the new aid on domestic goods, and the fiscal deficit increases. The 

central bank then sells foreign exchange to sterilize the local currency spent by the government (that is, to prevent 

the new spending from causing inflation). In this way, the foreign exchange pays for a widening of the current-

account deficit, as the aid is absorbed by the economy. A key point here is that some appreciation of the real 

exchange rate appreciation may be appropriate because, if aid is used to increase net imports, higher aggregate 

demand and/or appreciation of the real exchange rate is needed. But Aiyar, Berg, and Hussain found that the absorb-

and-spend strategy was surprisingly rare. 

 

No country in their sample fully absorbed and spent the incremental aid it received during a surge of assistance. In 

four of the five countries, less than one-third of the incremental aid was absorbed. Neither absorb nor spend. In this 

case, the government does not spend the aid but keeps it in the central bank. Governments may choose this option 

because they want to build up international reserves from a low level or smooth volatile aid flows. In two of the 

sample countries—Ethiopia and Ghana—absorption and spending were both very low. Both countries entered the 

aid-surge period with a low level of reserves—2.2 months of  imports in Ethiopia and 1.3 months of  imports in 

Ghana—and used the incremental aid to increase their import coverage. 

 

The reserve buildup meant that aid was effectively not available to finance increased domestic spending. But neither 

was the surge accompanied by a significant widening of the fiscal deficit or an increase in inflation. 

 

Absorb but do not spend. This response substitutes aid for domestic financing of the government deficit. The 

government keeps expenditures steady, and the money supply shrinks as the central bank sterilizes liquidity through 

sales of foreign exchange. Such an approach can help stabilize the economy where domestically financed deficit 

spending is too high. No country in the sample chose this approach for the entire surge period, but it was used for 

particular episodes, including, for example, in Ethiopia in 2001, when the strategy helped hold liquidity in check and 

avoided an inflation surge. This approach can also be used to reduce domestic public debt and ―crowd inǁ (an 

increase in private consumption or investment due to the government’s action on spending or taxation) the private 

sector if the central bank uses the proceeds from its foreign exchange sales to buy back government debt. Spend but 

do not absorb. This is a suboptimal response, often reflecting inadequate coordination of monetary and fiscal policy. 

Unfortunately, it is all too common. Under this approach, the government increases expenditures, but keeps aid 

dollars in the central bank as reserves. This response is similar to fiscal stimulus in the absence of aid because the 

increase in government spending must be financed domestically since there is no real resource transfer, (net imports 

do not increase). This can lead to increases in the money supply and in inflation, unless sterilization is undertaken by 

sales of government paper (instead of foreign exchange). 

 

Aiyar, Berg, and Hussain (2005) find that Uganda, Mozambique, and Tanzania adopted this suboptimal approach. In 

all three countries, concerns about the negative impact of a real appreciation of competitiveness dictated  the pattern 

of aid absorption and the monetary response (foreign exchange sales being held in check to rein in upward pressure 

on the domestic currency, with sterilization instead being undertaken by sales of government paper). 

 

In these three countries, unlike in Ethiopia and Ghana, the level of import coverage afforded by gross reserves was 

quite high, with reserves accumulating steadily. A more suitable response to increased aid inflows might have been 

to combine a widening fiscal deficit with sterilization through sales of foreign exchange. In Uganda and Tanzania, 

such a strategy would have relaxed the need for open-market operations and a sharp rise in interest rates. In 

Mozambique, it would have reduced inflation by reining in base money and limiting nominal depreciation. 

 

International Initiatives to Improve the Effectiveness of Aid 

Presently, lack of aid predictability, lack of coordination, and aid fragmentation further constrain aid effectiveness. 

Deutscher and Fyson (2008) identify more than ―280 bilateral donor agencies, 242 multilateral programs, 24 

development banks, and about 40 United Nations agencies working in the development businessǁ. Added to that are 

the increasing number of private foundations, nongovernmental organizations (NGOs), and ―an estimated 340,000 

development projects around the world. The fragmentation of aid means that (some) countries receive small amounts 

of aid from a plethora of donors, all requiring adherence to differing procedures and standards. A 2008 OECD survey 

found that during 2005–06, 38 developing countries received aid from 25 or more DAC and multilateral donors 

(Deutscher and Fyson, 2008). A 2006 OECD survey found that government authorities in Vietnam in 2005 received 
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791 visits from donors, while health workers in Tanzania spent a quarter of their working days writing reports for 

donors. Conversely, some countries are ignored altogether. 

 

A series of four high level meetings since 2002 have produced a promising plan to make aid more effective by 2010. 

The following year, high-level representatives from the major multilateral and bilateral donor institutions met in 

Rome with representatives of aid recipients to continue the discussion of how to improve the effectiveness of aid. 

The resulting Rome Declaration on Harmonization articulated the following goals: 

 

the recipient’s priorities. 

untry-led efforts to streamline donor procedures and practices. 

harmonization. 

s formulated by the developm community as the 

foundation for harmonization. 

 

The same set of participants met again in Paris in early 2005. The Paris Declaration on Aid Effectiveness committed 

the parties to specific actions that would promote the effective use of aid funds. The Paris Declaration is grounded on 

five mutually reinforcing principles and 12 indicators by which progress is to be assessed. Targets for 11 of those 

indicators were set for 2010. The five principles (and associated indicators) are as follows: 

 

coordinate development actions. (Indicator 1) 

development strategies, institutions, 

and procedures. (Indicators 2–8) 

10) Managing for results. Managing resources and improving decision making for development results. (Indicator 

11) 

 

A first round of monitoring took place in 2006 based on activities undertaken in 2005 in 34 countries where some 

progress was noted but significant efforts were still needed. A second round of monitoring took place in 56 countries 

in 2008 prior to the Third High Level Forum. 

 

Aid Effectiveness in Accra. 

The Accra Agenda for Action noted that despite the progress made on reducing poverty, much more needed to be 

done if the Millennium Development Goals were to be met. Similarly, much more needed to be done to improve the 

effectiveness of aid. A 2008 survey conducted by OECD prior to the Accra meeting examined progress in 33 

countries toward the 2010 targets set forth in the Paris Declaration.  

 

A number of policy recommendations aimed at accelerating progress and transforming the aid relationship into a full 

partnership between the donors and the country recipients: (i) step-up efforts to use and strengthen country systems 

as a way of reinforcing country ownership; (ii) strengthen accountability for development resources; and (iii) make 

aid management more cost-effective. 

 

Deutscher and Fyson (2008) highlight the challenges in meeting these recommendations. Achieving country 

ownership is difficult in an environment where a country’s strategic vision is not linked to a specific fiscal policy or 

budget process, or where capacity is lacking. Even where frameworks for accountability exist, they are often weak. 

Finally, transparency on how public  nances are spent, how contracts are procured, and how results are monitored—

all prerequisites for cost-effective aid management—is a scarce commodity nearly everywhere in the developing 

world. The same authors suggest the following pathways for meeting the targets on aid effectiveness: 

 

distract the objective of making aid more effective. 

of aid, even if this means refusing aid that is not aligned with their development agenda. 
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id agencies—aid effectiveness is compromised by too many donors with too many 

conflicting systems. 

recipient countries. 

 

Conclusion 

Development assistance is based on the idea that rich countries can and should help poor countries to find the path to 

sustainable economic growth and poverty reduction—especially those that lack other sources of capital. The chapter 

began by identifying the sources and composition of net capital flows to developing countries—highlighting the 

respective roles of private and public flows. We then discussed the arguments and evidence on both sides of the 

burning question of whether aid is effective in promoting economic growth. The evidence of a direct effect on 

growth is not conclusive. Does this mean that aid should be cut back? Not necessarily. The impact of aid should be 

evaluated not only in relation to its direct effects, but also in terms of its role in improving governance and economic 

management, and its contribution to social objectives—notably education, health, and infant immortality 
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ABSTRACT 
 

The history of Nigerian Deposit Insurance Corporation has its origin in the report of a Committee set up in 1983 by 

the Board of Central Bank of Nigeria, to examine the operations of the banking system in Nigeria. The Committee in 

its report recommended the establishment of a Deposit Protection Fund to care for failed banks. Consequently the 

Nigerian Deposit Insurance Corporation was established to cater for this need. This paper appraised the legality of 

debt recovery mechanism adopted by the Nigerian Deposit Insurance Corporation. Some of the important measures 

undertaken by the corporation to manage distress banks in the interest of the depositors and the system are 

discussed. 

 

The application of the doctrine of equity and fairness are discussed as means of recovering debts. Levying of 

execution on debtors’ assets where desirable are discussed. The novel methods of bridge bank approached was 

treated. The banks involved are clearly indicated. Cases involving major players in some of the distressed banks are 

analysed. The paper went on to offer useful suggestions for improvement. 

 

The Nigerian Deposit Insurance Corporation (NDIC) was established by NDIC Act, of 2006. Thus, it derived its 

powers mainly from this legislation. Section 2 of this Act specifically provides for the functions and responsibilities 

of the corporation. It went further in subsection 2(e) to give the corporation a free berth to use its initiative to realize 

the goals for which it was set up. It states thus: 

 

“The Corporation shall have responsibility for pursing any other measures 

necessary to achieve the functions of the Corporation provided such measures and 

actions are not repugnant to the functions of the corporation”. 

 

In the light of the above provisions, it is clear that the Act gave legal backing to all the methods of recovering debts 

adopted by the Corporation. Loan and deposit insurance entails the insuring of all deposit liabilities of licensed banks 

by the NDIC. Thus, the NDIC provides insurance cover for all deposits made to licensed banks by depositors. This is 

given statutory backing by S.2(1)(a) of the NDIC Act 2006 which provides that: 

 

“The Corporation shall have responsibility for insuring all deposit liabilities of 

licensed banks and such other financial institutions operating in Nigeria…” 

 

Hence, in the event of failure of any licensed bank meeting its customers’ (depositors) demands, and upon being 

declared a failed bank by the Central Bank of Nigeria, the corporation will move in and payback to the depositors, 

the sum of Two Hundred Thousand Naira (N200,000.00) per account held as at the time the bank was declared a 

failed bank. The relevant section of the Act provides 
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“Notwithstanding the provisions of subsection (1) of this section and subject to the 

approval of the Board, the Corporation shall have power from time to time, to vary 

upwards the maximum amount which a depositor shall receive from the corporation 

as provided under sub-section(1) of this Act in respect of deposits of failed insured 

institutions”. 

  

Debt can also be recovered without actually taking court action. This may involved seizure, control and in some 

cases disposal of debtor’s property. This is done with a view of using the sums realized from the exercise to offset 

the debtors’ debts. From the provision of S.2(2) of the Act, the corporation is empowered to use it as well as adopt 

any other measure so long as they are not repugnant to the functions of the corporations. 

 

Conversely, debts can be recovered by institution of court action against debtor. This is done in order to compel the 

debtor through court action to discharge his financial obligation to his creditor. The failed Banks (Recovery of 

Debts) and Financial Malpractices in Banks Decree No. 18, of 1994 gave the failed Banks Tribunal jurisdiction over 

cases of recovery of debts brought before it. However, with the return to democratic rule in 1999, the Tribunal was 

abolished by the Tribunal, (Consequential Repeal, etc) Act No. 62 of 1999, which transferred jurisdiction to try civil 

and criminal cases pursuant to the Failed Banks Decree to the Federal Hig Court. The Decree as amended is now 

referred to as Failed Banks (Recovery of Debts) and Financial Malpractices in Bank Act, Cap F2 Laws of the 

Federation of Nigeria 2004. The Act seeks to ensure safe and sound practices by punishing bank directors, staff and 

customers who contributed in any manner to the collapse of any bank as well as recovery of debts owned failing or 

failed bank. 

 

S.1(1) of this Act conferred power to the Federal High Court to:- 

a) Recover, in accordance with the provisions of this Act, the debts owed to a failed bank, arising in the 

ordinary course of business and which remain outstanding as at the date the bank is closed or declared a 

failed bank by the Central Bank of Nigeria. 

b) Try the offences specified in part iii of the Act; 

c) Try the offences specified in the Banks and other Financial Institutions Act and the Nigerian Deposit 

Insurance Act (Cap. B3 LFN 2004 and Act 2006) 

d) Try other offences relating to the business or operation of a bank under any enactment. 

 

The Federal High Court is also empowered to determine cases and mete out penalties to offenders, S.3(1)(a-c) of the 

Act formerly S.7(1) of the abolished Decree 18 1994 gave the Federal High Court power to make an order for: 

Possession and control of a debtor’s property as well as freezing of his account. While it also has power under S.11 

of the Act to make an order for the disposal of the said debtor’s property. The Act went on under S.16(1)(a-c) to give 

the Federal High Court power to impose terms of imprisonments with or without options of fine. This section also 

reinforced the power of confiscation of debtor’s property as provided for by S.3(1)(a) of the Act.  

 

The duty to institute actions of debt recovery under Decree 18 1994 at the tribunal was given to the Attorney General 

of the Federation. S.24(6) of the Decree 18 1994 states that: 

 

“…..Prosecution for offence shall be instituted within 21 days after the receipt by the 

Attorney General of the Federation or the report of the Central Bank or the NDIC in 

respect of the offence”. 

 

But now, S.7(1) of the NDIC Act which repeals the Decree provides: 

 

“An application for the recovery of a debt owed to failed banks shall be brought 

before the court by the Receiver or Liquidator of the failed banks and where there is 

Receiver or Liquidator, by a person appointed by the Central Bank of Nigeria or the 

Nigerian Deposit Insurance Corporation”. 

 

Also, where the Nigeria Deposit Insurance Corporation (NDIC) is satisfied that a prima-facie case has been made out 

against a debtor, it can through a police officer or any other member of the armed forces, arrest and detain such a 

debtor. This is given legal backing by S.25 of Decree No.18, 1994 but now S.20 of the Failed Banks Act Cap F2 

LFN 2004 and it states as follows: 
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“A person who commits an offence under this Act may be arrested without a warrant 

by a Police Officer”. 

 

Equally, the Federal High Court was empowered by S.21(1)(a-c) of the Failed Banks Act Cap F2 LGN 2004 to grant 

bail to debtors arrested, or deny them of such. The section states:- 

 

“The court shall have power to grant bail to an accused person charged with offence 

under this Act or any other law triable by the court upon such terms as the court may 

deem fit including.” 

 

a) The payment of a deposit of one quarter of the amount of money involved for the offence. 

b) The provision of a surety or such number of sureties who shall deposit adequate security for the balance of 

the amount involved in the offence, and  

c) The handing over of his passport to the court for the duration of the bail 

 

This was reinforced by the provision of S.1(2) of the Failed Banks Act Cap F2 LFN 2004 Act which states as 

follows: 

“The Federal High Court shall exercise exclusive jurisdiction over all ancillary 

matters, including remand, bail and any other preliminary issues connected with an 

offence or hearing over which the court has jurisdiction”. 

 

The methods of persuasion and appeals are traditional means of recovering debts by financial institutions. It entails a 

lot of moral persuasion and appeals to the sentiments of debtors. This method is not provided for specifically, but by 

virtue of section 2(1)(a-e) which gave the corporation the latitude to use its own initiative to achieve its goals, it can 

be assumed that this method is one of those initiatives provided for by the section. 

 

Liquidation as a method of debt recovery is provided for by S.57 of the NDIC Act 2006. An insured bank shall with 

the approval of the Minister be deemed to have been closed on account of inability to meet demands of its depositors. 

This means that the closure of a bank which is unable to meet the demands of its customers by the Central Bank of 

Nigeria and the appointment of the Nigeria Deposit Insurance Corporation (NDIC) as liquidator to dispose of its 

properties, and use sums realized from the sale to offset the bank’s debts is in consonance with the provision of the 

NDIC Act 2006. 

 

APPLICATION OF THE DOCTRINE OF EQUITY AND FAIRNESS 

 

Equity has been severally described as fairness; natural justice; and impartiality. It can also be glanced at from the 

perspective of something that is ‘fair and just; conformable to the principles of justice; proper and liberal 

interpretation of the law’ (Nchi S. Op. Cit). This principle of equity was introduced to ameliorate the harshness of the 

common law. It was inherited as part of the received English Laws by Nigeria, hence it is an integral part of our legal 

system. Fairness on the other hand, means in law; ‘equitable; reasonable; in good faith and impartial. Equity and 

fairness generally connote fairness, impartiality and justice. Based on the above discussion and moreso, as our courts 

are enjoined to observe the principles of equity and fairness. 

 

Under the Act, the NDIC can seize, control as well as dispose of a debtor’s property. The money realized from the 

sale is used to settle his debt(s). this method has been variously criticized as unfair and inequitable. This is largely 

due to the fact that in some instances, the debtor’s property seized and disposed of, are worth more than the debt 

owned. In some cases the outstanding sums left from the proceeds of the sale after the debt has been liquidated are 

never accounted for. In Chief Odogwu’s case (The Great Bank Trial’ Policy Magazine, 1996), the accused was made 

to forfeit his property in Ikoyi, Lagos, worth One Hundred and Fifty Million Naira (N150,000,000.00) which is far 

above the Seventy Six Million Naira (N76,000,000.00) depositors’ fund in Liquidated Kapital Merchant Bank. 

 

The Corporation takes recourse to court action in its operation to recover monies owed to failed banks. Actions are 

instituted at the Federal High Court by the Receiver or Liquidator of the failed bank. The Federal High Court has all 

the powers to adjudicate and dispense justice. This means that the court is required to observe the principles of equity 

and fairness in the dispensation of all debts recovery cases. For instance, in the case of Chief Odogwu (Supra), if the 

principle of equity and fairness had been observed instead of the rigid application of S.3(1)(a) and S.16(1)(a) of the 
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Act, which made provision for possession and control of a debtor’s property as well as freezing of his account and 

imprisonments with or without options of fine. The case of Mrs Cecilia Ibru,
1
 former managing director of Oceanic 

Bank Plc, who was convicted and sentenced to six months in prison and ordered to forfeit over One Hundred and 

Fifty Billion Naira (N150,000,000,000.00) in assets and cash. The accused would not have been convicted and also 

made to forfeit her property at the same time if the principle of equity and fairness were applied. 

 

Debtors are also arrested and detained at the instance of NDIC. This is done so as to enable investigation to be done 

without any form of hindrance and in some cases to prevent offenders from fleeing out of the country. Some 

detainees spent months and in some instances years, pending completion of investigation. The cases of Chief Ralph 

Osayameh and Adekanye (The Great Bank Trial, 1996) are very instructive here. These two detainees were detained 

for two (2) years without granting bail. These types of detention had caused a lot of hardship on the detainees. Equity 

and fairness demanded that they should have been charged before the Federal High Court or released on bail pending 

the determination of their cases. 

 

Liquidation of banks implies the closing down of their operations. A bank can only be closed, if it is unable to meet 

depositors’ demands. Thus, if a bank is closed down based on the above ground, then, the closure can be said to be in 

line with public safety, order and morality in the banking sector. 

 

But, where the case is the other way round, i.e where closure is based on extraneous factors other than the above 

reasons, then the NDIC will not be said to have been fair and equitable to the shareholders of the bank. A good 

example of liquidation of a bank which is surrounded by controversy is illustrated by the case of F.M.B. vs. NDIC 

(NWLR Pt.400, 1995:226). The chairman of the bank challenged the liquidation of the bank in the Federal High 

Court, insisting that the liquidation was wrongly carried out. It was his opinion that if the bank had been given an 

opportunity to recapitalize, it would have solved its problem of insolvency. 

 

The NDIC on the other hand argued that the bank’s case was beyond redemption, hence its prompt intervention. 

Infact it stated that delay in arresting distress in banks worsened the situation and this made solution to the problem 

more expensive and complicated. Thus, it advocated prompt and quick solution to distress cases in the banking 

sector. 

 

LEVYING EXECUTION ON DEBTOR’S ASSETS 

Ordinary, a debt binds the debtor personally and not his property or assets. Therefore, the debtor’s property or assets 

are not liable to be seized and disposed of in satisfaction of the debt unless execution is levied. The procedure for 

levying execution varies according to whether the property against which execution is to be levied is movable or 

immovable property.
2
 

 

In the case of movable property, the procedure is to take out a writ of attachment and sale from the Registrar of the 

court. On issuance of the writ and service upon the judgment debtor, the court sheriff would seal off the debtor’s 

residence, after which he will proceed to seize the following items for sale: 

 

a) Any goods or chattels apart from the wearing apparel and bedding of the debtor and his family and tools and 

implements of his trade. 

b) Any money, bank notes, bills of exchange, promissory notes, bonds, and specialties for money belonging to 

the judgment debtor. It is pertinent to note here that good and chattels seized must not be disposed of, before 

the expiration of five days unless they are of perishable nature or the judgment debtor so request in writing.
3
 

 

If the moveable property of the Debtor is not enough to satisfy the judgment debt, the judgment creditor may apply 

to the court for a writ of execution against any immovable property of the judgment debtor. The application must be 

supported by an affidavit deposing what steps have been taken to enforce the judgment and with what effects, and 

indicating further that the movable property of the judgment debtor is not enough to satisfy the judgment debt. If the 

                                                 
1
  Convicted October 9, 2010 under S.15(1)(b) and Punishable under S.16(1)(a) Failed Bank Act 

2
  S.43 of the 1999 Constitution (as amended). Right to acquire and own property anywhere in Nigeria.  

3
  See Sheriffs and Civil Process Act, Cap S6 LFN 2004 
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court grants the writ, the immovable property would be sold and the judgment debt satisfied out of the proceeds from 

the sale and the balance if any credited to the judgment debtor’s account.
4
 

 

Also, debts due to the debtor, including money in bank accounts, may also be attached by means of a garnishee order 

(a court order stopping all payments of money to a debtor) in satisfaction of the debt. The procedure is for the 

creditor to apply to court by an exparte motion for the order. Notice of application would then have to be given to the 

garnishee (the debtor) within fourteen (14) days of the application. The bank is precluded, after receipt of the notice 

from repaying to the judgment debtor, if a garnishee order is eventually made, the garnishee must pay over the 

amount of the debt to the judgment creditor, and execution may be levied or effected against him, if he defaults.
5
 

 

BRIDGE BANK APPROACH 

Bridge bank is a temporary bank organized by federal bank regulators to administer the deposits and liabilities of a 

failed bank. It is commonly practiced in the United States of America through the United States law of banking 

regulation (Wikipedia.org). Bridge bank is also charged with continuing the operations of the insolvent bank until the 

bank becomes solvent (www.investopedia.com). 

 

The latest resolution option the Nigeria Deposit Insurance Corporation (NDIC) adopted in August, 2011 as the 

legality of the methods of debt recovery was bridge bank approach which was novel in Africa. But, it was a welcome 

development because it was a situation where regulatory authorities like the Central Bank of Nigeria (CBN), the 

Corporate Affairs Commission (CAC), the Security and Exchange Commission (SEC), ad the Nigerian Stock 

Exchange (NSE) rescued three (3) ailing banks whose failure was deemed to be capable of causing systemic crisis in 

the banking system or industry. The three (3) Deposit Money Banks (DMBs) which were resolved seamlessly 

without disruption to the financial system were Afribank Plc, Bank PHB Plc and Spring Bank Plc which 

metamorphosed into bridge banks that were bought over by Asset Management Corporation (AMCON) as 

Mainstreet Bank Limited, Keystone Bank Limited and Enterprise Bank Plc. The seamless introduction of three (3) 

bridge banks had also saved over 3.7 million depositors from losing their funds and over 6600 jobs in the erstwhile 

Afribank Plc, Bank PHB and Spring Bank in August 2011. 

 

The Central Bank of Nigeria (CBN) on August 5, 2011, revoked the operating licenses of three (3) banks including 

Afribank, Spring Bank and Bank PHB, which according to it, did not show enough capacity and ability for 

recapitalization. In their place, the CBN through the NDIC established Bridge banks and transferred the assets and 

liabilities of the three affected banks to three Bridge Bank as follows: 

 

1. Mainstreet Bank Limited (Afribank) 

2. Keystone Bank (Bank PHB) 

3. Enterprise Bank Limited (Spring Bank) 

 

Under the new arrangement, Mainstreet Bank Ltd took over the assets and liabilities of Afribank, Keystone Bank Ltd 

assumes the assets and liabilities of Bank PHB, while Enterprise Bank Ltd took over that of Spring Bank. 

Consequently, the Asset Management Company of Nigeria (AMCON) immediately acquired from Nigeria Deposit 

Insurance Corporation (NDIC), the three Bridge Banks. Accordingly AMCON injected N670 billion naira into the 

Bridge Banks to meet the minimum capital base of N25 billion naira and the minimum capital adequacy ratio of 15 

per cent. 

 

Mainstreet Bank, which assumed the assets of Afribank, to received N285 billion naira, Keystone Bank, which 

assumed the assets of Bank PHB, received N283 billion naira and Enterprise Bank, which assumed the assets of 

Spring Bank received N111 billion naira. The acquisition and transfer of ownership of Banks were effected through a 

subscription agreement with each of the three banks. By the subscription agreement, Asset Management Company of 

Nigeria (AMCON) became the owners of the three banks, and provided sufficient capital to restore the banks to the 

level of capital adequacy stipulated for their operation (Enakhe, 2011:35). 

 

The Corporation in the same vain had also worked conscientiously with the Central Bank of Nigeria (CBN) to 

resolve the case of Savannah Bank of Nigeria Plc which the Court of Appeal, Abuja had on February 5, 2009 in its 

                                                 
4
  S.6(1) Sheriffs and Civil Process Act, Cap  S6 LFN 2004 

5
  Sheriffs and Civil Procedure Act, Order on Garnishee Procedure 
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judgment ordered the CBN to restore the licence of the bank and to pay N100 million naira to the bank as damages, 

in the suit that had lingered since 2002 when Savannah Bank challenged the revocation of its licence at the court. It 

had assisted Societe General Bank Limited (now Heritage Bank Limited to reopen, its doors in the interest of the 

affected depositors who suffered untold hardship over the years. As one of the legality of the methods of Debt 

Recovery adopted by the NDIC, the adoption of the Bridge Bank also have a legal backing by our law. 

 

Section 39(1) of the NDIC Act provides for Bridge Bank. It states that:- 

 

(1) “The Corporation, in consultation with the Central Bank of Nigeria, may organize and incorporate, and the 

Central Bank shall issue banking licence to one or more banks, to be referred to as bridge banks which shall 

be insured institutions, to assume such deposits and or liabilities, and shall purchase such assets of a failing 

insured institution and perform any other function or business as the Corporation may determine. 

(2) The Corporation shall appoint, remove and fix the remuneration of the Board of Directors and Management 

of such bridge bank. 

(3) Notwithstanding the provisions of the Company and Allied Matters Act (CAMA), the Central Bank of 

Nigeria Act, the Banks and other Financial Institutions Act or any other law, the bridge bank shall not be 

subjected to any requirements relating to issue or paid up capital, and the corporation may make available to 

the bridge bank, upon such terms and condition, and in such form and amount, as the Corporation may 

determine, funds for the operation of the bridge bank. 

(4) The Central Bank of Nigeria, the Corporate Affairs Commission, the Security and Exchange Commission, 

the Nigerian Stock Exchange and any other regulatory or supervisory authorities may, at the request of the 

corporation, grant forbearance, exceptions and waivers to the bridge bank in respect of its operations. 

 

CONCLUSION 

It is important that there should be a quicker dispensation of justice by using modern method of alternative dispute 

resolution mechanism. However, the Federal High Court should continue to play its critical role of maintaining 

financial system stability and safeguarding depositor’s confidence through speedy disposal of cases of debt recovery. 

Lawyers must be made to understand that debt recovery is a serious issue, so that all legal technicalities should be 

avoided to prevent delay in debt recovery. Nigeria Deposit Insurance Corporation should continue with training and 

re-training of lawyers, judges and judicial support staff to enhance all necessary reform and meaningful development 

in debt recovery cases. 

 

The scope of liability under the bridge bank arrangement should not be limited to the protection of only depositors of 

failed banks but also to the staff of banks affected. 

 

The Nigeria Deposit Insurance Corporation should expedite action in paying depositors without undue delay. This 

will go a long way in alleviating the sufferings and hardship most depositors undergo during the period of failure and 

subsequent closure of their banks. 
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ABSTRACT 

Rice provides the staple diet of half the world’s population and is second to wheat in terms of total output. Given the 

crucial role of rice in the food security of urban and rural household alike, development of rice growing in Nigeria 

had for long been considered a priority. Annually, Nigeria imports about 1.7 million of white rice because paddy 

rice in most parts of Nigeria is grown by small farmers. Therefore rice production in Nigeria is the major focus of 

this research. It discusses local rice cultivation in Nigeria and how to improve its production with some 

recommendations.  

 

1.0 INTRODUCTION  

The Federal Government had on Tuesday September, 16, 2014 constituted a 14 –member policy – working group to 

develop innovative policies and institution that would facilitate the actualization of the Agricultural transformation 

Agenda: The aim of the committee was to institutionalize agricultural policies and make sure that there were 

legislations to protect the reforms embarked by the administration. 

 

The policy framework was to sustain agricultural growth, expand public financing for agricultural research, disclosed 

plans to over haul the entire agricultural research system to make it demand – driven and relevant to the needs of the 

private sector. The Minister of Agriculture and Rural Development DrAkinwumiAdesina, during the inauguration of 

the policy working group in Abuja advocated for policy that would move Nigerian farmers  away from the use of 

“hoe and cutlass” to mechanization which simply connote suffering. (Guardian, cover page, 16th September, 2014.) 

 

Although the policy was still being worked upon during this write up, many Agricultural policies were made by past 

administrations, the current policy when approved by the National Accessibly would improve farmers productions 

through mechanization seedlings and export.Rice production in Nigeria is the focus of this research and should 

therefore be substantially introduced before full analysis.  

 

DEFINITIONS OF RICE 

According Oxford Dictionary, there are two main definitions of rice in English. 

 

1. Rice is a swamp grass which is widely cultivated as a source of food, especially in Asia 

2. Rice is the starchy seeds or grain of an annual marsh grass, oryza sativa cultivated in warm climates and 

used for food. 

 

Brown rice is often offered as an optional alternative to white rice. Rice was first known used in 13
th

 century. 

 

Rice provides the staple diet of half the world’s population and is second only to wheat in terms of total output. Rice 

seedlings are usually planted in flooded fields or paddies, so that terraces are necessary on hillsides and a reliable 

source of water is essential. 

 

Local rice cultivation provides livelihood for many producers, processors and vendors in Nigeria, but it does not 

satisfy the totality of consumer demand in the country. Nigeria imports on average 1.7 million of white rice annually, 

making the country as the world’s second largest rice importer. The cost of these imports represents a significant 

amount of lost earnings for Nigeria in terms of jobs and income. Given the crucial role of rice in the food security of 
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urban and rural households alike, development of rice growing had long been considered a priority in Nigeria. (the 

Nigerian office of the Africa Rice centre – www.warda.org).I/TA Ibadan - November, 2014. 

 

2.0 RICE PRODUCTION IN NIGERIA 

Given the crucial role of rice in the food security of urban and rural households alike, development of rice growing in 

Nigeria had for long been considered a priority. The country had therefore adopted a range of instruments designed 

to protest local production. The Nigeria National Rice Development strategy (NRDS) set up in 2009 was aimed to 

make the country self –sufficient in rice by raising production of paddy rice from 3-4 million tones in 2007 to 12.8 

million tones in 2018.  

 

The NRDS outlined three priority areas of focus to achieve this level of production, namely: 

i. Improving post-harvest processing and treatment; 

ii. Developing irrigation and extending cultivated land, and 

iii. Making seeds, fertilizer and farming equipment more readily available.  

 

The domestic rice chain is currently dominated by trade on traditional markets. However, new types of institutional 

arrangements are emerging and involve the private sector to some extent, including multinational corporations.  

 

The emergence of new stakeholders was also guiding political decisions affecting the rice sector in Nigeria. For 

example, in 2010, rice importers, processing centre and vendors in Nigeria spearheaded an effective campaign to 

address politicians, obtaining a ban on re-exports of rice imported to Nigeria from Benin. 

 

Paddy rice, for the most part, is grown by small farmers in Nigeria. For instance, over 30% of rice growers cultivate 

less than I ha, and close to 60% less than 5 ha. Although the paddy harvest rose from under 1 million tones in the 

1970s to 4.2 million  tones in 2010, production had not kept pace with demand. However, there is considerable 

potential for extending and intensifying rice production in the five rice-growing ecosystems found in Nigeria 

(plateau, rain-fed plains, irrigated plains, lowlands and mangrove). The land area that could be cultivated is about 79 

million hectares.  

 

Less than 10% of the 3.4 million hectares that could be irrigated were currently irrigated. Rice yields in irrigated 

areas were between 1 and 3.5 tonnes per ha, much lower than the potential yields estimated at between 7 and 9 tonne 

per ha. This production gap could be bridged by introducing improved varieties, with better use of water resources 

and integrated management of rice growing. With more efforts and time, rice production will  increase. (Bamba, 

manful, and Ajanyi (2011). 

 

3.0 BOOSTING RICE PRODUCTION IN NIGERIA 

The Nigerian government was keen on increasing local rice production and ban of imports by the end of 2015 and 

was stepping up efforts in that direction.    

 

According to local sources, the Bank of Industries (BON) in Nigeria had been collaborating with the Federal 

Ministry of Agriculture and Rural Development (MARD) to provide N13 billion (around 79 million Us dollars) rice 

intervention fund to help boost rice production in the country.  

 

Similarly, the Japan International Cooperation Agency (JICA) was also assisting the Nigeria government to achieve 

self-sufficiency in rice production and banning rice imports by 2015 and currently focusing on providing access to 

quality rice seeds of improved rice varieties to Nigerian farmers. 

 

The Nigeria government is therefore encouraging private enterprises rice processing facilities in the country to boost 

rice production and achieve self –sufficiency in rice by 2015. (2014 www.orgza.com) 

 

Experts in Nigeria bemoan the fact that government spent over N600 billion every year on the importation of rice 

and wheat, while the country had the capacity to produce the commodities to satisfy its local needs and even for 

export. They particularly stressed that the country had no business importing rice as farmers had access to 62 

varieties of high-yielding rice species produced by research institutes in the country. 
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According to Dr. Mark Ukwungwu, the then acting executive Director, National Cereals Research Institute (NCRI) 

Badeggi, Niger State, Nigeria, said that the institute had produced 62 varieties of rice since its inception. NCRI is the 

oldest research institute in the country. It was originally founded by the Lagos Protectorate Administration of 

Governor Alfred Moloney in 1898 and it assumed its present name via decree 13 of 1975. The institute has the 

mandate to conduct research on six crops namely: rice, soybeans, acha, benne seed, castor oil seed and sugar cane. 

The institute usually operates in collaboration with other organizations in Nigeria and beyond and had developed 62 

varieties for the upland, lowland, mangrove and deep water areas. 

 

However, Dr Samuel Agboire, of the Research Support Services Department of NCRI emphasized that all 

stakeholders had to play their roles effectively to enable the country’s farmers to utilize the numerous research 

findings. Both farmers and the government should harmonized their roles to reduce problems in the production 

chain. He said if varieties were released and there were no technologies in place for them to manifest fully their 

efforts would not yield the desired results. 

 

In another analysis, DrMajiTswako, a plant breeder at the NCRI, said that efforts to boost rice production involved 

both the farmer and the environment. The government should therefore deliberately create an enabling environment 

to allow farmers to express themselves. He argued that farmers in rice exporting countries did not produce under 

conditions that were akin to those under which Nigeria farmers were operating. For example, he explained that the 

Nigeria farmer was faced with rain-fed ecology where one could control water, and if a farmer applied fertilizer 

today, rain water washes it away the next day.  

 

Tswako urged the federal government to stop rice importation and to put in place purposeful policies that would 

boost rice production. Sharing similar sentiments, SegunAtho, the President (South-West Zone) of Rice Farmers 

Association of Nigeria (RIFAN) wanted the government to stop the importation and smuggling of rice into the 

country. He said smugglers were seriously killing the acceptability of local rice in the market.  

 

Beyond that the then central Bank of Nigeria Governor (now Emir of Kano) SanusiLamidoSanusi, urged the 

government to invest funds, which were set aside for rice importation annually, in massive rice production. However, 

DrAkinwumiAdesine, the minister of Agriculture and Rural Development reiterated the government’s commitment 

to support dry season rice cultivation. He said that the Federal Government had put in place additional incentives for 

domestic milling of locally produced paddy rice.    

 

In summary, observers urged the government to harness and streamline all its policies aimed at boosting local rice 

production and stemming rice importation. (New Agency of Nigeria 2014). 

 

3.1 ALIKO DANGOTE INVESTS IN RICE PRODUCTION IN NIGERIA 

AlikoDangote, Africa’s richest man for many years, had announced in August 2014 his plans to invest one billion 

US dollars (N165 billion) in commercial rice farming and modern integrated rice mills in Nigeria. He had already 

signed a Memorandum of Understanding (MOU) with the Nigeria Government. Dangote said that his new 

investment was in support of the government’s plan to attain food sufficiency and become a net-exporter of rice 

within the next four years. 

 

In order to actualize his ambition, the Dangote Group had acquired approximately 150,000 hectares of farmland in 

five Nigerian States, namely: Edo, Jigawa, Kebbi, Kwara and Niger State which would be used for the commercial 

production of rice paddy. The company would also set-up two rice mills with an installed capacity of 240,000 metric 

tons of rice per day. If the capacity was installed, the project would be the largest integrated rice mill in Africa and 

the new venture was expected to crease at least 8,000 new jobs. 

 

The Nigerian president, Goodluck Jonathan commended AlikoDangote for his latest investment (rice) in economy, 

stating that it was easily the single largest investment ever made in rice production in Africa. Meanwhile, the 

minister for Agricultrue, DrAkinwumiAdesina described Dangote’s rice investment as Agricultural transformation 

Agenda (ATA) for Nigeria and the rest of Africa. 

 

President Goodluck Jonathan further assured Dangote that his investment in building a strong industrial base in 

Nigeria would be protected as the country was already working out plans to curb the high spate of smuggling. An 
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electronic surveillance equipment that would depend less on human manipulations and interventions would be 

installed to check smuggling activities through the country’s borders. (Global Aginvesting, 2015) 

 

3.2 RICE FARMING AS THE MOST PROFITABLE INVESTMENT IN AGRICULTURE SECTOR IN 

NIGERIA  
The Minister of Agriculture, Dr. AkinwunmiAdesine emphasized that rice farming was the most profitable in the 

Agriculture sector in Nigeria. He explained that, for example, if one had invested 14 million dollars in an integrated 

rice mill in Nigeria, the internal rate of return on the investment would be 42 to 50 percent and it would take exactly 

two years to pay back the investment.  

 

Dr. Akinwumi said government had distributed rice variety with roughly about 406,000 farmers in 2012, 2.6 million 

farmers in 2013 and another three million farmers growing rice in 2014. He further explained that fifty percent of 

farmers that were growing rice in the wet season had shifted to the variety of rice that could be planted in dry season. 

Nigerian farmers can now produce in the wet season and also in the dry season. (Channels Television November 23, 

2014) 

 

 The Rice Production in Nigeria 2013-2014        

The year 2012 was marked a watershed and proved Nigeria capability to produce two crops of rice per year as 

demonstrated in some Nigerian states of Niger, Ebonyi, Kebbi, Kogi, Zamfara, Sokoto, Jigawa, Katsina, Bauchi, 

Kano and Gombe.  

 

For the 2012 wet season and 2012/2013 dry season, a total of 20, 161 MT of improved seeds 40, 322 MT of NPK 

fertilizer and 20,161 MT of urea fertilizer given to 403,222 farmers became increased six times in 2013 wet season 

and 2013/2014 dry season to 2,598,113 as inputs redeemed doubled to 40,105MT of improved seeds, 160,422MT of 

NPK, and 129,906 MT of urea, with added benefits of 358,993 rural jobs in the 2012 wet season and 2012 /2013 dry 

season. 

 

Federal Ministry of Agriculture and Rural Development on the Growth Enhancement support in Nigeria had spent 

about N30 billion as at 2014 to help rice farmers to increase their output by over 2.8 million MT of rice paddies, 

getting nearer to self-sufficiency. Rice worth N149.512 billion gross value of paddies and net value of N79.691 

billion was produced in 2014. 

 

As at 2014, Nigeria had a total of thirteen new integrated rice mills with parboiling facility and total combined paddy 

milling capacity of 534,000MT, all came up under the interventions in the rice value chains, buoyed by the 

realization of the increase in paddy production.  

 

The rice staple crop processing zone (SCPZ) also served as a platform intended for the production of rice. Wacott 

rice processing mill was situated in Kebbi/Sokoto staple crop processing zone (SCPZ). UMZA in Kano and Ebony 

mill in Ebonyi had expressed interest in acquiring some of the 10 new mills being facilitated by the Federal Ministry 

of Agriculture, and Rural Development for distribution to rice mills. 

 

At Rububi village in Dona local government Nasarawa state, 01am had installed a 60,000MT rice mill to process 

harvest from about 3,500 hectares of rice farm. Eko Rice, also recently purchased 56 trailer loads of paddies from 

Keffi for local processing in Lagos. Other mills, including the Dominion Rice mill in Taraba state, were expected to 

boost the local supplies of processed rice. 

 

The very rapid growth in the largest small mill cluster at Abakaliki (Ebonyi State) was particularly striking, with the 

number of operators growing from 250 members in 2011 to 360 members in 2012, and to 450 members in March, 

2014. Similarly, in Ekiti State, the small millers had started operations with improved small scale equipment rate of 

about 10 to 15 new small mills per annum and mostly targeting the niche market of Ofada and Igbemo local rice.   

 

In Nigeria, rice had found a place in food security and had become a major staple. Nigeria consumes about 5 million 

metric annually. The local rice production, however, had not kept pace over the years. The difference between what 

was consumed and was produced was provided for through importation of about 2.1 million MT at such huge annual 

import expenses of about N356 billion which was clearly inappropriate and devastating to Nigerian economy. 

(DrOlukayodeOyeleye, Nigeria tribune Newspaper, 24 June, 2014). 
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4.0 CONCLUSION 

The research work has discussed the essence of rice production in Nigeria. Local rice cultivation in Nigeria provides 

livelihood for many producers and vendors, though rice production does not satisfy the totality of consumers 

demands in Nigeria.  Therefore, Nigeria imports on average 1.7 million of white rice annually, making the country as 

the world’s second largest rice importer. 

 

Paddy rice for some parts of Nigeria is grown by small farmers and over 30% of rice growers cultivates less than 1 

ha, and close to 60% less than 5 ha. However, development of rice growing in Nigeria had for long been considered 

a priority and therefore adopted a range of instruments designed to protect local production. 

 

The invest of Africa’s riches man, (a Nigerian) AlikoDangote had planned to invest one billion US dollars in 

commercial rice in Nigeria which is a welcome development. His investment, if fully carried out was to support 

governments’ plan to attain food sufficiency in Nigeria. 

 

Nigeria’s current efforts in rice production will not only produce enough for local consumption but will also become 

a net –exporter of rice within the next four years. 

 

RECOMMENDATIONS  

The importance of rice cultivation and consumption in Nigeria cannot under estimated. People consume more rice 

than wheat in Nigeria. The following recommendations are therefore made to improve rice production in the country.  

 

a. The Federal Government of Nigeria should have a policy framework to sustain agricultural growth, 

especially on rice production, 

b. Make seedlings, fertilizer and farming equipment more readily available to farmers;  

c. Develop irrigation in order to grow more rice in both the wet and dry seasons; 

d. Improve post-harvest processing and treatment; 

e. Encourage private enterprises to establish rice processing facilities in Nigeria to boost rice 

production and achieve self-sufficiency soonest; and lastly the 

f. Federal and sate governments should deliberately create an enabling environment to allow farmers 

to express themselves. 
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Abstract  

The desire of every developing economy is to swing from primary product dependent economy to an industrialized 

economy which is capable of championing economic development. The level of industrial development in the country 

determines the extent at which this desire can be achieved. Hence, the objective of this study is to empirically 

investigate the macroeconomic determinants of industrial development in Nigeria over the period of 1981 -2013. It 

employs the cointegration test, vector error correction model and granger causality test. The study reveals that, a 

long-run equilibrium relationship exists amongst the variables as evidenced by the co-integration results.While  

exchange rate, consumer price index and Interest rate have negative relationship,  broad Money Supply, Foreign 

Direct Investment, gross domestic product and Credit to the Manufacturing Sector have positive relationship with 

industrial development. A long run forecast into the future revealsthat broad money supply, credit availability to the 

manufacturing sector, the gross domestic product and foreign direct investment are the predominant sources of 

variation in industrial development in Nigeria. Therefore, this paper recommends that it is imperative for the 

Nigeria’s government to maintain the stability of these macroeconomic variables at a reasonable level that is 

capable of enhancing industrial development in Nigeria.  

 

I. Introduction 

Industrial development has for all time constituted a major objective of development strategy and government policy. 

Through industrial development, developing nations yearn to achieve higher economic growth, and to eventually 

attain developed nation’s status.Industrial development entails the expansion of the secondary sector in an economy 

dominated by primary activities. It can be termed as the period of social and economic change that transforms a 

human group from an agrarian society into an industrial one. It is a part of a wider modernization process, where 

social change and economic development are closely related with technological innovation, particularly with the 

development of large-scale energy and metallurgy production. It is the extensive organization of an economy for the 

purpose of manufacturing.Industrial development can also be seen as an increase in the share of manufacturing sector 

in the Gross Domestic Product (GDP) and in the occupations of the economically active population. It could at the 

same time be used to describe the development of economic activity in relatively large units of production, making 

much use of machinery and other capital assets, with the tasks of labour finely divided and the relationships of 

employment formalized (Kirk-Greene, 1981). In either case, industrial development is concerned with the expansion 

of a country’s manufacturing activities, including the generation of electricity and the growth of its communications 

network. It is also a process of reducing the relative importance of extractive industries and of increasing that of 

secondary and the tertiary sectors (Adejugbe, 2004).  

 

Industrial development requires adequate and efficient availability of factor inputs such as labour, capital, land, 

knowledge or technology etc., these factor inputs determines the pace of industrial development in every economy. 

This drawn our attention to the interdependence between the agricultural sector and the industrial sector in making 

available labour factor for industrial development. This is evident from the postulation of the Arthur Lewis model of 

economic development with unlimited supply of labour. Lewis was of the opinion that, the lower the cost of 

industrial labour, the faster the rate of industrial expansion is likely to be, but this depends on the rate at which the 

agricultural sector is releasing labour which depend on whether the marginal product of labour in the subsistence 

sector is equal to or less than the subsistence or institutional wage so that a reduction in the number of workers would 

not lower the averagen(subsistence) product of labour and might even raise it.At the same time, capital is also an 

important factor for industrial development which its availability can also be attributed to the development in 

agricultural sector. Agricultural sector is also a source of saving and capital accumulation for industrial development. 
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Solow believes that what drives growth is savings since it is the share of output in the investment and therefore, 

industrial output expansion is a function of capital accumulation. All other factors are directly or indirectly provided 

by the agricultural sector.  

 

It is important to note at this junction that government is the center player in achieving the desired level of industrial 

development in the country. Governments are saddled with the responsibility of economic management which is a 

very crucial role since it involves the management of the macroeconomic variables such as output, aggregate 

demand, exchange rate, interest rate etc., and these variables determine the growth path of every economy and its 

development. It therefore implies that, government pursues the objectives of industrial development through the 

management of macroeconomic variables. Hence, economic management relied on a policy-mix of two 

complementary tools namely: monetary policy and fiscal policy.  

 

Monetary policy involvesthe control of money supply and interest rate to achieve the desired objective or goal in the 

economy. This have impact on the industrial development in the country has this policy if it is expansionary i.e 

reduction of interest rate and increase in money supply is capable of increasing capital formation and thereby lead to 

industrial development in the economy. Monetary policy manipulates the supply of money and credit in private 

hands. Monetarism holds that the supply of money is the key to the nation’s economic health. The main agency for 

making monetary policy is “CBN,” whose formal title is the Board of Governors of the Central Bank of Nigeria. The 

CBN uses three instruments to control the money supply. First, they set discount rates for the money that banks 

borrow from the Central Bank. Second, they set reserve requirements that determine the amount of money that banks 

must keep in reserve at all times. Third, they buy and sell government securities in the market, thereby expanding or 

contracting the money supply. The amount of money available, interest rates, inflation, and the availability of jobs 

are all affected by the CBN activities. Presidents try to persuade the CBN to pursue policies in line with the 

presidential agenda. 

 

Fiscal policy on the other hand, is a policy instrument that relies on public revenue and public expenditure 

management to produce the desired effect in an economy. It is the government policy with respect to spending and 

taxing in pursuance of the goals of stabilization, greater equality in income distribution and enhancing the economic 

well-being of the people (Shapiro, 1996). It is the flow of funds out of the spending and savings streams into the 

hands of government and the flow of these funds from the government into the private economy.Fiscal policy must 

become more expansionary. Interest and foreign-exchange rates must be designed to support increased investment 

and growth in exports. In particular, targets for the Central Bank should include the current employment and growth 

targets. That generally requires a reduction in real interest rates to levels comparable or lower than Nigeria's main 

trading partners. 

 

Government in pursuing of industrial development had adopted various fiscal policy regimes with needs for 

changing from one fiscal regime to the other. This involved adoptions of series of target variables and fiscal 

instrument which had led to development of diverse policies, strategies and programmes geared towards industrial 

development. Such programmes and strategies among others are different economic development policies (with each 

having a bearing on the industrial sector) were adopted ranging from Import Substitution Strategy (ISS) through 

indigenization to the Structural Adjustment Program (SAP), export promotion, incentives for local industries, import 

liberalization, concessional rates on duty on raw material importations, structural adjustment programme etc. 

Government, in August 1988, also established the national committee on industrial development (NCID). The 

strategic management of industrial development (SMID) or industrial master plan (IMP) is predicted on the need to 

organize a network of sectors (referred to as strategic consultative groups) around on industrial activities with the 

aim of having a comprehensive and keen view of the investment problems in particular line of industrial activity. The 

(IMP) seeks to minimize the problems of policy and programme consistency in the development of the nations 

industries. 

 

Hence, it can be deduce without any iota of doubt that, there is significant relationship between industrial 

development and macroeconomic variables which serve as a channel through which the government manage the 

economy and achieve her desired objective or goal. Therefore, given the level of industrial development in the 

country, this study seeks to analyze the macroeconomic determinants of industrial development in Nigeria. Hence, 

following the above introduction, the remaining part of this paper is set out as follows: Section two presents the 

review of existing and related literature on the topic, while section three presents the model specification and 
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research estimation procedures. Section four discusses the empirical results of the paper and section five concludes 

the paper.  

 

II. Literature Review 

2.1 Conceptual Issues 

Overview of the Nigerian Industrial Sector 

The composition of manufacturing production has been a derivative of the various development plans (Alao, 2006). 

The First National Development Plan (1962-1968) emphasized light industry and assembling activities. The second 

plan (1970-1975) had a somewhat similar thrust and focus, but the emphasis shifted in the third plan (1975-1980) 

towards heavy industries. Major projects were initiated in the steel and petroleum refinery sector. For the fourth plan 

(1980-1985), the broad direction as in consonance with the third: it retained the stress on heavy industries. But 

several of the pretentious plans were short changed with the onset of the profound economic crisis in the early l980s. 

The participants in the Nigerian industrial and manufacturing sector can be grouped into four, namely: (a) 

Multinational (b) National (c) Regional (d) Local groups. Separately from the multinational operators, most of the 

other participants have vanished in the last two decades, due to capricious government policies, lack of basic raw 

materials, most of which are imported (Afaha, J.  S. and Ologundudu, M. M., 2014). 

 

The Nigerian Industrial Policy Stages 

The development of the Nigerian industrial policy involved through two key stages as concurred by (Alao, 2006). 

They are as follows: 

 

(a) The first period (1970—1985): The period covers the state-led import substitution industrialization strategy. The 

main focus is on the economic role of government through direct investments, administration of a protectionist trade 

regime, and the introduction of schemes such as indigenization and preferential credit to nurture indigenous 

entrepreneurs. It is argued that the roles assumed by the government, gave it a leadership role in the economy and 

direct control over the welfare of individual private businesses. The government‘s strategy during this period simply 

involved attracting and encouraging foreign capital to engage in manufacturing activities. 

 

(b) The second period (1986—present): The period lays emphasis on the economic liberalization policies that 

replaced the state-led import substitution industrialization strategy and nationalization policy. Government‘s policy 

in this period focuses on privatization, deregulation of foreign investments, trade liberalization, deregulation of credit 

policy and the introduction of the Foreign Exchange Market (FEM). Privatization and deregulation has resulted in 

the relianceof market, rather than state regulation, and is reducing the role and power of government relative to the 

private sector. 

 

Empirical Review 

Literatures on the relationship between the macro economic variables and industrial development are quite few as 

most of the literatures reviewed dealt with the relationship between macroeconomic variables and stock market 

return, stock market index, banking profit or performance etc. However, a small number that has helped us in gaining 

insight on how to empirically analysis and achieve the objective of this paper are presented as follows; 

 

Afaha and Ologundudu (2014), empirically investigate the macroeconomic factors affecting industrial performance 

in Nigeria over the period of 1979-2010 by employing the co-integration and an error correction model. Their study 

revealed that, interest rate spread and exchange rates have negative impact on the growth of manufacturing sub-

sector in Nigeria and also show that a rise in the index of manufacturing sub-sector is a reflection of high inflation 

rate and cannot be interpreted to mean a real growth in the sector. While liberalization of the Nigerian economy has 

promoted manufacturing growth for the period under study. He concluded that, a long-run equilibrium relationship 

exists amongst the variables, as evidenced by the co-integration. 

 

Adebiyi and Babatope (2004), considered the role of institution and other macroeconomic variables in development 

of the Nigerian manufacturing sub-sector, their empirical study using Augmented Dickey Fuller (ADF) test and error 

correction mechanism (ECM) model revealed that apart from institutions other macroeconomic variables affect the 

manufacturing-sub-sector performance in Nigeria.  

 

Adebiyi and Babatope (2004) used the cointegration technique in analyzing interest rate policy and the financing of 

the manufacturing sub sector. Their analysis however suggests cointegration or an acceptance of the alternative 
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hypothesis among the variables CMS (Credit Manufacturing Sub-sector), ER (Exchange Rate), IMP (Index of 

Manufacturing Production), INF (Inflation), IRS (Interest Rate Spread) and DGF (Deficit Government Financing). 

 

McKinnon (1973); Shaw (1973); Fry (1982) argued that financial deepening as a result of interest rate deregulation 

directly influences factor productivity through higher real rates of interest. According to them, there is the portfolio 

choice that diverts savings from low-yielding, self-financed investments to the acquisition of financial assets, 

through higher yields. The importance of interest rate to manufacturing subsector is best discussed in terms of the 

provision of capital it commands in the finance of manufacturing sub- sector in Nigeria. Also, McKinnon (1973) and 

Shaw (1973) emphasized the importance of internal and external finances in the development of manufacturing sub-

sector in developing countries, including Nigeria, while McKinnon emphasizes the significance of internal finance 

where investors have to accumulate savings before obtaining lumpier capital goods; Shaw stresses the importance of 

external finance and the development of financial institutions in capital accumulation. 

 

Elhiraika (2008) in his empirical study investigated the role of structural dynamics and transformation in the form of 

manufacturing share in aggregate output. He used data from 36 African countries and also examined the key 

determinants of manufacturing share in aggregate output and its relationship with real GDP growth and growth 

volatility. The analysis indicated that an increased share of manufacturing in total output has the potential to raise 

GDP growth and reduce growth volatility through accelerated growth given the strong backward and forward 

linkages between the manufacturing sector and other sectors. The design and implementation of effective industrial 

policies to promote manufacturing can act as a means to boost economic transformation and achieve economic and 

social development goals including employment creation and poverty reduction. 

 

Odior, (2013) empirically investigated the impact of macroeconomic factors on manufacturing productivity in 

Nigeria over the period 1975-2011. He started his analysis by examining stochastic characteristics of each time series 

by testing their stationarity using Augmented Dickey Fuller (ADF) test and estimate error correction mechanism 

model. His result revealed the presence of a long-term equilibrium relationship, as evidenced by the cointegrating 

equation of the VECM and concludes that credit to the manufacturing sector in the form of loans and advances and 

foreign direct investment have the capacity to sharply increase the level of manufacturing productivity in Nigeria, 

while broad money supply has less impact.  

 

Sangosanya (2011) used panel regression analysis model and gibrat’s law of proportionate effect in investigating 

firm’s growth dynamics in Nigerian manufacturing industry. The study observed that the manufacturing firms 

finance mix, utilization of assets to generate more sales, abundance of funds reserve and government policies are 

significant determinants of manufacturing industry growth in Nigeria.  

 

Rina, Tony and Lukytawati (2010) examined the impact of fiscal and monetary policy on industry and growth of 

economy in Indonesian using the computable general equilibrium (CGE) model. It was found that fiscal and 

monetary policy have a positive impact on Indonesian macroeconomic performance in terms of change in GDP, 

investment, consumption and capital rate of return.  

 

Ogbole, Sonny and Isaac (2011) focused on the comparative analysis of the impact of fiscal policy on economic 

activities in Nigeria during regulation and deregulation, using the econometric methods of co-integration and error 

correction model. The study indicates that there is a difference in the effectiveness of fiscal policy in stimulating 

economic growth during and after regulation period. They recommend that government fiscal policy should refocus 

and redirect government expenditure towards production of goods and services so as to enhance GDP growth.  

 

Dickson (2007) critically examine the recent trends and patterns in Nigeria’s industrial development using 

descriptive study. The study indicates that the level of manufacturing industry in Nigeria is concentrated in the 

southern part of the country and that the spatial pattern could change if industrialists adopt the strategy of industrial 

linkage. This finding did not support any school of thought as it suggests that policy on privatization of industry in 

Nigeria should be enhanced. Ajayi (2008) in a study of the collapse of Nigeria’s manufacturing sector on economic 

growth. He used cross-sectional research design and found out that the main cause of collapse in the Nigerian 

manufacturing sector is low implementation of Nigerian budget especially in area of infrastructure. This means that 

low implementation of fiscal policy affects the level of growth in Nigerian manufacturing sector. 
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Rasheed (2010) investigated the productivity in the Nigerian manufacturing subsector using co-integration and an 

error correction model. The study indicates the presence of a long-run equilibrium relationship index for 

manufacturing production, determinants of productivity, economic growth, interest rate spread, bank credit to the 

manufacturing subsector, inflation rates, foreign direct investment, exchange rate and quantity of graduate 

employment. This finding has research gap on the area of factors that affect manufacturing sector in Nigeria. Hence, 

with the non availability of previous work that gives a clear cut relationship between the macro economic variables 

and industrial development, undertaken this research work becomes necessary and imperative. 

 

III Model Specification and Estimation Procedures 

With the above literatures reviewed and understanding from other source, combination of variables determines 

industrial development in Nigeria. These variables include index of manufacturing production (IMP), rate of growth 

of gross domestic product (GDP); interest rate spread (IRS); Foreign Direct Investment (FDI); banks‘ credit to the 

manufacturing sub-sector (CMS); inflation rates (INF); exchange rates (EXR); Quantity of Graduates‘ Employment 

(QGE); Structural Adjustment Dummy variable (SAD) and Political Crisis Dummy variable (PCD) (Alao, 2005). 

The above determinants are informed given the nature of activities of the industrial sector in that, it produces goods 

and services for sale which represents the output of its activities with the aim of making returns on investments. For 

these goods and services to be produced, it requires the judicious use of scarce resources which are called factors of 

production, namely land, labour and capital. These factors of production are generally referred to as inputs in the 

production process and their owners are rewarded from the returns generated by the industries. In Nigeria, the 

performance of industrial sub-sector has been hindered by high interest rates, particularly the interest rate spread 

(IRS) which is the difference between lending and borrowing rates (Afaha and Ologundudu, 2014). It is assumed that 

this rate is partly responsible for high cost of production in the Nigerian industrial sub-sector Adebiyi (2001), 

Adebiyi and Babatope-Obasa, 2004). Therefore, for the purpose of this study, we adapt the model used by Odior, 

(2013). He considered variables such as manufacturing sector productivity (MAP) as the dependent variable and the 

independent variables, include Exchange Rate (EXR), Consumer Price Index (CPI) instead of the rate of inflation 

(INF) with the conviction that, Consumer Price Index (CPI) has performed better overtime in similar studies with 

regression analysis and it generally reflects the true picture of consumers demand visa-vis the general price level, 

prime or nominal Interest Rate (INT) instead of interest rate spread (IRS) because it reflects a better picture of true 

cost of funds and that most borrowings by manufacturing sub-sector is based on prime/nominal lending rate, Credit 

to the Manufacturing Sector(CMS), Broad Money Supply (M2) and Foreign DirectInvestment (FDI). Hence, the 

uniqueness of this study lies in the use of Industrial Production Index (IPI) as a measure of industrial development 

and the addition of gross domestic product into the considered determinants of industrial development. This is to see 

the extent to which income generated can enhance industrial development in the country. 

 

We therefore present the functional relationship between the industrial development and macroeconomic variables as 

thus; 

 

IPI = f(EXR, CPI, INT, M2, FDI CMS & GDP) ……………………………………………………………(i) 

Where; 

IPI = Industrial Production Index 

EXR =Exchange Rate 

CPI = Consumer Price Index 

INT = Interest Rate 

M2 = Broad Money Supply 

FDI = Foreign Direct Investment  

CMS = Credit to Manufacturing Sector 

GDP = Gross Domestic Product. 

Equation 1 above can be expressed explicitly in the form given below: 

 

IPI = α + β1EXR + β2CPI + β3INT + β4M2 + β5FDI + β6CMS + β7GDP + µ …………………………………(ii) 

Where; 

α = Constant  

β1 – β7 = Coefficients of the variables.  

The above model is estimated over the sample period 1980-2013. 

 

Estimation Procedure 
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Stationarity Test: 
Stationarity of a series is an important observable fact because it can influence the behavior of the data. This is 

revealed in a situation where x and y series as presented in equation (iii) below are non-stationary random processes 

(integrated), then modeling the x and y relationship using simple ordinary least square (OLS) regression technique 

will only generate a spurious regression. 

 

 Yt= α + βX + µt ………………………………………………………………………….(iii) 

 

Stationarity concept explains the statistical characteristics of a series such that its mean and variance are constant 

over time. If these two characteristics exists, then the seriesis said to be a stationary process (i.e. is not a random 

walk/has no unit root), otherwise, the series is described as non-stationary process (i.e. a random walk/has unit root). 

Hence, differencing the series using differencing the first-differenced values, the second-differenced values and so 

on is the way out of avoiding the spurious regression. This process is presented in the below equation as thus: 

 

 X level Xt 

 X 1st-diiferenced value Xt – Xt-1 

 X 2nd-diiferenced value Xt – Xt-2  ………………………………………………………………….(iv) 

 

Therefore, if a series is stationary without any differencing it is designated as I (0), or integrated of order 0. On the 

other hand, a series is stationary after first difference, it is designated I (1), or integrated of order one (1). Augmented 

Dickey-Fuller test suggested by (Dickey and Fuller, 1979) and the Phillips-Perron test recommended by (Phillips and 

Perron, 1988) have been used to test the stationarity of the variables. 

 

Johansen and JuseliusCointegration Test:(Johansen and Juselius, 1990) procedures use two tests to determine the 

number of cointegration vectors: the Maximum Eigenvalue test and the Trace test. The Maximum Eigenvalue 

statistic tests the null hypothesis of r cointegrating relations against the alternative of r+1 cointegrating relations for r 

= 0, 1, 2…n-1. This test statistics are computed as: 

 

LRmax( r / n +1)  = - T* log(1- λi) …………………………………………………………………………….(v) 

 

Where λ is the Maximum Eigenvalue and T is the sample size. Trace statistics investigate the null hypothesis of r 

cointegrating relations against the alternative of n cointegrating relations, where n is the number of variables in the 

system for r = 0, 1, 2…n-1. Its equation is computed according to the following formula: 

LRtr (r/ n) =−T *            
     ) ……………………………………………………………………… (vi) 

 

In some cases Trace and Maximum Eigen value statistics may yield different results and (Alexander, 2001) indicates 

that in this case the results of trace test should be preferred. 

 

Vector Error Correction Model (VECM) 
If cointegrationhas been detected between series we know that there exists a long-term equilibrium relationship 

between them so we apply VECM in order to evaluate the short run properties of the cointegrated series. In case of 

no cointegration VECM is no longer required and we directly precede to Granger causality tests to establish 

causal relationship among the variables. The regression equation form for VECM is as follows:  

t 1 1 1

0 0 0

Y    Pe
n n n

i t i i t i i t i

i i i

Y Ø X Y Z    

  

        
 

t 2 2 1

0 0 0

   P e
n n n

i i t i i t i i t i

i i i

X Y Ø X Y Z    

  

        
 

In VECM, the cointegration rank shows the number of cointegrating vectors. For example a rank of two indicates 

that two linearly independent combinations of the non-stationary variables will be stationary. A negative and 

significant coefficient of the ECM (i.e. et-1 in the above equations) indicates that any short-term fluctuations between 

the independent variables and the dependent variable will give rise to a stable long run relationship between the 

variables.  

 

Granger-Causality 

vii 

viii 
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A general specification of the Granger causality test in a bivariate (X, Y) context can be expressed as:  

  

t 0 1 1 1 1Y ... ...t i t i t i t iY Y X X µ              
     ix

 

t 0 1 1 1 1... ...t i t i t i t iX X X Y Y µ              
     x 

 

In the model, the subscripts denote time periods and μ is a white noise error. The constant parameter "0 represents 

the constant growth rate of Y in the equation (ix) and X in the equation (x) and thus the trend in these variables can 

be interpreted as general movements of cointegration between X and Y that follows the unit root process. We can 

obtain two tests from this analysis: the first examines the null hypothesis that the X does not Granger-cause Y and 

the second test examines the null hypothesis that the Y does not Granger-cause X. If we fail to reject the former null 

hypothesis and reject the latter, then we conclude that X changes are Granger-caused by a change in Y (Gul and 

Ekinc, 2006). Unidirectional causality will occur between two variables if either null hypothesis of equation (ix) or 

(x) is rejected. Bidirectional causality exists if both null hypotheses are rejected and no causalityexists if neither null 

hypothesis of equation (ix) nor (x) is rejected (Duasa, 2007). 

   

IV. Empirical Analysis 

 

Unit Root Test  

Table 4.1: Unit Root Test Result 

Variable ADF Test Remark PP Test Remark 

Level 1
st
 difference Level 1

st
 difference 

LIPI -1.7829 -8.7508* I(1) -1.4496 -8.8079* I(1) 

EXR -0.0809 -5.3126* I(1) -0.0809 -5.3126* I(1) 

CPI -1.9448 -5.4207* I(1) -1.8605 -7.7903* I(1) 

INT -1.2746 -5.5044* I(1) -1.2322 -8.9518* I(1) 

LM2 -0.6995 -2.9345** I(1) -0.0716 -2.9620** I(1) 

LFDI -1.7829 -8.7508* I(1) -1.4496 -8.8079* I(1) 

LCMS -0.5046 -4.2009* I(1) -0.5046 -4.0176* I(1) 

LGDP -0.9140 -4.3547* I(1) -0.9140 -4.3583* I(1) 

Note: * denote significance @ 1%, ** denote significance @ 5%. 

 

Table 4.1 revealed that the null hypothesis of no unit roots for all the time series are rejected at their level form since 

the ADF and PP test statistic values are less than the critical values at 1%, 5% and 10% levels of significances. After 

differencing once, the variables were stationary and integrated of same order, i.e., I (1).  It therefore means that, all 

the variables became stationary and do not contain unit root at their first difference. 

 

Lag Order Selection Criteria  

Table 4.2: VAR Lag Order Selection Criteria 

VAR Lag Order Selection Criteria 

g LogL LR FPE AIC SC HQ 

       
0 -507.5445 NA   38487.92  33.26094  33.63100  33.38157 

1 -306.4371  285.4428  6.358636  24.41530   27.74585*  25.50097 

2 -199.5820   96.51429*   1.030856*   21.65045*  27.94149   23.70117* 

        * indicates lag order selected by the criterion    

 LR: sequential modified LR test statistic (each test at 5% level) 

 FPE: Final prediction error 

 AIC: Akaike information criterion 

 SC: Schwarz information criterion 

 HQ: Hannan-Quinn information criterion 
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According to (Hussain, 2009) the lowest of all criteria should be selected as the lag length to be used in the analysis. 

Table 4.2 reports the lag-order selection statistic, the result shows the lowest lags order at one using the Schwarz 

information criterion. Thus, further test in this study will make use of lag one order.  

 

Cointegration Test 

Table 4.3: Cointegration Test Result 

Unrestricted Cointegration Rank Test (Trace) Unrestricted Cointegration Rank Test (Max-Eigen) 

Hypothesizd 

No. of CE(s) 

Eigen-vale 

 

Trace 

Statistic  

0.05 

Critical 

Value 

Eigen-

Value 

 

Maxi-Eigen 

Statistic  

0.05 

Critical 

Value 

None *  0.980950  293.3947  159.5297  0.980950  122.7813  52.36261 

At most 1 *  0.838849  170.6134  125.6154  0.838849  56.58781  46.23142 

At most 2 *  0.719266  114.0256  95.75366  0.719266  39.38081  40.07757 

At most 3 *  0.606928  74.64479  69.81889  0.606928  28.94663  33.87687 

At most 4  0.412846  45.69816  47.85613  0.412846  16.50653  27.58434 

At most 5  0.396313  29.19164  29.79707  0.396313  15.64568  21.13162 

At most 6  0.275877  13.54596  15.49471  0.275877  10.00663  14.26460 

At most 7  0.107895  3.539330  3.841466  0.107895  3.539330  3.841466 

 

Trace test indicates 4 cointegratingeqn(s) 

at the 0.05 level 

Max-eigenvalue test indicates 2 

cointegratingeqn(s) at the 0.05 level 

* denotes rejection of the hypothesis at the 0.05 level 

 

Table 4.3 shows the result of multivariate cointegration test based on Johansen and Juseliuscointegration technique 

using trace and maxi-eigen statistic. The result revealed that there is fourcointegrating equations at 5% level of 

significant as indicated by the Trace statistic and two cointegrating equations as indicated by the Max-Eigen statistic. 

Given the cointegration result, VECM is the appropriate model for the estimation of the model. 

 

Error Correction Model and Long Run Behaviour of the Model 

A vector error correction (VEC) model is a restricted VAR premeditated for use with non-stationary series that are 

identified to be cointegrated. The VEC has co-integration relations built into the specification so that it restricts the 

long-run behavior of the endogenous variables to converge to their cointegrating relationships while allowing for 

short-run adjustment dynamics. Hence, we refer to the co-integration of a single model as the “error correction term” 

as the deviation from long-run equilibrium is corrected progressively through a series of partial short-run 

adjustments. Since the variables are non-stationary at levels but cointegrated, then their dynamic relationships must 

be specified by an error correction model (ECM) in order to capture both the short-run and long-run relationships. 

VEC includes both the long run and ECM. The Error Correction for the long run MAP equation is presented below: 

 

D(LIPI) = -0.11LIPI(-1) - 0.023EXR(-1) + 0.005CPI(-1) – 0.447INT(-1) + 24.717MS(-1) + 1.964LFDI(- 

 1)+ 17.21LCMS(-1) +6.218LGDP  

t-statistic =  (2.3942)  (4.0024)  (1.9074)        (3.9432)   (8.8243)      (3.0071) 

         (2.8824)            (2.4962) 

 

This above equation simply depicts that, the adjustment coefficient (ECM) or the speed of adjustment of IPI if 

deviated from its long run equilibrium will return back to the state of equilibrium at 0.11 or 11%, while the intercept 

term still is positively related in the long run (0.650). Therefore, the error correction estimate equation shows that the 

long run behavior of Exchange Rate (EXR), consumer price index (CPI) and Interest Rate (INT) appear to have 

negative relationship in adjusting to long-run disequilibrium given the ECM value and that the long run behavior of 

broad Money Supply (M2), Foreign Direct Investment (FDI) and Credit to the Manufacturing Sector (CMS) appear 

to have positively relationship to the adjust to long-run disequilibrium given the ECM value. Given the value of the 

t-statistic of the variables that are greater than 2 aside from that of consumer price index (CPI) that is less than 2, 

these variables are statistically significant in the determination of the industrial development growth in long run if it 

is in disequilibrium. 
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The R
2 

explains only 71% of the variation in the industrial development index has explained by the explanatory 

variables. While the adjusted R
2
 after taking into consideration the degree of freedom still explains 67% of the 

variation in the industrial developed index as explained by the explanatory variables. 

 

Granger Causality  

Table 4.4: Granger Causality Test Result 

Pairwise Granger Causality Tests     

Null 

Hypothesis: 
Obs 

F-

Statistic 
Prob. Decision 

Type of 

Causality 

 

From the table above 4.4, it was revealed that, there exist a bi-directional relationship among variables such as 

LCMS and LIPI, LCMS and LM2 and LGDP and LFDI. This is an indication that, industrial production in Nigeria is 

influenced by the amount of credit available to the manufacturing or industrial sector and vice versa. Amount of 

credit available is in turn a function the quantity of broad money available and vice versa. Gross domestic product 

also influences the rate of foreign direct investment which is in turn influenced back with it.  

 

On the same note, the table also revealed a uni-directional relationship among the variables. This shows that, 

exchange rate granger cause LIPI, LM2 granger cause LIPI and LGDP granger cause LIPI. It then means that, 

variables such as credit available to manufacturing sector (LCMS), exchange rate (EXR), broad money (LM2) and 

gross domestic product (LGDP) are revealed to be important macroeconomic determinants of industrial development 

in Nigeria within the period of this study using granger causality test approach.  

 

Variance Decomposition 

The variance decomposition indicates the amount of information each variable contributes to the other variables in 

the autoregression. It determines how much of the forecast error variance of each of the variables can be explained 

by exogenous shocks to the other variables. We employ a ten year forecasting time horizon and observed the 

relevance of the variables by carrying out a decomposition of LIPI, EXR, CPI, INT, LM2, LCMS, LGDP and LFDI 

with a view to determining the size of the fluctuation in a given variable that are caused by different shocks over the 

time horizon. However, only variance decomposition of LIPI is explained below: 

 

Table 4.4: Variance Decomposition  

 Variance Decomposition of LIPI:  

P
er

io
d

 

S.E. IPI EXR CPI INT LM2 LFDI LCMS LGDP 

 1  9.599959  100.0000  7.637400  0.000000  5.441458  67.20701  0.000000  0.000000  0.000000 

 2  13.13419  97.75267  7.624984  1.494302  4.288637  67.85695  1.193896  4.256413  3.879451 

 3  15.81742  95.67009  5.839081  1.685689  3.083157  68.11037  1.759545  13.69765  9.146600 

 4  18.06583  95.14432  4.812719  1.470631  2.817852  68.84238  2.507732  20.34644  11.57720 

 5  20.05810  94.90485  4.050324  1.174118  2.637246  68.85606  3.093516  27.09067  13.22483 

 6  22.00964  94.50992  3.515439  0.918479  2.468742  68.99657  3.673285  32.18978  14.40145 

 7  23.67724  94.34042  3.136103  0.773647  2.429206  69.03341  4.126646  36.12510  15.30684 

 8  25.27905  94.16816  2.857974  0.662784  2.376225  69.02999  4.506003  39.07983  15.90967 

 9  26.77625  94.02896  2.644625  0.577694  2.343942  69.04269  4.809348  41.36717  16.40579 

 1

0 
 28.17779  93.93917  2.484815  0.517146  2.328939  69.04016  5.052159  43.14911  16.76499 
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Table 4.5 gives the fraction of the forecast error variance for the industrial production index (LIPI) that is attributed 

to its own innovation and to innovations in other variables. The own shocks of LIPI constitute a significant source of 

variation in its forecast error in the time horizon, ranging from 100% to 93%. Ten years after, variation in LIPI is 

accounted for by EXR (2.484%), CPI (0.517%), INT (2.325%), LM2 (69.040%), LFDI (5.052%), LCMS (43.149%) 

and LGDP (16.764%) shock. It is clear that the predominant sources of variation in LIPI are the LM2 followed by 

LCMS and LGDP respectively.   

 

v. Conclusion  

The purpose of this research work is to empirically analyze the determinants of industrial development in Nigeria.   

After adequate review of empirical literatures, macroeconomic variables like industrial production index (IPI) proxy 

of industrial development in Nigeria exchange rate, consumer price index (CPI) in exchange of inflation, interest rate 

(INT), broad money supply (M2), foreign direct investment (FDI), credit available to manufacturing sector (CMS) 

and gross domestic product (GDP) were all considered. A vector error correction model and granger causality 

techniques of analysis were used after the test of stationarity of the variables and the cointegration test which 

established a long run relationship among the variables as well as variance decomposition which indicates the 

amount of information each variable contributes to the other variables in the autoregression for a period of ten year 

forecasting time horizon. 

 

From the vector error estimates, it was exposed that, the coefficient of determination R
2 

explains only 71% of the 

variation in the industrial development has accounted by the explanatory variables. While the adjusted R
2
 after taking 

into consideration the degree of freedom still explains 67% of the variation in the industrial developed in Nigeria. 

This shows to some extent the level of relying on these macroeconomic variables in explaining industrial 

development in Nigeria.  However, it was discovered that, variables like Exchange Rate (EXR), consumer price 

index (CPI) and Interest Rate (INT) appear to have negative relationship with industrial development and that broad 

Money Supply (M2), Foreign Direct Investment (FDI), gross domestic product and Credit to the Manufacturing 

Sector (CMS) appear to have positively relationship with industrial development in Nigeria with a statistically 

significant value given the value of the t-statistic of the variables that are greater than two aside from that of 

consumer price index (CPI) that is less than two.  Hence, a long run forecast into the future depicts that, the 

predominant sources of variation in industrial development in Nigeria are the broad money supply, followed by 

credit available to manufacturing sector, gross domestic product and foreign direct investment. Therefore, it is 

imperative to maintain stability of these macroeconomic variables at a reasonable level that is capable of enhancing 

industrial development in Nigeria.  
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Abstract 

This study examined the long-run effect of road transport infrastructure development on economic growth and 

poverty level in Nigeria. This was with the view to providing empirical evidence on the long run effect of road 

transport infrastructure on economic growth and poverty level. The study used secondary data. Annual time series 

data from 1980 to 2012 on road network, Real Gross Domestic Product (RGDP) and Real Consumption Expenditure 

per Capita were collected from Central Bank of Nigeria (CBN) Statistical Bulletin (2012), National Bureau of 

Statistics (NBS) various publications and World Development Indicators (2012) published by the World Bank. 

Cointegration econometric technique was applied in the analysis of Solow model of long run growth that postulates a 

continuous production function linking output to the inputs of capital and labour which are substitutable.  

 

The results showed that the cointegration test confirmed the existence of long run relationship among road transport 

infrastructure development, economic growth and poverty reduction, (trace statistics= 32.03, p<0.05); Moreover, the 

result shows that 1 per cent increase in road transport infrastructure development significantly reduces economic 

growth by 2.5 per cent, (t=1.83, p>0.05), it also indicated that one per cent increase in road transport infrastructure 

development insignificantly reduced poverty level by about one per cent (t=1.64, p>0.05). 

 

Keywords: economic growth, poverty level, real consumption expenditure, road network, cointegration, transport 

infrastructure. 
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1. INTRODUCTION 

Transport infrastructure is an important determining factor in the development process of a nation.Coupled with 

better human development, the development of transport infrastructure could generate a spillover effect that could 

affect a country’s economic growth and poverty reduction efforts (Wei etal., 2008). This is because it helps in 

diversifying an economy production base, expanding trade and building resources and markets into an integrated 

economy, which could increase directly or indirectly the welfare of the people. 

 

The relationship between transport infrastructure development and economic development has always been 

contentious. The colonial authorities in Africa believed that investments in transport infrastructure positively 

influenced economic development through job creation, poverty reduction and increase in economic growth. This 

explains why these authorities were preoccupied with putting in place road and railway projects throughout the 

continent. Their actions were informed by regional and industrial development theories which assign a critical role to 

transportation. At the time, transport costs were viewed as a leading factor explaining the location of economic 

activities (Pedersen, 2001).  

 

The replacement value of road network at 2001 prices is estimated between N3,500 billion and N4,300 billion 

(FGNDNTP, 2010). In 2004, Nigeria’s Federal Road Maintenance Agency (FERMA) began to patch 32,000Km 

federal roads and in 2005, it initiated a more substantial rehabilitation.In 2009the ministry has consciously embraced 

the Public Private Partnership Scheme to complement the developmental efforts of the Government. The pioneering 

project in this regard is the Lagos-Ibadan Expressway (105km). The ministry, on behalf of the Federal Government 

of Nigeria (FGN), entered into a 25-year concession with Bi-Courtney Consortium at the cost of N89.53 billion 

(approximately USD604.95 million). The scope of work covers the reconstruction, expansion and modernization of 

the expressway. The expectation was that the road would be expanded from the existing four lanes to eight lanes 
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under a Design Build Operate and Transfer (DBOT) agreement.In July 2013, the contract was taken away from the 

Bi-Courtney Consortium to Julius Berger and Reynords Construction Company (RCC) due to inability to execute the 

project with a new agreement that, the construction companies would provide 70% of the project fund. This becomes 

necessary considering the economic effect of Lagos-Ibadan expressway both to the country and the continent in 

large. 

 

The importance of transport infrastructure development in promoting economic growth and reducing poverty level 

has not received adequate attention in the literature. Although, there are studies that concentrated on developed 

countries while few studies are found in developing countries. In the available studies, there exist contradicting 

views as to whether or not transport infrastructure development could affect economic growth and poverty level. The 

outcome of these studies has served as a guide for policy makers on policy formulation and implementation in the 

transport sectorwhich has contributed tremendously to growth and development of many of the countries where the 

studies are carried out. 

 

For instance, evidence have shown that, the expansion of road network, in addition to policy reforms and 

improvements in human capital, has been identified as one of the major engines of China’s economic growth over 

the past decade (Fan, and Zhang 2002). Therefore, a good knowledge of how policy initiative like road transport 

infrastructure development could impact oneconomic growth and poverty level is very important for policy 

formulation. 

 

The macroeconomic situations in Nigeria require a thorough understanding of how road transport infrastructure 

development affects economic growth and poverty level in the Nigerian economy. There is therefore theneed to carry 

out similar studies in developing country like Nigeria to establish the existence of these channels.The knowledge of 

this is important in guiding policy makers in understanding fullyon how transport policy could bring about economic 

growth and pace of reducing poverty level of the country. 

 

This is not to conclude that, there are no studies that have examined the effects of infrastructure on economic growth 

or poverty in Nigeria (see Ogun 2010; Akinlabi and Jegede, 2011; Onakoya et al., 2012 and Akanbi et al., 2013. 

However, these studies employed investment in transport and communication services rather than physical stock as a 

proxy for infrastructure development. Moreover, Calderon and Serven (2008a) and Sahooet al., (2009) have argued 

that stock of physical infrastructure is more reliable than investment in infrastructure when considering empirical 

implications of infrastructure development on economic development. This is because in time-series context the 

issue of simultaneity is arguably more problematic for those studies using investment flows (or their cumulated 

value) to measure infrastructure than for those using physical asset stocks. 

 

Therefore, the results of the above mentioned studies in Nigeria may not show a true picture of the transport 

infrastructure – economic development nexus of the country, since the data employed in their studies isrecurrent 

expenditure on transport – communication services rather than capital expenditure on infrastructural 

sector.Moreover, most of these studies did not justified or lack fundamental grounds in recommending policies to 

transport sector using government recurrent expenditure on transport-communication service, which may not really 

affect economic positively given the Nigeria government attitude.In spite of this, it is difficult to formulate policies 

towards transport sector based on these findings. 

 

On the basis of the issues above, the following research questions are raised: 

(a) What has been the effect of road transport infrastructure development on economic growth in Nigeria on one 

hand? and 

(b) What is the long run effect of road transport infrastructure development on poverty level in Nigeria on the 

other hand? 

 

Therefore, the broad objective of this research work is to examine the long-run effect of road transport infrastructure 

development on economic growth and poverty alleviation in Nigeria between 1980 and 2012. 

 

This study is also necessaryin providing empirical evidence and hence some implications for transport infrastructure 

policy towards promoting economic growth and poverty reduction.While there is a large body of empirical research 

addressing this, the study differs significantly from previous studies in terms of the measurement of road transport 

infrastructure development, poverty level and analytical frameworks. Therefore, this study is timely and important 



 

ICSSL -2015 | Long-run Effect of Road Transport Infrastructure Development on Economic Growth and 

Poverty Level in Nigeria (1980-2012) 

209 

 

 

ECONOMICS International Conference on Social Science and Law 

since substantial economic expansion is expected in Nigeria, and more also considering the transformation agenda of 

the government, there will be the need for empirical findings in assisting the government towards achieving their 

primary objective. 

 

2.1 Review of Empirical Literature 

In the literature on public infrastructure and economic development, the majority of empirical studies have been 

concerned with the question of whether or not infrastructure contributes towards output and productivity growth. The 

basic premise is that public investments in infrastructure can raise private output and productivity in both direct and 

indirect ways. Directly, public infrastructure services are thought of as intermediate inputs that enter into a firm’s 

production process in the same way as private inputs (e.g. labour and private capital),while the indirect effect arises 

from the role of public infrastructure in augmenting the productivity of other private inputs. The selection of an 

appropriate paradigm provides us with some clue as to the likely effects of transport infrastructural investment; the 

issue is ultimately an empirical one. Today, there is a vast body of researches that examines the relationship between 

transport infrastructure development and economic growth with very few of them being on the impact of transport 

infrastructure improvement on poverty level. These studies have been carried out mostly in developed countries 

while little seems to have been done in developing countries. In some of these studies, cross-sectional and time series 

data were utilised. 

 

For instance, Nadiri&Mamuneas (1994) analyse the effect of public infrastructure investment on the cost structure 

and performance of manufacture, and provide evidence of significant positive productivity effect. Bougheas, 

DemetriadesandMamuneas (2000), based on the endogenous growth model (Romer,1987), introduce infrastructure 

as a technology which can reduce the costs of intermediate products, and conclude that infrastructure investment is 

positively related with cost-reducing specialization with manufacture data, that and there is robust “inverted-U 

shape” non-monotonic relation between infrastructure investment and economic growth with cross-section data. 

Fernald (1999) examines the relation between construction of inter-state highways in the USA in 1950s and 1960s 

and the growth in 1970s and then proves that transport investment is productive. For the same period of time, he 

points out that the productivity effect of transport to growth is once-and- for-all, instead of a permanent one.  

 

Easterly andRebelo (1993) use cross- section data of more than 100 countries between 1970 and 1988 and find out 

strong correlation between investment in transport and telecommunications and growth; the contribution of transport 

to growth is between 0.59 and 0.66. DemetriadesandMamuneas (2000) use panel data of 12 OECD countries to find 

out positive long-run effect of transport investment on production and demand. However, many others find out that 

the relation between transport investment and growth is either insignificant or even negative. Holtz-Eakin (1994) 

classifies public investment into four sub-groups: education, road and highway system, drainage system and public 

utilities.Although road and highway investment take a share of 34.5% in total public spending, there is no significant 

evidence of its positive effect on growth. This notwithstanding, studieshave shown that the positive effect of 

transport investment on growth is tiny or even neglectable (Hultenand Schwab, 1991; and Garcia-Mila, McGuire and 

Porter, 1996). Tatom(1991 and 1993) shows that there are no significant productivity effects of transport investment. 

Evans andKarras(1994) establish their empirics with panel data of public spending of the USAbetween 1970and 

1986, and concludes that productivity effect of transport is insignificant, a fact which offsets the positive effect of 

education and results in a gross negative effect of public spending on growth. 

 

When taking these econometric problems into account, subsequent studies find weak evidence on the link between 

public capital and private sector production. At the national level, Tatom (1991) and Sturm and Hann (1995) find no 

significant evidence that public infrastructure is productive when including energy prices and time trends in 

regressions or using first-difference specifications. Based on usual specifications of error components for panel data 

analysis, state production function estimates indicate that the productivity effect of public infrastructure is much 

smaller than those obtained by previous studies (Andrews and Swanson, 1995) or even statistically insignificant (e.g. 

Evans and Karras, 1994; Holtz-Eakin, 1994; Baltagi and Pinnoi, 1995; and Garcia-Mila et al., 1996).  

 

In another stream of research, many studies have employed the duality between production and cost functions to 

investigate the productivity effect of public infrastructure. This is in contrast to studies based on an estimation of a 

production function in estimating a cost function in various forms revealing consistent evidence of production cost 

savings and productivity growth associated with public capital provision in manufacturing industries using data from 

the United States of America (Nadiri and Manuneas, 1994; Morrison and Schwartz, 1996; and Cohen and Paul, 

2004), the United Kingdom (Lynde and Richmond, 1993a), and West Germany (Seitz, 1993; and Seitz and Licht, 
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1995). Broadening the cost function analysis to explore the cost saving and productivity effects in other industrial 

sectors, some studies have confirmed the link between infrastructure and reduced production costs for 35 two-digit 

industries of the USA economy (Nadiri and Mamuneas, 1998), and for three sectors of the West German economy: 

manufacturing, construction, trade and transport (Conrad and Seitz, 1994).  

 

Fernald (1999) similarly estimates huge rates of return on investment in roads for US industries that use roads more 

intensively: in terms of a Cobb-Douglas specification like the ones used in state-level studies.He finds an output 

elasticity of road investment around 0.35. After noting that this is consistent with the initial results from Aschauer, he 

argues that the massive interstate highway network built in the 50s and 60s generated a one-time boost in 

productivity (of approximately 1%) rather than a permanent one, also explaining the post-1973 slowdown in 

productivity. In short, initial large investments in infrastructure may produce very high rate of returns, but this is no 

guarantee that additional investments would also be characterized by the same returns. In this view, Aschauer’s 

results adequately captured the pre-1973 period. Additionally, this line of argument coincides well with the idea that 

once basic infrastructure is in place, adequate investment in maintenance might actually have a higher rate of return 

than new investment, as argued in Hulten (1996), who uses a cross-country sample similar to that of Easterly and 

Rebelo (1993) and finds that the impact of an effectiveness index of infrastructure is more than seven time larger 

than that of public capital itself (see also Rioja, 2003). 

 

However we should also note that other studies at international level have proved to be insignificant with mixed 

results of public investment on productivity and output growth. For instance, Ford and Poret (1991), using data on 

non-military public capital stock, and also including privately provided infrastructure services as well, for 11 OECD 

countries over the period 1960-1988, found that his broad definition of infrastructure (including structures in 

electricity, gas and water and structures in transport and communication) had significant effect on productivity and 

output for 5 of the 12 countries, namely, US, Germany, Canada, Belgium and Sweden. He uses a total factor 

productivity growth and Autoregressive of order 1 and 2 models for his estimations. Other researchers report that the 

importance of infrastructure on economic development has been overemphasised. For instance, Taylor-Lewis (1993), 

using public capital data from Ford and Poret (1991) for the G7 countries over the period of 1970—87,but regressing 

a Cobb-Douglas function,contends that the contribution of public physical infrastructure to output was insignificant.     

 

Romp and de Haan (2005), while reviewing the literature, note that 32 of 39 studies of OECD countries found a 

positive effect of infrastructure on some combination of output, efficiency, productivity, private investment and 

employment. (Of the rest, three had inconclusive results and four found a negligible or negative impact of 

infrastructure). They also review 12 studies that include developing countries. Of these, nine find a significant 

positive impact. The three that find no impact rely on public spending data which is a notoriously imprecise measure, 

especially for cross-country analysis. One other meta-analysis also shows a dominance of studies that point to a 

generally significant impact of infrastructure particularly in developing countries. However, Lahiri and Yao (2006) 

question the composition of transport infrastructure data used in previous studies and develop a leading economic 

indicator for the US economy based on transportation sector data. As the US economy has shifted from 

manufactured goods to service goods, the Bureau of Economic Analysis has had a general problem with counting 

service sector output as opposed to physical goods. Lahiri and Yao (2006) develop the Transportation Services Index 

to provide the BEA and the National Bureau of Economic Research with better measures of service sector 

performance. The Transportation Sector Index is being maintained by the Bureau of Transportation Statistics of the 

US Department of Transportation. The data series is currently considered preliminary in nature. 

 

Kim (2006) in his dissertation on the effects of infrastructure on economic growth explores the impact of highway 

infrastructure on regional labour markets. Kim tests models both on a state (51 states) as well as for 81 Metropolitan 

Statistical Area (MSA). By studying the impact of changes in highway demand as well as highway supply, the author 

is able to estimate over a period of 19 years (1982-2000) the elasticity of net immigration of labour to a given region 

with respect to highway supply or demand. He gets an elasticity ranging between +0.129 and +0.454 for highway 

supply (as measured by per capital lane miles) and an elasticity of -1.511 to -0.015 for the demand for highways (as 

measured by vehicle miles travelled per lane mile) as compared to state economic performance. Both exhibit the 

expected sign for the elasticity. Additions to the supply of highways cause a positive impact on state economic 

performance and additional congestion causes a net reduction in the state economic performance. Kim also examines 

the location specific amenities including and excluding highway services. Interestingly, he defines New York State 

as an amenity poor state if we do not consider transportation resource but an amenity rich state if we include 
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transportation services. Therefore, in Kim’s ranking, transportation serves as a key differentiator in terms of social 

amenities.  

 

Recently, Stephen.et. al., (2012) argued that, empirical evidence of the effects of transport and infrastructure 

investment on economic outcomes has been provided at the macro-level (for a review see Straub, 2011). This 

literature has focused the impacts of investment in roads and public infrastructure on several economic outcomes, 

such as aggregate productivity, growth or employment, finding mixed results (Gramlich, 1994; Martin and Rogers, 

1995; Boarnet, 1998; Chandra and Thompson (2000) and Jiwattanakulpaisarn et al, 2010). Some recent papers have 

estimated, using careful identification strategies, the effect of roads on other outcomes in the US: urban growth 

(Duranton and Turner, 2011), road traffic (Duranton and Turner, 2011), sub-urbanisation (Baum-Snow, 2007), 

commuting patterns (Baum-Snow, 2010) or demand for skills (Michaels, 2008). In these works the effect of transport 

is usually capture by connectivity to the network (either connected or not) or by some measure of the density of the 

network within some geographic boundaries and the focus is on correct identification of (long-run) effects. Other 

studies (Faber, 2012; Donaldson, 2010) have focused on developing countries (highways in China and railroad in 

colonial India) to study the effect of the reduction of transport costs due to transport networks development on trade 

integration and the consequent economic development. Only a handful of studies have lookedat the effect of 

increased accessibility on firms’ outcomes, and they have mostly focused on the analysis of firm relocation 

(Coughlin and Segev, 2000; Holl, 2004a and 2004c) or firm birth (Holl, 2004b, Melo et al, 2010), all finding positive 

relationships between the presence of roads and firms’ relocation and creation. Holl (2011) studies the relationship 

between market access and firm productivity when market access changes due to road investments and changes in 

population. She exploits data for a panel of firms during a period of intense road construction in Spain. When using 

plant fixed-effects the estimates are imprecise, so she relies on GMM techniques in order to overcome endogeneity 

problems, with which she finds positive significant effects of markets access on productivity. Li and Li (2010) use 

the construction of the Chinese highways system to evaluate the impact of improved transport infrastructure on the 

amount of inventories held by firms, arguing that the reduced inventories due to road construction improve efficiency 

and aggregate productivity.  

 

Therefore, based on the above, Stephen.et. al., (2012),examined the impact of road transport infrastructure 

improvements on firms by using Firms’ exposure to transport improvements as a measured of changes in 

employment accessibility (or effective density) along the road network in Britain, linked by detailed geographical 

location (10,500 wards) to the British road network and major improvements in it between 1998 and 2008. Estimates 

are based on an instrumental variables strategy using two-stage least squares. They find that, road improvements 

encourage firm entry or discourage exit but do not affect existing firms.This was in contrast to, Tatom (1991 and 

1993), Holtz-Eakin (1994), Holtz-Eakin and Schwartz (1995) and Garcia-Mila et al. (1996) suggesting little evidence 

of an effect from infrastructure to income growth in a panel of U.S. state level data, particularly when fixed effects 

are included. 

 

3. Methodology 

3.1 Theoretical Framework 

Following Lakshmanan (2007), and based on extensive review of theoretical literatures, a simple diagram to 

illustrate how provision of transport infrastructure could potentially affect long-term growth within the framework of 

standard neoclassical macroeconomics framework, considering transport infrastructure as an augment in a production 

function, as that of Cobb-Douglas. Figure 1 offers the mechanisms and processes underlying the wider economic 

benefits of transport infrastructure development. It is a contemporary version of what Williamson (1974) and 

O’Brien (1983) call “forward linkages” of transport infrastructure. The lower cost and increased accessibility due to 

transport improvements modify the marginal costs of transport producers, the households’ mobility and demand for 

goods and services. Such changes ripple through the market mechanisms, endogenizing employment, output, and 

income in the short run.  

 

Over time, dynamic development effects derived from the mechanisms set in motion when transport service 

improvements activate a variety of interconnected economy-wide processes and yield a range of sectoral, spatial, and 

regional effects that augment overall productivity. The lower costs and enhanced accessibility due to transport 

infrastructure and service improvement expand markets for individual transport using firms. As such market 

expansion links the economies of different localities and regions, there is a major consequence in terms of shifting 

from local and regional autarky to increasing specialisation and trade and the resultant upsurge in productivity. 

Opportunities for exporting and importing goods are enhanced, in turn opening up several channels of economic 
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effects, both in product market and in factor markets in a manner analogous to the results from tariff reduction and 

trade area expansion. 

 

First, export expansion will lead to higher levels of output, which allow higher sales to cover fixed cost of operation, 

yielding efficiencies; second, increasing imports put competitive pressure on local prices. Such pressures lead not 

only to the removal of monopoly rents but also to improved efficiency. Schumpeterian dynamics come into play, 

firm entry, exit, expansion and contraction. As firms promote linear production processes which lower cost of 

production and raise productivity, further restructuring of the economy occurs. Third, lower transport cost and 

increased accessibility enlarge the market for labour and other factor inputs. A firm will likely draw labor from a 

broader area and, with a greater range of attributes, improve labour supply and with lower costs. Similarly, effects in 

land and other factors markets are possible as transport improvement open up new land for economic activities. 

Finally, there is the suggestion that the two mechanisms in the oval boxes, one dealing with innovation and the other 

with spatial arrangement in the economy would create, in the context of transport infrastructure improvements, 

conditions (in activity clusters) which would enhance economic performance, and promote total factor productivity 

and endogenous growth.  

 

Transport improvements can have an endogenous growth effect to the degree they impact the rate of growth of the 

economy through the creation and commercialization of new knowledge, thereby promoting Productivity leading to 

economic growth measured by increases in GDP. In the contemporary knowledge economy, firms are concerned 

with the reduction of new class costs or adaptive costs incurred by the firm, it monitors the environment for changes 

in technology and products, identifies competitive strategies, and implements such strategies quickly enough to 

retain or improve market share (Hage and Alter, 1997; Lakeshmanan and Button, 2008). Firms minimises their 

adaptive cost by participating in economic network in the activity cluster or agglomeration made possible by 

transport infrastructure improvements. 

 

Increase in the density of transport connections and accessibility can reduce transport input per unit of production, 

improve reliability of good deliveries and diminish inventories and storage cost, leading to firm productivity gains, 

particularly in urban areas. Such improvements can also induce a clustering of facilities in a certain place, thus 

yielding further productivity gains (agglomeration economies). Nonetheless, enhanced accessibility may cause 

centrifugal forces by allowing some firms to reduce their land costs by choosing low rent locations away from dense 

activity centers. These relocation decisions can possibly be fostered by establishment of intermodal freight transport 

facilities in the urban peripheries, which help reduce transshipment, cargo handling and storage costs. 
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Figure 1: Linkage between Transport Infrastructure Development and Economic Development 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

In addition, the role of suitable privatization and deregulation policies, which are increasingly adopted nowadays, 

can be critical in the urban and regional development process, since they can increase (privately-provided) transport 

infrastructure and levels of mobility and service at affordable prices, managerial efficiency and financial viability of 

transport facilities. The economics literature recognizes the enormous importance of public capital typically 

associated with infrastructure as an additional factor in the production process, along with labor and private capital, 
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since it increases its productive capacity. The role of transport infrastructure (mostly roads) and equipment is central 

in core infrastructure provision, together with the stock of communication and energy facilities, water system and 

sewers. By and large, transport infrastructure and services can be seriously regarded as partially or purely public 

goods, and can result in economies of agglomeration and economies of scale in production. Since the late 1980s and 

throughout the early 1990s, the first studies using formal analysis to measure the effect of public capital on economic 

activity started to be systematically conducted. Specifically, Aschauer (1989) and Munnell (1992) initiated a new 

exciting stream of research in the macroeconomic effect of public capital provision.  

 

There are two possible ways in which transport infrastructure could affect firm production (Meade, 1952). The basic 

premise in the theoretical literature is that the stock of transport infrastructure available enters the production process 

as an unpaid input, directly contributing to firm production. Obvious examples are public roads that are available free 

of charge to industrial and commercial activities. On the other hand, transport infrastructure is considered to enter the 

production process as a factor that augments the productivity of other inputs employed by firms. Therefore, 

improvements in transport infrastructure can generally be regarded as an increase in the technology of production 

that could enhance the overall productivity of affected businesses.  

 

Better transportation systems, for instance, enable the movement of goods and workers to be more efficient. It can 

also increase firm productivity by lowering the transportation costs of inputs and outputs. Moreover, productivity 

gains may come from a reduction in other business costs. For example, good quality roads could lead to savings on 

vehicle maintenance costs. An increase in the reliability of transport allows firms to reduce stock inventory costs. In 

some circumstances, transport improvements may also help improve access to customers or remove trade barriers, 

encouraging firms to exploit economies of scale by serving larger markets. This will result in a reduction in long-run 

average costs of such firms that can be translated into an increase in productivity. Therefore, one way in which 

transport infrastructure development influences firm productivity is by its effect on production costs. 

 

Furthermore, overall productivity growth may also arise because transport infrastructure development can be directly 

responsible for augmenting the productivity of labour. For example, exhausted workers may be less productive if 

they have to spend more time commuting. Thus, improvements in transportation services can have a direct impact on 

labour productivity by lowering commuting time which is spent getting to and from work (Prud’homme and Lee, 

1999; SACTRA, 1999; OECD, 2002). In another particular case, an increase in labour productivity can result from a 

better match between the supply of jobs and skilled workers. The underlying reason for this is that transport 

investments can lead to an increase in labour supply by attracting in-migration of households and improve job 

accessibility. With more choices of prospective employees, firms will have more opportunities to recruit those who 

have working experience and appropriate skills they need, to the extent that investments in transport infrastructure 

enhance the overall productivity of firms. This could lead to changes in the quantities of inputs of production on the 

one hand and result in poverty reduction and economic growth on the other hand.   

 

Transport infrastructure improvements may leads to a rise in consumption pattern of the people and labour demand 

by firms. This suggests that the net employment effect is ambiguous. The primary reason for this is twofold. First, 

the overall cost reduction associated with increased productivity enables firms to expand their markets. One specific 

example would be the case of competition in goods markets. That is, firms experiencing productivity gains could 

lower the prices of their products in order to increase market share. Falling relative prices would stimulate the 

demand for outputs produced by these firms, thus increasing the demand for workers and also increase the welfare of 

the people. This impact on the demand for labour depends on the price elasticity of product demanded (Button, 1998; 

Lakshmanan, et al., 2001). If it is high, then one may anticipate a large increase in output and potentially in 

employment. Second, a higher productivity environment could be attractive to investment.  

 

Transport infrastructure development that enhances a region’s productivity and competitive position may thus 

encourage expansion of existing businesses and attract private inward investment to enter the region. This could 

generate an increase in overall production and a higher demand for employment. Noting the fact that reduced 

transport costs associated with transport infrastructure development remove trade barriers and allow export of 

products to other regions, there could be the employment effects from this interregional trade competition (Button, 

1998; Rietveld and Bruinsma, 1998; Rietveld and Nijkamp, 2000). As an increase in the demand for employment is 

anticipated from those expanding their markets geographically, poverty reduction in the region becomes realizable. 
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Following the link between transport infrastructure, economic growth and poverty reduction as informed by the 

theoretical framework, Solow’s growth model will be employed in this study in line with the work of Frankel (1962), 

Griliches (1979), Romer (1986), and Lucas (1988).  

 

3.2 Model Specification  

Although the analysis of transport infrastructure development, economic growth and poverty reduction in Nigeria has 

not received full attention in the literatures, in the developed countries, studies have given more consideration to the 

development of transport infrastructure as a way of accelerating the pace of economic growth and reduction of the 

poverty level. Thus, following the work of Faridi et al. (2011), Qian and Noboru (2008) and Boopen (2006), this 

study employs Solow model of long run growth that postulates a continuous production function linking output to the 

inputs of capital and labour which are substitutable.  

 

In a capital augmented Solow model of economic growth, assuming that the economy produces one good, output (Y) 

given as thus 

 
1[ ] ...........................................................................................................1t t t t tY K Q A L      

 

Where , [0,1], [0,1]      , and t denotes time. This implies that the production function exhibits constant returns 

to scale in its three factors: physical capital (K), transport infrastructure capital (Q), and productivity-augmented 

labour (AL). Specifically, it is a Cobb-Douglas production function. All markets (both input and output markets) are 

assumed to be perfectly competitive. All firms are assumed to be identical. The economy can then be described by a 

representative agent. 

 

Physical capital and transport infrastructure capital are assumed to be accumulating factors. That is, the 

representative agent saves output to have more capital (physical or transport infrastructure). Their equations of 

motions are: 
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Where Ks and Qs are the saving rates for physical capital and transport infrastructure capital respectively. They are 

exogenously given. Notice that both physical capital and human capital are assumed to depreciate at the .  

 

t tL nL and
tA gA  

 

Where n and g are exogenously given growth rates. 

 

With these five equations, we can solve for the balanced growth paths of output, physical capital and transport 

infrastructure capital. The trick here is to find some transformation of these variables which converges to a steady-

state. Solow model can be transform so that everything is expressed in per ‘effective’ worker terms. This means that 

we divide variable by t tA L , or the number of effective workers (Productivity-augmented worker) in the economy at 

time t. This is also called putting the system into intensive form. We will follow the same strategy here. Define:   
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In the intensive form, the production function and equations of motion for physical and transport infrastructure 

becomes 
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Taking the rate of change of k  and that of q  we have: 
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In a steady-state, physical and transport infrastructure capital per effective worker must be constant. This implies that 

we can solve for the steady-state by finding the value for k  and q which set the above equations of motion to zero 

(other than the trivial steady-state given by setting either k  or q equal to zero). The steady-state conditions are then: 
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Then, we substitute this expression into the other steady-state condition, and solve for k .   
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The asterisk denotes the steady-state value of a variable. Now, we can substitute this back into our expression for. q  
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With these expression for k  q
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Note that ty Ay   and taking the log of equation 15 as thus: 
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For simplicity let ln A = 0 , 
1



  
= 1 , 

1



  
= 2 ,

Ks

n g  
= k  and 

Qs

n g  
= q  then equation 

16 Becomes 

0 1 2ln ln ln .........................................................................................17ty k q       

 

Globally, good transport network in an economy stimulates the level of productivity which positively affects the 

growth effect of such economy. Hence, the multiplier effect of this sector will enhance the growth of other sectors 

meaning that development in transport infrastructure in terms of good road network will systematically advance the 

growth of other sectors.  

 

The relationships between growth and the exogenous variables are equally established in respect of the relationships 

between poverty and the exogenous variables discussed above. It has been established in the literature that transport 

infrastructure development leads to economic growth which in turn reduces poverty (Wei et al., 2008).  This 

assumption is relied on in formulating the poverty equation. Thus poverty (pt) could perfectly substitute for 

economic growth with the same apriori expectations since real consumption expenditure per capita is used in 

capturing poverty level in this study.  

 

Then, equation 17 now divided into economic growth equation and poverty equation for easy identification 

Economic Growth equation is specified as thus: 

 

1 2 ...........................................................................................18t o t t tly lpt q e       

 

Aprior expectation; 1 >0, 2 >0 and 3 >0 and 

 

Poverty equation is specified as thus: 

1 2 .........................................................................................19t o t t tlpt ly lq e     
 

 

Aprior expectation; 1 >0, 2 >0 and 3 >0 

 

3.3      Measurement and Definitions of Variables.  
The above equation in a cob-Douglas function will be used in this study to show the relationship between output 

(economic growth) and input (transport infrastructure).  
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ln ty  is the log of Real Gross Domestic Product (RGDP) which is defined as  the nominal GDP deflated by the 

composite consumer price index. This will be used in proxy economic growth. 

 

ln tq is the transport infrastructure development in Nigeria, proxy by the length of paved federal road in kilometers 

as data constraint restricts to segregate the transport capital figures from the country’s total investment (k). 

This has been used in many studies (see Canning, 1999, Canning and Bennethan, 2000, Faridi et al (2011), 

Qian and Noboru (2008) and Boopen (2006) among others). 

 

pt represents poverty rate in Nigeria,  

However, real consumption expenditure per capital will be used in replacement of poverty only in the long 

run relationship analysis i.e. objective two. Though an alternative to this measure is per capita income, this 

study employed real consumption expenditure per capita on the basis of the consensus of opinion that an 

expenditure measure of poverty is superior to income measures (Okojie, 2002 and Ogun 2010). 

 

k  is the total physical capital of the country proxied by fixed capital formation. 

nx  represent trade,  proxy by trade openess 

te ,  represent the error term.   

 

3.4          Sources of Data 
This study uses essentially secondary data for analysis. The data on road transport network, net export, RGDP and 

poverty indicator from (1980-2012) were sourced from the following sources. (i)Central Bank of Nigeria (CBN) 

Statistical Bulletin (2012) (ii) National Bureau of Statistics (NBS) various publications (iii) World Development 

Indicator (2012)   

 

3.5   Estimation Techniques 

Given the objectives, the long run effect of transport infrastructure development on economic growth and poverty 

level was achieved following these steps: As the substantial data used in this study are macroeconomic data; there is 

the need to first and foremost examine the characteristics of the data to ensure their validity for further econometric 

application. The variables were initially tested for stationarity. This is essential given the fact that most recent 

developments in macro econometric modeling suggest that macroeconomic time series are not stationary in their 

levels and that many time series are most adequately represented by first differences (Dickey, Jensen and Thornton, 

1991).  

 

To examine the existence of unit root problem in the data series, two methods were used: Augmented dickey Fuller 

(ADF) and the Philips-Perron Tests. Both tests are superior estimation techniques over other methods because they 

both control for higher order autocorrelation. The unit root test was followed by the determination of the lag length 

by employing Akaike Information Criterion (AIC), Schwartz Bayesian Criterion (SBC), and Hannah-Quinn Criterion 

(HQ). The basis for selection of the appropriate lag length is identifying the criterion with the minimum lag length as 

the optimal lag length.  

 

This is followed by cointegration test using a multivariate approach proposed by Johansen (1988) and Johansen and 

Juselius (1990). This approach is based on two likelihood ratio test statistics (trace test and maximum eigenvalue 

test) used to test the null hypothesis of at most r cointegrating vectors among variables. The approach of the trace test 

presupposes that the null hypothesis is; the cointegrating vector is less than or equal to k, where k=0, 1, 2. In the case 

of maximum eigenvalue test, the null hypothesis states that k=0 against the alternative hypothesis that k=1. Since the 

study is interested in the long run effect, the co-integration equation will then be performed twice given equation 18 

and 19 respectively. This is to normalized economic growth at first and then poverty level at the second time which 

gives the effect of our independent variables on the dependent variables after transposed. 

 

5. Empirical Analysis and Result 

5.1 Unit root Test for Annual Data Series 

Table 1 below present the results of unit root tests using Augmented Dickey Fuller test and Philips and Perron test 

applied on annual data series. 
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Table 5.2(a)  The Result of Unit root Test  Using Augmented Dickey Fuller Test 

Series Level First Diff Remark 

Lpt -0.09 -5.38 I(1) 

Lq -1.47 -5.76 I(1) 

Ly -0.02 -4.42 I(1) 

 

Table 5.2(b) The Result of Unit root Test  Using Philips and Perron Test 

Series Level First Diff Remark 

Lpt -1.16 -10.14 I(1) 

Lq -1.58 -5.87 I(1) 

Ly -0.04 -4.42 I(1) 

Source: Author’s Computation  

Note: at 5 per cent critical value = -2.96. Lg, Lq and Lptare log (of real gross domestic product, road transport 

infrastructure development, poverty level.)   

 

Evidence from the results shown in Table 5.2 confirms that all the variables (real gross domestic product (g), road 

transport infrastructure development (q) and poverty rate (pt), are not stationary at level. However they became 

stationary after first difference under the augmented dickey fuller and Philips and Perron test. Since the series are 

integrated of order one i.e. I (1). Consequently, the presence of significant co-integration relationship among the 

variables could be determined.  

 

Although, the results of the unit root test show that all the variables were random walk processes.  It does not 

however imply that in the long-run, the variables could not express long-run convergence i.e. long run equilibrium. 

The stationarity of the residuals is a potent evidence that there is evidence of convergence to long-run equilibrium 

among the integrated variables. To be able to ascertain whether there is cointegration among these variables, it 

necessary to determine the optimal lag length of variables before proceeding. Therefore, the Akaike Criterion (AC), 

Schwarz Bayesian Criterion (SBC) and Hannan-Quinn criterion (HQC) are used to indicate the optimal lag structure 

for the VAR upon which the cointegration analysis is based on. The SVAR models are estimated, in order to obtain 

the lag length. The endogenous variable orderings enter the structural VAR models in line with equation 1.  

 

5.3.2 Determination of Optimal Lag Length 

For the purpose of testing for cointegration among variables, the determination of the appropriate and optimal lag 

length is important. Therefore, the test statistics adopted in testing for appropriate lag length are the Akaike 

Criterion, Schwarz Bayesian Criterion and Hannan-Quinn Criterion.        

 

Table.5.3 Test Statistics and Choice Criteria for Selecting the Order of VAR Model  

Lag LogL LR FPE AIC SC           HQ 

0 -62.0423 NA    0.029889 5.003256   5.148421    5.045058 

1 16.26747 132.5243   0.000146 -0.328267 0252393*    -0.161058 

2 25.32557 13.23876 0.00015 -0.332736   0.683419  -0.04012 

3 32.26569 8.541692   0.000191 -0.174284   1.277366      0.243739 

4 55.72439   23.45870*     7.45e-05* -1.286492   0.600653      -0.743062* 

5 65.01981   7.15032      0.0001  -  1.309216*   1.013424   -0.64038 

* indicates lag order selected by the criterion 

LR: sequential modified LR test statistic (each test at 5% level) 

FPE: Final prediction error  

AIC: Akaike information criterion  

SC: Schwarz information criterion  

HQ: Hannan-Quinn information criterion 
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Tables 5.3 depict the various test statistics used to determine the optimal lag length for the variants of unrestricted 

VAR models. In panel 1, the Akaike information criteria (AIC) indicated an optimal lag length of 4. The Schwarz 

information criteria (SIC) showed a lag length of 1 while the Hannah-Quinninformation (HQ) depicted an optimal 

lag length of 4. The last SVAR model(23) gave optimal lag length using SC as 1 while AIC and HQ as 4. It is so 

obvious that the results from this optimal lag length selection using these three methods are contradictory. A way to 

overcome this in the literature is to choose the Schwarz information criterion (SC) as it has a relatively better 

performance in lag choice accuracy than the other selection methods in majority of the cases (See Hacker and 

Hatemi-J, 2008). It is therefore selected as the most efficient and reliable criterion. Besides, the Schwarz information 

criterion (SC) is generally more conservative in terms of lag length than the Akaike Information criteria (AIC). 

 

5.4 The Relationship among Road Transport Infrastructure Development, Economic Growth and 

Poverty Reduction in Nigerian 

In obtaining the long run relationship among road transport infrastructure development, economic growth and 

poverty reduction, the Trace Statistics, Max-Eigen Statistics and the Normalized Co-integrating Coefficient is 

obtained from the Johansen co-integration test. This is presented in Table 5.5 below. 

 

5.4.1: Cointegration Test 

Having determined the weakly exogenous variable, the cointegration test was conducted. In testing for cointegration, 

the maximum likelihood approach by Johansen and Julius (1990) was adopted. This is a superior test that lies on 

asymptotic property and therefore sensitive to error in small sample. Moreover, since most of the variables used in 

this study are highly trended, the Johansen test was performed under the assumption of linear deterministic trend in 

the data. Table 5.6a and 5.6b reports result obtained when the linear combination of variables as reflected in the 

VAR model was subjected to cointegration test. 

 

Table 5.6(a)  Cointegration Test (Trace Value) 

Hypothesized 

No. of CE(s) 

  

Eigenvalue TraceStatistic 

0.05 

Critical Value 

  

Prob.** 

None * 0.540061 35.0272 29.79707 0.0114 

At most 1 0.318846 12.504 15.49471 0.1343 

At most 2 0.046109 1.368967 3.841466 0.242 

 

Table 5.6(b)  Cointegration Test (Max –Eigenvalue) 

Hypothesized 

No. of CE(s) 

  

Eigenvalue 

Max-Eigen 

Statistic 

0.05 

Critical Value 

  

Prob.** 

None * 0.540061 22.5232 21.13162 0.0317 

At most 1 0.318846 11.13503 14.2646 0.1476 

At most 2 0.046109 1.368967 3.841466 0.242 

Trace and Max –Eigenvalue indicates 1 contigratingeqn(s) at the 0.05 level 

* denotes rejection of the hypothesis at the 0.05 level 

**MacKinnon-Haug-Michelis (1999) p-values 

Source: Author’s Computation 

 

The results of the co-integration in Table 5.6(a) and 5.6(b) confirm that there is at least one co-integration 

relationship among the macro-economic variables included in the model. Specifically, the result of the co-integration 

test suggests that transport infrastructural development has equilibrium condition with economic growth and poverty 

level at 5% level of significance, which keeps them in proportion to each other in the long run. This evidence of co-

integration among the variables rules out spurious correlations and applies that one direction of influence can be 

established among the variables.  

 

It is important to note that the existence of co-integration vectors among a group of variables did not tell us the 

nature of the long run relationship and also may not imply that there is causal influence between pairs of variables in 
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the model of co-integration test. Therefore the Normalized Co-integrating Coefficient is obtained from the Johansen 

co-integration test in ascertaining the nature of the long run relationship as thus: 

 

l 1.62 2.53 .......................................................................20y lpt lq c    

   (0.24)(1.38)          [6.85]  [1.83] 

1.57 0.62 ..............................................................21lpt lq ly c    

(0.96)(0.15) [1.64]  [4.27] 

 

Note that Standard error in ( ) and t-statistics in [ ] 

 

From equation 20, with one lag period shows that 1 percent increase in road transport infrastructure development 

significantly reduces economic growth by 2.5 per cent, while an increase in real consumption expenditure per capita 

as measure of poverty level increase economic growth by 1.6 per cent. Also, from equation 21, with one lag period 

shows that 1 percent increase in road transport infrastructure development insignificantly reduces poverty level given 

an increase in real consumption expenditure per capita by 1.6 per cent. Also, 1 per cent increase in economic growth 

increases real consumption expenditure per capita by 0.62 per cent bringing about a reduction of 0.62 per cent in 

poverty level. Moreover, all the effects relation was significant at 5 per cent level of significance, except the effect of 

road transport infrastructure development on poverty reduction is insignificant at 5 per cent level of significance.  

 

6.     Conclusion/ Recommendation. 

The general observation from these findings is that road transport infrastructure development could be seen as an 

important indicator of poverty reduction programme in Nigeria. However, the potential of road transport 

infrastructure development in contributing to the economic growth in the long seems to be unattainable. This could 

have been attributed to the way it is beinghandled through the various Federal Government agencies without proper 

monitor, and implementation needs to be critically examined and corrected. At present, road transport infrastructure 

has not been effectively utilised to generate maximum benefits in the Nigerian economy.  

 

Moreover, the fact that the effect of road transport infrastructure development on economic growth and poverty 

reduction contradicts theory in Nigeria given the insignificant level of road transport infrastructure development on 

poverty reduction and its negative effect on economic growth in the long run suggests that, there is the need for the 

Nigerian government to re-assess its existing federal roads to know if many of them are motorable or truly in 

existence. This is because, most of the constructed roads could only be on paper while they are not in existence and 

where they truly exists, they could not stand the tension of plying them over time based on; demand exceeding 

supply, inferior materials use in constructing them and poor maintenance attitude among others. Based on this, many 

industries has close downwhile many others have relocated to other countries due to inability to break even given the 

decayed level in road transport infrastructure that increases cost of doing business in Nigeria.   
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Abstract 

The global financial crisis affected the Nigerian banking industrythrough the non-performing loans and the stock 

market affected the bank stock prices starting from the period the crisis started in 2007. The average bank stock 

prices for shares in the banking industry decreased from N31.10, N18.77 and N20.53 in June 1, 2007 to N6.34, 

N4.64 and N4.88 in June 30, 2011 for first generation banks, new generation banks and for the banking system 

respectively. The objective of the paper is to examine the performance of commercial bank stock prices for individual 

banks, first generation banks, new generation banks and the total banking industry as a whole. To evolve a 

methodology for the studya conceptual framework for explaining the crisis and for cautioning the effect of the crisis 

on commercial bank stock prices was developed based on the theories of banking crisis. An empirical framework 

was also developed from the conceptual framework and statistical technique was developed. A trend analysis was 

also used to track the movement in the stock market price series of the banks before and after the crisis.To ensure 

robustness of the result a paired sample ‘t’ test was used to examine the significance difference between the period 

before and after the crisis. To ensure that the results are robust to different specification the analysis was done for 

individual banks, first generation, second generation and the banking system as a whole. The trend analysis on the 

overall revealed that the global financial crisis has had an effect on the banks with the peaks experienced in early 

2007 before the crisis and the trough after the crisis. The trends also show that all the bankshave not been able to 

regain the stock price trend that prevailedbefore the crisis.The result from the paired sample ‘t’ test revealed a 

significance differencein the stock price of banks before and after the crisis. The significance difference was 

witnessed for individual banks, first generation banks, new generation banks and the total banking industry as a 

whole. The result also revealed that the first generation banks are more affected that the new generation banks 

implying that their stock prices are more internationalized and they had more investmentthan that of the new 

generation banks. It is therefore recommended that the monetary authorities should be more initiative in dealing 

with issues that might constitute threat to prices of commercial bank stocks to avoid disruption in the banking stock 

prices and subsequently to banking sector, financial system and macroeconomic environment as a whole.With 

regard to intervention in times of crisis bail out should be bank specific more on first generation banks and less on 

the new generation banks. 

 

Key words: Global Financial Crisis and Stock Market Performance 

 

 

1. Introduction 
Despite the low level of banking sector integration in Nigeria unlike Ghana (65%), Angola (53%) and Botswana 

(77%) Nigerian Banks were exposed to the Global Financial Crisis (GFC) via the contagious effect Nkoro and Uko 

(2012). The severity and deepness of the GFC on the Nigerian banking stock prices started with the main 

components of the banking performance indicator - Non-Performing Loans (NPLs) as a percentage of the total 

banking loans. The trends in NPLs in the banking system in Nigeria showed that it was reduced from 21.60% in 

2004 to 8.3% in 2007 and increased to 35% in 2009Nkoro and Uko (2012). There were several reasons that 
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accounted for the NPLs: loans granting by banks were due for in 2009; some stock brokers used margin loan to fund 

capital market activities; some investors received loans to finance share purchase when prices of shares were high 

prior to the GFC. Prior to the GFC banks were financing about 65% (N1 trillion) of the Nigeria capital market via the 

margin of loan (Olisnemaka 2009). The 65% margin loan represented 20% of total credit to the economyNkoro and 

Uko (2012). 

 

The GFC via the NPLs and the stock market affected the stock prices of banks in Nigeria in the period of the GFC 

2007 – 2011. The average stock prices for shares in the banking system decreased from N31.10, N18.77 and N20.53 

in June 1, 2007 to N6.34, N4.64 and N4.88 in June 30, in 2011 for first generation banks, new generation banks and 

all banks in the banking system respectively. This sharp dropped in stock prices of commercial banks stock have 

since affected the investors investment, individual banks, money market, stock market, financial system, monetary 

system and the macroeconomic and the whole economy as a whole. 

 

A study that has been reviewed in this area is on the impact of GFC on some selected commercial banks in Nigeria. 

Though it provides the basis for the study, however, it is limited in scope as it only considered 8banks from the 

Nigerian banking systemAdepoju (2013). A study of the GFC on stock market price performance of commercial 

banks should be broad based in order to provide guidance for the investors in the banking industry. Such a study 

should be able to provide information on the effect of the GFC on individual banks, first generation and new 

generation and for the total banking system as a whole. Such detail information could assist the investors, banking 

sector and the monetary authorities on the extent and how tocushion the effect during similar crisis in the future. The 

objective of the paper therefore is to examine the impact of the stock market performance on Nigeria banks in terms 

of impact on individual banks, first generation, new generation banks and to the total banking system as a whole. 

 

The paper is broadly structured as follow: section 1 is the introduction, section 2 is the literature review, section 3 is 

themethodology, section 4 is the analysis of the results and section 5 is the conclusion and recommendation of the 

paper. 

 

2. Literature Review 

To make sure that the concepts in the paper are understood a conceptual literature is reviewed. To show that the work 

is underpinned by economic theory or the theories of global financial crisis the competing theories of global financial 

crisis and the theories of financial crisis are reviewed. Contributing to academic knowledge is the essence of research 

and to make sure thatthis is possible the empirical literature is reviewed. 

 

In order to understand the key terms used in the work such as financial crisis and stock market performance are 

conceptualized. Starting with financial crisis there are three basic conceptual definitions with regard to financial 

crisis. Firstly, it is conceptualized as economic recession or depression caused by lack of necessary liquidity in the 

financial institution. Given that the issues of market and indicators are required in conceptualizing global financial 

crisis a better conceptualization of global financial crisis is required. Secondly, financial crisis is a worldwide period 

of economic difficulty experienced by markets and consumers. The second conceptualization of financial crisis is 

better than the second because issues of the market are mentioned, however, if still fall short of the fact market 

indicators of the GFC are not mentioned. Thirdly, financial crisis is a situation in which the values of a financial 

institution or asset are neither over valued or the value dropped considerably. This third definition is a working 

definition for this study because during a financial crisis the value of the assets and the credit market are affected 

which eventually leads to Ponzi financing. 

 

Stock performance is a measure of the returns on shares over a period of time which is usually measure stock 

performance on daily, weekly, monthly and yearly basis (Sandler, 2008). 

 

With regard to competing theories of global financial crisis there are four theories Marxist theory, coordination game 

theory, herding theory and Minsky theory.Marxisttheory posit that business firms pay less for their workers because 

of the high profit motives which leave workers with less wages. With not enoughwage they are unable to patronize 

the goods and services of business firm leading to a fall in the prices and a tendency for business profit to fall. The 

fall in business profit triggers a financial crisis at the aggregate level. This theory is capable of explaining GFC in 

three conditions: (i) the extent of taxes that business firms pay to government, (ii) the proportion of the business men 

who has invested and (iii) the type of business being undertaken by the business firms. There are three important 

issues which are raised by the theory that are of important to this study: (i) fall in wages, (ii) which trigger fall in 
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profit (iii) leading to financial crisis. As the issue of fall in profit is vital to a financial crisis it is not as important as 

credit process and value of assets.  A more refined theory is required. 

 

Coordination game theory of financial crisis which build on Marxist theory arises when there are changes in asset 

value due to changes in economic condition. The theory posits that two equilibrium conditions may occur in the 

market (i) investors invest because they expect assets to rise, (ii) participant quite asset because they expect others to 

quit and thus financial crisis (Mcleod, 2002). This theory has mentioned an important variable like the asset value, 

however, it still deficient because it has not mentioned credit process that lead to financial crisis. Other theories of 

financial crisis are therefore necessary to explore. 

 

Herding models and learning models of financial crisis posit that some investors are rational; however, they have 

only partial information about the economy. In this theory some investors may buy assets with such partial 

information. The second investors may realize that the first investor might have made mistakes. In this model large 

fluctuation in asset price may occur since investors may act on the basis of adoptive learning or adaptive 

expectations. That is price decreases may give rise to continues price decrease over time and vice versa Cipriani and 

Guarino (2008)This theory and the coordination theory are similar because they both emphasized the issue of asset 

value with a decrease in asset overtime leading to financial crisis. However, a theory that emphasized both value of 

asset and credit process is still very relevant and needs to be examined.Minskytheory is next and posits that there are 

three approaches to financing firms which firms may choose: risk hedge finance, speculative finance and Ponzi 

finance. The challenge with the Ponzi finance is that neither the market value of assets or income will increase 

enough to pay off interest and principal. In Ponzi finance lenders give credit with the hope that all the financial 

resource lent will be used to pay back the debt. The money is lent to investors without collateral security with the 

belief that the borrowed fund will be refinanced from other sources. In this theory the lenders take more risk in 

granting credit (as in conceptualizing in risk lover in economics and finance) and default sets in. Even when lenders 

stop granting credit because of the signal of default refinancing of previous credit become impossible and a real 

financial crisis sets in. 

 

With regard to the empirical literature there are two major works that have been reviewed concerning the effect of 

global financial crisis on bank stock price in Nigeria(Adepoju 2013; and Abubakar, Jagongo, Almadi and Muktar, 

2014). Despite the fact that the employed slightly different methodology they still arrived at the same conclusion. 

Their conclusion is that the global financial crisis affected the bank stock prices in Nigeria. 

 

Adepoju(2013) sampled 8 banks in order to examine the stock prices before and after the crisis, while Abubakaret 

al(2014) examined saving deposits before and after the financial. Bank stock price and saving deposit are important 

variables that could be used to compare the period before and after the crisis. This is in an attempt to determine the 

effect of the financial crisis on the banks stock prices. However, considering the entire banking system is necessary 

so that the results could be robust to different specification. 

 

In terms of the statisticsAdepoju(2013) make use of trend analysis and Analysis of Variance (ANOVA),while 

Abubakaret al(2014) use two sample ‘t’ test. Though they arrive at the same results and conclusionat the aggregate 

level there is the need to view the results with caution. The trend analysis whichis used in determining pattern is the 

data is adequate and is also used as a first line test in most analysis. The caution is that with the same variables being 

used before and after the crisis the use of paired sample ‘t’ could have been appropriate. This is because the same 

variable (bank stock price) is used before and after the financial crisis. It is because of the this contribution that the 

current study utilizes the paired sample ‘t’testwith the hope that results could be available under different 

specification. 

 

3. Methodology 

Based on the theoretical and the conceptual review of the literaturein section two of this work the theoretical 

framework for the study is derivedforthis study. The conceptual framework and the empirical framework directly 

follow from the theoretical framework and other important aspects of the methodology. 

 

Theoretical Framework and Conceptual framework 

As it follows from the competing theories of global financial crisis reviewed in section 2, the Minsky Hyman theory 

of global financial crisis is adapted for the study.To promote the analysis Minsky explains three approaches to 

financing firms which firms may choose. According to him there are three theories of risk hedge finance, speculative 
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finance and Ponzi finance. For hedge finance, income flows are expected to meet financial obligations in every 

period, including both the principal and the interest on loans.With regard to speculative finance, a firm must roll over 

debt because income flows are expected to only cover interest costs on loan. The principal is not paid in this second 

case.With reference to Ponzi finance expected income flows from business or from the borrowed fund is not 

expected to cover neither the principal nor the interest cost. In this regard the firm must borrow more or sell off 

assets or refinance from somewhere simply to cover the principal and service the interest cost. The challenge with 

the Ponzi finance is that neither the market value of assets or income will increase enough to pay off interest and 

principal. In Ponzi finance lenders give credit with the hope that all the financial resource lent will be used to pay 

back the debt. The money is lent to investors without collateral securities withthe believe that the borrowed fund will 

be refinanced from other sources. In this theory the lenders take more risk in granting creditand default sets in. Even 

when lenders stop granting credit because of the signal of default refinancing of previous credit become difficult and 

a real financial crisis sets in.The Minsky Hyman theory can be illustrated by a schema below: 

 

Fig.3.1: An illustration of the Path to financial crisis using the Minsky Hyman 

 

 

 

 

 

 

 

 

Source: Constructed from the Minsky Hyman theory by the author 

Fig.3.2: A conceptual frameworkforovercoming financial crisis using the Minsky Hymantheory 

 

 

 

 

 

 

 

 

Source: Constructed from the Minsky Hyman theory by the author 

 

Empirical framework and statistical methods 

The empirical framework and statistical method are vital because they show how the relationships are formulated 

and the vital statistics necessary for realizing the objectives.There are two sets of objectives in this study: (i) 

examining the trends in the period before and after the global financial crisis and (ii) examining the relationship 

before and after the crisis in what is known as bivariate analysis. 

 

The trend analysis is a sub division from the descriptive statistics. There are two types of description statistics - the 

use of figures and the trend analysis. This study utilizes the trend analysis with the use of graphs which are better 

suited than tables for identifying patterns in the data and are used to depict the period before and after the crisis. 

 

The analytical statistics used for the paper is the paired sample t-test - a statistical technique that is used to compare 

two population means in the case of two samples that are correlated.  Paired sample t-test is used in ‘before-after’ 

studies, or when the samples are the matched pairs, or when it is a case-control study (statistical solution, 2014). 

 

There are various procedures in performing the test as shown below. The first is to state the null hypothesis, which 

assumes that the mean of two paired samples are equal before and after the crisis. The next process under the 

hypothesis is to state the alternative hypothesis, which assumes that the means of two paired samples are not equal. 

Within the context of this study the mean of the sample before the crisis and after are compared. Secondly, the level 

of significance is chosen. In most statistical analysis significance level of 5%, is often chosen since the assumption of 

homoscedasticity and normality distribution are made. However in medicine, the significance level is often set at 1%. 

The third procedure is to calculate the parameters:To calculate the parameter the following formula gotten from 

(statistical solution, 2014) is used: 

Ponzi 
Financing 

Credit without 
Collateral 

Financial Crisis 

Sets in 

Refinancing of 

credit is difficult 

by the investor 

Hedge 
Financing 

Income flow 
should meet 
financial flow 
on principal 

Income flow 
should meet 
interest on loan 
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Where d bar is the mean difference between two samples, s² is the sample variance, n is the sample size and t is a 

paired sample t-test with n-1 degrees of freedom. An alternate formula for paired sample t-test is: 

 
The fourth step is the decision rule which lead to the comparison of the calculated parameter or the statistics with the 

tabular value.  The decision rule states that if the calculated value is greater than the tabular value, then we can reject 

the null hypothesis for the paired sample t-test and accept the alternative. In other words, if the calculated value is 

less than the tabular value, then we can accept the null hypothesis and conclude that there is no significant mean 

difference between the two paired samples. 

 

The fifth procedure is the assumptions of the test which are as follow: (i) only the matched pairs can be used to 

perform the test, (ii) normal distributions are assumed, (iii) the variance of two samples is equal and(iv) cases must 

be independent of each other. 

 

However, with the use of computer this test is modified for this study. The computer output produces the 

significance value at 5% (0.05). The significance value is used to compare with the significance level 0.05. The 

decision rule is that if the significance level is ≤ 0.05 the statistics in question is significant and vice versa.Type of 

data used for this study is secondary daily time series data gotten from stock market activity listof the Nigerian stock 

exchange market. 

 

4. Result Presentation and Analysis 

In line with the objectives the results are presented in two forms: trends in bank stock prices and the relationship 

between bank stock prices for the period before and after the financial crisis. The trends are further categorized by 

individual banks, first generation, new generation and the total banking system as a whole (Figs.4.1 and 4.2 and 

Tables 4.1 – 4.4. 

 

With reference to the trend analysis the graphs are presented in Figs 4.1 and 4.2. The graphs show three phases, early 

part of 2007 and falling since then to the mid 2008 andhas been low since then to 2011. Since the financial crisis sets 

in 2007 the decline in the trend can actually be attributed to the global financial crisis. Again, Fig. 4.2 further  depict 

that the first generation banks were more affected than the new generation banks corroborating the fact that they 

have more investment and more internalized that the new generation banks. 

 

The trend by bank category shows that all the banks are more affected than the new generation banks.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.statisticssolutions.com/academic-solutions/academic-research-consulting/sample-size-determination/?__hstc=753710.e232704353682808f4537c7b8aac4efb.1427933219916.1427933219916.1427933219916.1&__hssc=753710.1.1427933219916&__hsfp=3493869354
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Fig.4.1: Trends in Stock Price of Commercial Banks in Nigeria, (2007-2011) 
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With reference tocomparing the bank stock price before and after the financial crisis the results of the paired sample 

‘t’ are depicted in table 4.1 - 4.4. Specifically, the results in table 4.1 show that there is a significant relationship 

between the two periods(before and after the financial crisis) for all the banks and for category of banks. This is 

shown by the significance level (sig. 2 – sided) on table 4.1) which are ≤ 0.05 implying that all the banks and 

category of banks were affected by the global financial crisis. In order of the extent to which the banks were affected 

by the global financial crisis (see Table 4.1). Table 4.1 shows that the effect varies with the strength of the banks. 

However, the results of the spring bank could not be computed due to data problem. The extent to which the crisis 

affected the banks in determined by the ‘t’ statistics (see table 4.1 and 4.2). The higher the ‘t’ statistics in absolute 

terms the more the banks were affected and vice versa. The results by categories of banks show that the first 

generation banks were more affected than the new generation banks. The results also show that this effect could not 

be neutralized when all the banks are taken into consideration. 

 

The results suggest that the first generation banks were more internalized and had more investment than the new 

generation banks. It can therefore be concluded that the global financial crisishas had been more effect on the banks 

stock prices in Nigeria and this effect vary by category of banks and by individual banks (see Tables 4.1 and 4.2). 

Tables 4.2 and 4.4 in appendix are the robust test of Tables 4.1 and 4.2 under different specification. 
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Table 4.1: Bank Stock Price before and After the Financial Crisis 

 
Source: Generated from SPSS 

 

Table 4.2: Ranking of Banks and Bank Category by the Effect of the GFC 

s/n Banks Values  't' s/n Banks Values  't' 

1 Inter 3.089 1 NewGenBank 12.403 

2 IBTC 4.151 2 Allbank 13.637 

3 Sky 5.505 3 FirstGenBank 17.572 

4 Afri 7.866       

5 Ecobank 9.187       

6 UBN 11.122       

7 Access 11.598       

8 FCMB 11.908       

9 WEMA 12.582       

10 Firstbank 12.989       

11 Union 13.153       

12 Diabank 16.512       

13 Finbank 16.573       

14 GTbank 16.679       

15 PHB 18.482       

16 Oceanic 19.046       

Paired Samples Test

6.87500 8.50797 .59278 5.70628 8.04372 11.598 205 .000

5.59417 10.20691 .71115 4.19207 6.99628 7.866 205 .000

6.61602 5.75095 .40069 5.82602 7.40602 16.512 205 .000

-6.38131 9.96917 .69459 -7.75076 -5.01186 -9.187 205 .000

5.26184 6.34208 .44187 4.39064 6.13304 11.908 205 .000

4.36689 3.78178 .26349 3.84740 4.88639 16.573 205 .000

3.77830 2.66270 .18552 3.41253 4.14407 20.366 205 .000

10.91573 12.06219 .84041 9.25877 12.57269 12.989 205 .000

10.34117 8.89906 .62003 9.11872 11.56361 16.679 205 .000

4.20451 19.53342 1.36096 1.52125 6.88778 3.089 205 .002

2.59218 8.96254 .62445 1.36102 3.82335 4.151 205 .000

9.17966 6.91780 .48199 8.22938 10.12994 19.046 205 .000

9.95369 7.72992 .53857 8.89185 11.01553 18.482 205 .000

2.13268 1.57781 .11020 1.91541 2.34996 19.353 204 .000

2.18248 5.69031 .39646 1.40081 2.96414 5.505 205 .000

20.94053 14.82780 1.03310 18.90367 22.97740 20.270 205 .000

8.80641 11.36455 .79181 7.24528 10.36753 11.122 205 .000

2.49248 2.71976 .18949 2.11887 2.86608 13.153 205 .000

-2.48767 2.83775 .19772 -2.87749 -2.09785 -12.582 205 .000

14.97655 9.48586 .66091 13.67350 16.27961 22.660 205 .000

5.82898 6.13472 .42743 4.98627 6.67170 13.637 205 .000

11.44942 9.35177 .65157 10.16478 12.73405 17.572 205 .000

4.89189 5.66101 .39442 4.11425 5.66954 12.403 205 .000

AccessBe4 - AccessAf tPair 1

Af riBe4 - AfriAf tPair 2

DiabankBe4 - DiabankAftPair 3

EcobankBe4 - EcobankAf tPair 4

FCMBBe4 - FCMBAf tPair 5

FinbankBe4 - FinbankAftPair 6

FidelityBe4 - FidelityAf tPair 7

FirstbankBe4 -

FirstbankAft

Pair 8

GTBbe4 - GTBaf tPair 9

InterBe4 - InterAf tPair 10

IBTCbef 4 - IBTCaf tPair 11

OceanicBe4 - OceanicAf tPair 12

PHBbe4 - PHBaf tPair 13

SterlingBe4 - SterlingAf tPair 14

Sky Be4 - SkyAf tPair 15

UBAbe4 - UBAaf tPair 17

UBNbe4 - UBNaftPair 18

UnionBe4 - UnionAftPair 19

WEMAbef4 - WEMAaftPair 20

ZenithBe4 - ZenithAf tPair 21

AllBanksBe4 - AllBanksAf tPair 22

FirstGenBe4 - FirstGenAf tPair 23

NewGenBe4 - NewGenAf tPair 24

Mean Std.  Dev iation

Std.  Error

Mean Lower Upper

95% Conf idence

Interv al of  the

Dif f erence

Paired Dif f erences

t df Sig. (2-tailed)
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17 Sterling 19.353       

18 UBA 20.270       

19 Fidelity 20.366       

20 Zenith 22.660       

Source: Extracted from Table 4.1 

 

5. Summary conclusion and recommendation 

The trend analysis on the overall revealed that the global financial crisis has had an effect on the banks with the 

peaks experienced in early 2007 before the crisis and the trough after the global financial crisis. The result from the 

paired sample ‘t’ test revealed a significance difference in the stock price of banks before and after the crisis. The 

significance difference is witnessed for individual banks, first generation banks, new generation banks and the total 

banking industry as a whole. The result also revealed that the first generation banks are more affected that the new 

generation banks implying that their stock prices were more internationalized than those of the new generation 

banks. It is therefore recommended that the monetary authorities should be more initiative in dealing with issues that 

may affect prices of commercial bank stocks. With regard to policy interventions,bail out should be directed more to 

first generation banks than to new generation banks. 
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Appendix 4.2: Paired Samples Statistics 

 Mean N Std. Deviation Std. Error Mean 

Pair 1 AccessBe4 20.8231 206 2.25535 .15714 

AccessAft 13.9481 206 6.76379 .47126 

Pair 2 AfriBe4 25.9098 206 7.02315 .48933 

AfriAft 20.3156 206 6.58661 .45891 

Pair 3 DiabankBe4 19.4878 206 1.88533 .13136 

DiabankAft 12.8718 206 4.57249 .31858 

Pair 4 EcobankBe4 8.3724 206 .61446 .04281 

EcobankAft 14.7537 206 9.65599 .67276 

Pair 5 FCMBBe4 17.6258 206 1.66341 .11590 

FCMBAft 12.3640 206 4.85087 .33798 

Pair 6 FinbankBe4 11.5552 206 1.88147 .13109 

FinbankAft 7.1883 206 2.14695 .14958 

Pair 7 FidelityBe4 11.5739 206 .74982 .05224 

FidelityAft 7.7956 206 2.39549 .16690 

Pair 8 FirstbankBe4 43.3254 206 4.48800 .31269 

FirstbankAft 32.4097 206 9.69811 .67570 

Pair 9 GTBbe4 33.1996 206 2.76286 .19250 

GTBaft 22.8584 206 7.85816 .54750 

Pair 10 InterBe4 32.0098 206 7.41137 .51637 

InterAft 27.8052 206 12.77841 .89031 

Pair 11 IBTCbef4 16.1518 206 4.84548 .33760 

IBTCaft 13.5597 206 4.37767 .30501 

Pair 12 OceanicBe4 29.0108 206 2.09114 .14570 

OceanicAft 19.8311 206 6.26634 .43660 

Pair 13 PHBbe4 28.4885 206 2.49785 .17403 

PHBaft 18.5349 206 7.43389 .51794 

Pair 14 SterlingBe4 7.6455 205 .57407 .04009 

SterlingAft 5.5128 205 1.83186 .12794 

Pair 15 SkyBe4 14.9074 206 2.04598 .14255 

SkyAft 12.7249 206 3.83870 .26746 

Pair 16 SpringBe4 5.5900(a) 206 .00000 .00000 

SpringAft 5.5900(a) 206 .00000 .00000 

Pair 17 UBAbe4 51.1761 206 2.95784 .20608 

UBAaft 30.2355 206 14.92255 1.03970 

Pair 18 UBNbe4 42.0972 206 2.35707 .16422 

UBNaft 33.2908 206 10.38137 .72330 

Pair 19 UnionBe4 7.2528 206 1.36822 .09533 

UnionAft 4.7603 206 1.75648 .12238 

Pair 20 WEMAbef4 12.2710 206 2.57242 .17923 

WEMAaft 14.7586 206 .33419 .02328 

Pair 21 ZenithBe4 51.0670 206 7.48690 .52164 

ZenithAft 36.0904 206 10.61678 .73971 

Pair 22 AllBanksBe4 23.3149 206 1.32433 .09227 

AllBanksAft 17.4860 206 4.99269 .34786 

Pair 23 FirstGenBe4 33.9180 206 1.95605 .13628 
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FirstGenAft 22.4686 206 8.53457 .59463 

Pair 24 NewGenBe4 21.5475 206 1.33677 .09314 

NewGenAft 16.6556 206 4.44873 .30996 

a  The correlation and t cannot be computed because the standard error of the difference is 0.SPSS 

 

Appendix 4.3:Paired Samples Correlations 

 N Correlation Sig. 

Pair 1 AccessBe4 &AccessAft 206 -.706 .000 

Pair 2 AfriBe4 &AfriAft 206 -.124 .076 

Pair 3 DiabankBe4 &DiabankAft 206 -.499 .000 

Pair 4 EcobankBe4 &EcobankAft 206 -.486 .000 

Pair 5 FCMBBe4 &FCMBAft 206 -.863 .000 

Pair 6 FinbankBe4 &FinbankAft 206 -.762 .000 

Pair 7 FidelityBe4 &FidelityAft 206 -.220 .002 

Pair 8 FirstbankBe4 &FirstbankAft 206 -.360 .000 

Pair 9 GTBbe4 &GTBaft 206 -.226 .001 

Pair 10 InterBe4 &InterAft 206 -.862 .000 

Pair 11 IBTCbef4 &IBTCaft 206 -.888 .000 

Pair 12 OceanicBe4 &OceanicAft 206 -.161 .021 

Pair 13 PHBbe4 &PHBaft 206 .047 .501 

Pair 14 SterlingBe4 &SterlingAft 205 .569 .000 

Pair 15 SkyBe4 &SkyAft 206 -.857 .000 

Pair 17 UBAbe4 &UBAaft 206 .131 .060 

Pair 18 UBNbe4 &UBNaft 206 -.323 .000 

Pair 19 UnionBe4 &UnionAft 206 -.508 .000 

Pair 20 WEMAbef4 &WEMAaft 206 -.770 .000 

Pair 21 ZenithBe4 &ZenithAft 206 .496 .000 

Pair 22 AllBanksBe4 &AllBanksAft 206 -.828 .000 

Pair 23 FirstGenBe4 &FirstGenAft 206 -.323 .000 

Pair 24 NewGenBe4 &NewGenAft 206 -.880 .000 

Source: Generated from SPSS 
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Abstract 

This paper investigates whether currency depreciation in Nigeria has resulted in currency substitution away from the 

Nigerian Naira ₦ (NGN). By conducting cointegration test we have tested for a long-run relationship between M1, 

real income, nominal interest rate and nominal effective exchange rate over the period 1980 to 2013. Empirical 

results suggest that depreciation of the Naira has resulted in a decline in holding of M1 indicating the presence of 

currency substitution in Nigeria.  

 

JEL Code: E41, F31, C22 

 

Keywords: Currency substitution, Cointegration, Nigeria 

 

1. Introduction 

Advanced and emerging countries currency substitution is a phenomenon extensively observed and showing a 

change from national currency to foreign currencies. The concept of currency substitution is important especially for 

developing countries because of the extent of currency substitution is highly related with underdeveloped financial 

markets and high and volatile inflation rates. For the country periods of high and variable inflation, currency 

substitution is understood as safety prudence and its extent is decided by the level of financial development.  

 

Currency substitution has important association with the financing government deficit, macroeconomic performance 

of country, determining an convinient foreign exchange regime and guide the monetary policy. Currency 

substitution, forcing to the decline in domestic money demand, could cause an economic depression and hence 

worsen the economic crisis (Bahmani-Oskooee and Techaratanachai, 2001). Afterward currency substitution, an 

increase in the size of foreign currency deposits conducts to a decrease in the amount of credits in domestic currency 

forcing domestic private agents to borrow in foreign currencies. This increases the currency and default risks of firms 

making them more defenseless to speculative activities. Additionally, borrowing in foreign currency conducts to an 

increase in the domestic currency value of foreign currency debt burden in the face of devaluation. This creates an 

increase in the demand for foreign currency and one by one, may result in a downward spiral in the price of domestic 

currency (Hausmann, 1999). These will of course damp down the macroeconomic stability in the country (Ortiz, 

1983; Prock et. al, 2003). Currency substitution could also result as an increase in budget deficits, since seigniorage 

income is the main source of income for the governments particularly in hyperinflation countries. In this situation, 

this loss of income is not recoup by increasing tax rate or reducing government expenditures, currency substitution 

may cause an increase the rate of inflation in the future (Fisher, 1983). 

 

Again for conducting effective monetary and exchange rate policies currency substitution also have important 

implications. Currency substitution makes monetary targeting more difficult and restricts the capability of central 

bank to run an independent monetary policy by disrupting stability of the domestic currency demand. This will 

increase the fluctuation of the exchange rate and decrease the impact of fiscal policy instruments (Miles, 1978; Boyer 

and Kingston, 1987; Bergstrand and Bundt, 1990).  

 

There are many empirical literatures about currency substitution worldwide. Some of them are given below.  In their 

study on Thailand, Bahmani-Oskooee and Techaratanachai (2001) analyzed if the devaluation of Thai Baht caused 

currency replacement of the above mentioned currency. They figured out that devaluation of Thai Baht resulted in 
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the drop of the Thai Baht in Thailand by applying cointegration perspective. Neanidis and Savva (2009)  have 

analyzed the instigators of financial dollarization in adjustment of economies from a short-run perspective. They  

researched the operators of short term variations in dollarization and examined their relevance at various stages of 

dollarization by applying the aggregrate monthly data of deposit and loan dollarization.  

 

Basso et al ( 2011), studied the outcome of why individuals and organizations save and borrow in foreign currency  

in several economies? Elaborating on the subject matter, differences in interest rate and availabiliy of foreign funds 

were allowed by the framework to elucidate the method of asset substitution or financial dollarization.  

  

Samreth (2011) analyzed whether cambodia is in a hysterical state of currency substitution. Bouyon (2009) analyzed 

the degree as to whether the demand of foreign currency by private agents and the authorities implementing 

monetary policy have effect on the process of currency substitution.  

 

Prock et al (2003) studied if currency substitution was caused by currency depreciation in some latin American 

countries (namely Argentina, Brazil and Mexico. They discovered the occurrence of currency substation to a 

significant length in Argentina and Brazil by applying vector error correction model (VEC). Akçay et al (1997) 

studied the effects of currency substitution on exchange rate fluctuations in Turkey. They discovered that exchange 

rate fluctuations rises with the extent of currency substitution and also found traces of currency substitution. Selcuk 

(1994) studied the fluctuations of currency substitution. Due to the downturn of real exchange rate people inclined to 

substituting domestic currency with foreign currencies as shown by impulse responses of dynamics. 

 

Study of the credibility of currency substitution in African case is fascinating. Adom et al (2009) intend to study the 

existence of currency substitution in eight African countries. Their research studies existence of currency substitution 

in eight African countries - Egypt, Morocco, Nigeria, Ghana, Kenya, South Africa, Tunisia and Zambia from 1976 to 

2005 by applying regional and US dollar as anchor currencies.   

 

Elkhafif`s (2003) research investigates Egypt and South Africa’s  dynamic of currency substitution. The causal 

relationships of this phenomenon was assessed in the study. Between the two countries the major currency 

substitution related differences are three in number. Namely: (1) the orientation of economic policy, (2) the degree 

and level of CS, and (3) the trend of CS. Throughout the duration of study which was from 1991-2001 the exhange 

rate of Egpyt served as its anchor for economic programme    

 

Yinusad and Akinlo`s(2008) research examines the presence of currency substitution between 1986-2005 and tries to 

determine its degree in Nigeria. Multi-perspective unrestricted portfolio balance model was the study. Model of the 

domestic currency was formed from the stock of foreign currency deposits in Nigeria and the ratio of deposits 

denominated in foreign currency in the domestic banking system.  Currency substitution in the national banking 

system of Nigeria was discorvered as shown in the study.  The fluctuation of exchange rate most particularly the 

market exhange rate were the causes of this process.  Throughout the period of study, the research pointed out that 

Nigeria has a Moderatley dollarised economy due to the fact currency substitutionwas low during the period. 

Consequently,in Nigeria substitute option were adopted to abate currency substitution.  Macroeconomic policies that 

enhance periods of low inflation and exchange rate stability is most significant policy that may perhaps facilitate the 

alleviation or diminishing of the currency substitution caused by the Nigerians demeanor towards wealth distribution. 

Alternatives to holding money such as development of domestic financial markets with appropriate infrastructural 

amenities and the development of new financial tools are vey important.    

 

Akinlo and Awolowo`s (2003) examines whether currency substitution was caused by currency depreciation in 

Nigeria. In his study he tried to tackle the issue of whether or notcurrency currency substitution was caused by fall in 

currency. By applying cointegration technique, increase in public holding of money is caused by depreciation of 

domestic currency. Therefore, currency substitution was not caused by depreciation in domestic currency.   

 

The remainder of this paper is structured as follows. Analytical framework and econometric methodology used in the 

empirical analysis of currency substitution is provided in section two. The data used in the empirical analysis and 

presented the results is introduced in section three. Section four is conclusion.  
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2. Analytical framework and econometric methodology 

In this paper the money demand function was estimated in the empirical analysis using the Bahmani-Oskooee’s 

(1996) and Arango and Nadiri (1981) model which is given below: 

 

ttttt eneerdIcYbaM  logloglog1log  (1) 

where, the real money stocks is M1, the real income is Y, the nominal domestic interest rate is I, and neer is the 

nominal effective exchange rate. 

 

The income elasticity of b is anticipated to be positive while the interest elasticity of c is anticipated to be negative in 

equation (1). Arango and Nadiri (1981) proclaimed that the rise in the domestic currency value of foreign assets held 

by domestic individual is caused by a depreciation of the domestic currency (or appreciation of the foreign currency). 

This may lead to increase in the demand for domestic balances if the increase is understood to be an increase in 

wealth. Currency substitution could also be defined using the connection between exchange rates and money 

demand. In regard to the currency substitution literature, the anticipation in depreciation of exchange rate leads to the 

increase in the expected return of foreign currency, and decrease in the demand of domestic currency (because 

individuals exchange or alternate foreign money with domestic money). Thus, the estimate of d should be positive if 

depreciation of the Nigerian naira reflected by a decrease in effective exchange rate induces a decline in money 

holdings by domestic residents. 

 

3. Methodology 

An essential prerequisite for testing for a long-run correlation between variables is that these variables are I(1), i.e., 

stationary in first differences. Hence, Augmented Dickey-Fuller (ADF) test was used which is the classical unit root 

test (see Dickey and Fuller, 1981; Said and Dickey, 1984). That the unit root exists in the time series is a null 

hypothesis on which the ADF test is based upon.  

 

We can proceed to test for a long-run correlation between the series once it is established that series are I(1). The 

series are cointegrated if such a relationship exists. The two cointegration techniques devised by Johansen and 

Juselius (JJ) (1990) were used to test the cointegration. 

 

The number of cointegrating vectors was determined by two tests in the JJ method which are (r): the maximum 

eigenvalue test and the trace test. According to the trace test, the number of cointegrating vectors is less than or equal 

to r is assumed to be the null hypothesis, where r is 0, 1, or 2. In each case, the null hypothesis is tested against a 

general alternative. The null hypothesis r = 0 is tested against the alternative that r = 1, r = 1 against the alternative r 

= 2, etc in the maximum eigenvalue test 

 

4. Data and Empirical Results 

 

4.1. Data 

World Bank electronic data delivery system are where the data have been taken from. The sample period is from 

1980 to 2013 using the annually time series data. 

 

In order to obtain real money, supply the country’s nominal M1 is deflated by its CPI. The real money stock is M1. 

In order to obtain real GDP, Nominal GDP is deflated by CPI. The real the gross domestic product (GDP) is Y.  The 

nominal domestic interest rate is interest rate (I).  neer is nominal effective exchange rate defined as units of foreign 

currency per unit of the Nigerian Nairas. We take logarithmic form of all the data series. 

 

4.2.  Empirical Results 

In order to establish univariate properties of the series used in this paper, we first conducted unit root tests in levels 

and first differences. Table 1 presents the result. The hypothesis of a unit root in level series cannot be discarded at 

the 5% level of confidence as stipulated by the outcome of the test, signifying that the variables are not level 

stationary. The ADF statistics for the four variables imply first-difference stationary as shown in Table 1. 
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Table 1: Unit Root Test Results 

 Level 

 

First Difference 

  Series     

M1 -0.935(1) -2.281(1) -3.553(0)* -4.531(4) 

Y -2.873(1) -0.602(0) -4.404(0)* -6.092(0)* 

I -2.718(1) -2.526(1) -6.518(1)* -6.730(1)* 

neer -1.096(1) -2.854(1) -3.847(0)* -3.847(0)* 

1% level 

5% level 

10% level 
 

-3.646342 

-2.954021 

-2.615817 

-4.273277 

-3.557759 

-3.212361 
 

-3.653730 

-2.957110 

-2.617434 

-4.284580 

-3.562882 

-3.215267 

Note: The t statistics refer to the ADF tests. The subscripts μ and τ indicates the models that allow for a drift term 

and both a drift and a deterministic trend, respectively. Asterisk (*), shows significance at 5% level. Figures in 

parentheses indicate the lag length.  

 

After determining the stationarity of the data, to determine any possible long run correlation between the variables, 

Johansen multivariate cointegration tests were used. It involves testing the number of cointegrating vectors.  

Let us first indicate the significant order of lags (p) of the vector autoregression (VAR) model before approaching 

cointegration tests. By using the Schwarz Bayesian Criterion (SBC) Lag order was determined. Lag in VAR model is 

1 for the model.  The outcomes acquired from the JJ method are unveiled in Table 2 below.  

 

Table 2 Johansen-Juselius Maximum Likelihood Cointegration Tests 

Trace Test Maximum Eigenvalue Test 

Null 

 

r = 0 

r ≤ 1 

r ≤ 2 

r ≤ 3 

Alternative 

 

r ≥ 1 

r ≥ 2 

r ≥ 3 

r ≥ 4 

Statistic 

 

   69.181* 

 27.315 

 10.335 

.837 
 

95 % Critical 

Value 

 47.856 

 29.797 

 15.494 

 3.841 

Null 

 

r = 0 

r ≤ 1 

r ≤ 2 

r ≤ 3 

Alternative 

 

r = 1 

r = 2 

r = 3 

r = 4 

Statistic 

 

41.866* 

 16.979 

 9.498 

 0.837 

95 % Critical 

Value 

 27.584 

 21.131 

 14.264 

 3.841 

Notes: 1) we have employed SBC  criterion in the determination of lag length in the VAR model.  

 

2) Asterisks (*) denotes statistical significance at 5%. r stands for the number of cointegrating vectors. 

 

By either using the maximum eigenvalue or the trace statistic, the null hypothesis of no cointegration, i.e., r=0 can be 

rejected. They are both greater than their critical value. The null of r=1 can not be rejected in favor of r=2. Therefore, 

in the model, only one cointegrating vector exists. Hence, the proposition that in Nigeria there is a stable long-run 

correlation between the variables is supported by our annual data from 1980 to 2013. 

 

Table 3 Estimates of Long-Run Cointegrating Relationship 

Dependent variable Y i NEER 

M1 1.443 (0.202) 3.464 (0.411) 1.388 (0.181) 

Note: Figures in parentheses indicate the standard error of coefficients.  

 

Table 3 demonstrates long-run cointegrating relationship. For the model, interest rate and income elasticities are 

positive. As the Nigerian Naira depreciates, public holding of M1 declines as indicated by the nominal effective 

exchange rate which carries a positive coefficient. There are two competing forces speculating the effect of 

devaluation on money demand as we revealed above. In the initial one, the increase in the wealth of people and 

demand for domestic currency increase is as a result of depreciation of the domestic currency. In the subsequent, 

People hold a small amount of domestic currency in order to be protected from depreciation by substituting foreign 

currency for domestic currency. For this rationale, the latter force is stronger than the former leading to the decline in 

domestic money holdings as shown by the positive sign on nominal effective exchange rate.  

 

Conclusion 

In this study the effect of depreciation on currency substitution in Nigeria was examined. Over the period of 1980 to 

2013, by performing cointegration test the long-run correlation between M1, real income, nominal interest rate and 
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nominal effective exchange rate was tested. An increase in income and interest rate increased the demand for money 

as indicated by empirical results. Depreciation of the Naira has resulted in a decline in holding of M1 signifying the 

existence of currency substitution in Nigeria as vindicated by empirical results. 
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Abstract 

This paper examines ways in which smart phone data consumption trends influence demand for airtime data 

bundles. A model of subscriber response to economic and technical stimuli, conditional on cybernomic and 

subscriber characteristics, is developed. Twomonths of survey data, gathered from subscribers of data and voice 

bundles to evaluate the model empirically. Single SIM smartphones, subscribers are responsive to relative Data 

Bundle prices and Airtime volume discounts. However, different Data Bundle packages elicit different responses. In 

particular, some data sharing takes place primarily through subscriber-substitution and intensified smartphone use, 

while changes in tariff or volume discounts for subscribers having dual SIM smartphones induces frequent and 

spontaneous network migration. Subscriber and public power constraints bind at different points for different data 

bundles demand. These results suggest that because multiple data/voice bundle platform interact, subscriber 

smartphone response coefficient must have multiple strands in order to replace incentives to further bundle 

demands. 

 

Introduction 

In developing economies like Nigeria, the growth of data subscriber populations poses a challenge to the carrying 

capacities of telecommunication equip systems deployed. Single SIM Subscriber impacts of different data/voice 

bundle platforms, often characterized by relatively fragile subscriber loyalty, include subscriber and airtime volume 

loss to the company, drop calls, and impaired network speed. Dual/Triple SIM subscribers anguish include impaired 

network speed and frequent migration to alternate networks, reductions in smart phone performance and life 

expectancy of smart phone batteries, and loss in revenue (Nandi, R. 2014;Galperin, H., Mariscal, J. &Barrantes, R. 

2014;) . While general SIM population growth relative to data subscriber is the direct source of many network 

problems, it is widely recognized that the persistent drive for SIM use growth is itself an outcome of wider trends, 

including economic and socio-cultural factors that promote and drive internet traffic and smartphone use 

intensification (Srinivasan, J. & Burrell, J. (2013) ) without penalizing the actions of network providers that erode 

network quality and otherwise degrade their network resource base. 

 

The Nigerian experience exemplifies both the network problems compounded by unchecked data service expansion, 

and the policy settings that encourage it. Even after years of reasonably robust growth in Nigeria’s aggregate 

economy, Network expansion continues to be a fundamental    characteristic of economic activity, with severe 

consequences. For instance, Nigeria’s GDP is currently estimated at 8%, and with an unserved population of about 

50m, the potential for a surge in GDP is not far off. 

 

A 2011 study by Ericsson and Chalmers University of Technology found that doubling broadband speeds correlated 

with an average GDP growth of 0.3% in 33 developed nations, including the USA, Italy, New Zealand, and Norway. 

In monetary terms, the 0.3% growth represented an increase of $126 billion. Therefore network crisis is reaping off 

the economy based on this analysis.  

 

Throughout the developing world, government policies influence incentives for both market expansion and 

intensification in resource input (OECD, 2014; Eke, C. 2006; Eke, C. 2011; Jorgesen, 2007;Heeks, &Arun, 2010). In 

Nigeria these policies find expression both in the tariffs faced by subscribers and in the set of technologies deployed 

and made available. Moreover, airtime tariff and technology policies clearly interact. Tariff dynamisms support, for 

example, increase the profitability of affected data bundles; this promotes the demand for equipment investments 

aimed at increasing the supply of technical innovations for that market niche. When telecom firms’ budget 

mailto:ekeemeka@gmail.com
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constraints are inflexible, data bundle related network suffers as a consequence. In this way, tariff policies can 

significantly alter both the constituencies for and the perceived returns to telecom investments.  (Eke, C. and A. O. 

Oladele. 2006; Eke, C & Magaji, S. 2013). Tariff and technology biases can thus promote frontier subscriber base 

expansion, usually at the expense of network quality, as well as subscriber profiles consuming data bundles having 

differing propensities. In this chain of reasoning, the extent to which subscribers actually alter data bundle use in 

response to relative tariff and innovation shifts is an important empirical question. Data bundle subscribers in 

developing countries exist "at the margin" in more than a merely geographic sense; they are typically students and 

middle class workers, with few extra income sources, and may have only tenuous long-term control over the data 

they consume. These factors influence their resource allocation choices in ways that reinforce or counteract the 

effects of policy- or market-induced tariff shifts. At the extreme, market opportunities may be circumscribed entirely 

by internet access needs, in which case the search for airtime tariff policy answers to frontier telecom problems will 

be futile. 

 

In this paper we use UniAbuja students’ data to conduct an econometric evaluation of the factors affecting 

subscribers’ data bundle use decisions. Specific features of UniAbujaeconomic trends and of the subscribers from 

which data are drawn influence our choices in modeling subscriber behavior, so we begin with a brief review of 

these features. Subsequently we present a model of subscriber growth and allocation by risk-averse subscribers and 

derive a reduced form suitable for econometric estimation. This allows us to test a number of hypotheses relating to 

the influence of tariff on data bundle subscribers. We conclude the paper by returning to the larger debate on ways in 

which development policies in general, and investments in telecommunication in particular, influence incentives for 

subscriber base expansion and SIM use intensification. 

 

Telecommunication Liberalization policies and links to Data Bundle usage 

The internet a.k.a World Wide Web (www) functions basically to provide information sharing platform for all end 

users. The term “information sharing” in the information technology lexicon refers to exchange of data between a 

sender and receiver. These information exchanges are implemented via a dozen of open and proprietary protocols, 

messages and file formats. Electronic Data Interchange is a successful implementation of commercial data exchange. 

 

From the view point of computer science, the primary information sharing design patterns are sharing one-to-one, 

one-to-many, many-to-many and many-to-one. It is argued that cyber café enable efficient and effective diffusion of 

information and its transmission in the information space. This process contributes to expand as the need arises. 

 

It is of great concern to a typical firm operator that a particular resource-outlay strategy leads to strategic 

contribution which enables maximization of profit over time so to engender business growth. This can only be 

achieved if they properly embedded into the café service provision through various channels notably adequacy of 

capital, adequacy of office space, skilled labour, availability of power and airtime price. An effective transmission 

mechanism will be one that will increase the return on investment. A Cyber café investor can only benefit from 

return on investment if earnings per resource input are increasing over time. 

 

Hence the understanding of how these variables or factors affect the output of cybercafés as well as how these 

changes affect the behavior of consumers. Several factors have been identified in existing studies as affecting the 

demand and supply of internet airtime. Chief among them are network diffusion, stability in power supply and 

network itself (Eke & Aluko 2006). 

 

According to Oluwafemi et al (2007) Cyber café operation in Nigeria at the inception enjoyed unrivalled control of 

access to the web. It however lasted until 2003 when the Global System for Mobile Communication enabled smart 

phones further democratized access to the web. Café operators’ major challenge was and still is power supply. The 

extent of their profit maximization was influenced and predicated on the development and diffusion internet network. 

Inadequate power supply and hence overreliance on diesel generators meant higher energy cost.  

 

The process of telecommunications sector reformand deregulation started under the military regimeof General 

Ibrahim Babangida in 1992 with theestablishment of a regulatory body, the NigerianCommunication Commission 

(NCC). Thedevelopment and expansion of the Nigerian telecommunication networks is significantlyinfluenced by 

the regulatory framework put inplace by the regulatory authority, NigerianCommunication Commission (NCC) to 

oversee theevolution of the networks towards a competitivesystem through policies aimed to protect newcomers 
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from aggression by the incumbents and toprotect the public against the capacity of largefirms to exercise their market 

power through theirinflated price or reduced quality, diversity andquantity of telecommunications services or both. 

 

Abuja, Federal Capital Territory 

Abuja is the political capital of Nigeria. Abuja has witnessed a huge influx of people; The Federal Capital Territory 

Administration puts the population of well over four million for 2013. Most government bureaucratic business is 

business is carried out in the city and as a result telecommunication is at the center of all activities. 

 

University of Abuja 

The University of Abuja in the Nigerian capital Abuja was established on January 1, 1988 (under Decree No. 110 of 

1992 as amended) as a dual-mode university with the mandate to run conventional and distance learning 

programmes. Academic work began in the University in 1990 with the matriculation of the pioneers students.The 

university runs regular degree, diploma, and postgraduate programmes. Due to its location in the Federal Capital 

Territory has a Centre for Distance Learning School which provides university education to those who cannot 

acquire such education through the regular university system and those interested in acquiring new knowledge and 

specialized skills.The university runs a consultancy services sub-degree program and an institute of education to 

cater for the professional needs of teachers and specialized needs of government education bodies; it provides 

avenues for the establishment of linkages on education matters with organizations and institutions in and outside 

Nigeria. Its mini and main campuses are situated in Gwagwalada and Giri extension respectively.   

 

Data and econometric method 

Our model implies the following equations for econometric estimation: 

 

Nc * Nc i, i2 , i, i2 ,W, A ,F, ZN       (1) 

Nv* Nv i, i2 , i, i2 ,W, A ,F, ZN       (2) 

Av* Av i, i2, i, i2,W,A , F ,ZA       (3) 

 

whereNcis airtime allocated to data bundle, Nv A is the month-on-month 

change in total airtime. To the set of exogenous variables in each equation we add a vector Ziof subscriber-specific 

variables that might serve as additional constraints on airtime use behavior. For all equations, we include a variable 

representing quality of network; this takes several values ranging from low quality to high quality. We also include a 

binary "borrow-me credit constraint" variable. This takes a value of 1 if the subscriber reported either not subscribing 

to data bundle, or altering total airtime, because he was unable to obtain borrow-me credit (or if he reported being 

constrained in other ways readily capable of the same interpretation). For the total airtime change equation, we also 

include dummy variables for other reported reasons for changes, notably contractual reasons (such as Terms and 

Conditions).  

 

Data are drawn from three month surveys of consumption, household, cybernomic characteristics of an average 

sample of 101 subscribers in Gwagwalada. Tables 2 provides brief summaries. The data provide direct observations 

of airtime use, technology, input use, consumption, and subscriber and household characteristics. Variables 

representing expected tariff and their variances were constructed from a separate survey of subscribers. Variables 

representing expected access to network and their variances were constructed from the predicted values and residuals 

of consumption functions fitted to the data. 

 

The system (1)–(3) is a reduced form in which individual equations explain the allocation of airtime between voice 

and data bundle change in terms of the exogenous variables of the model presented earlier. Because the equations 

contain lagged values we use only data from the second and third months in estimation. We construct subscriber-

level Smartphone use, airtime and subscriber characteristics variables by aggregation. In estimation, a practical 

problem arises due to lack of variation in incomes; this requires that we exclude income from the set of explanatory 

variables used in estimation. For Cell phone battery life, the difficulty of variation, and of aggregating these across 

different CPBL, precludes their inclusion in the estimation. 

 

 

 

 

http://en.wikipedia.org/wiki/Capital_city
http://en.wikipedia.org/wiki/Nigeria
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Results 

Table 1: Subscribers Assessment by slope (10% and greater), Gwagwalada. 

Levels 10 – 20% 20 – 40% 40 – 90% 

 Females  Males  Females  Males  Females  Males  

100 79.5  18.9 78.3 29.3 40.7  47.3 

200 33.7 49 51.3  82.1  11.6  29.4  

300 39.0  11.1 86.2 52.2 30.2  20.5 

400 42.0 52,8 30.2 31.9  31.4  53.4 

Source: Field Survey, 2014.  

 

Table 2: Estimated Smartphone and Subscriber response functions 

Variable  Sampled Subscribers 

Data (SD) 

Sampled Subscribers 

Calls (SC) 

Net Subscriber 

Difference 

Data Tariff 1.0603 

(0.428) 

-1.5352 

(-2.736)a 

-0.0110 

(-0.314) 

Call Tariff -0.064 

(-0.479) 

1.3821 

(2.664)a 

-0.0353 

(-1.101) 

Data Volume 0.0006 

(0.006) 

0.4382 

(1.183) 

-0.0754 

(-3.261)a 

Call Volume -0.0761 

(-1.575) 

0.5484 

(3.475)a 

-1.2401 

(-2.997)a 

Variance of Data Tariff 0.0581 

(1.329) 

-0.3060 

(-2.09)b 

-1.0684 

(-2.736)a 

Variance of Call Tariff 0.0049 

(0.161) 

-0.0259 

(-0.248) 

-2.9051 

(-10.12)a 

Data Access Variability -0.1425 

(-0.452) 

-0.0752 

(-3.407)a 

-1.9076 

(-6.516)a 

Call Access Variability 0.1601 

(0.5434) 

-0.0060 

(-0.350) 

0.3740 

(0.788) 

Access to Generator 0.2688 

(1.312) 

0.0167 

(1.371) 

1.2537 

(1.756)c 

Lagged Subscriber 0.2391 

(0.516) 

0.0473 

(1.127) 

0.3112 

(0.5699) 

Price of Generator 0.1500 

(0.3524) 

-0.1856 

(-4.923) 

0.6514 

(0.202) 

Lagged Subscriber -0.3347 

(-1.171) 

-0.4894 

(-1.774) 

-1.2614 

(-0.421) 

Adult Subscribers -2.1229 

(-1.406) 

0.3233 

(11.661) 

1.3975 

(0.659) 

Number of SIM per 

smartphone 

0.7136 

(0.500) 

-0.1572 

(-0.560) 

0.0581 

(1.329) 

Borrow-me Credit 

constraint  

-0.8154 

(-0.812) 

-0.1392 

(-5.166) 

0.0049 

(0.161) 

Terms and Conditions 

constraints 

0.1599 

(1.936)c 

-0.0003 

(0.007) 

0.3233 

(11.661) 

Other constraint  -0.0877 

(-1.126) 

0.1088 

(2.649)a 

-0.1572 

(-0.560) 

Constant 0.0439 

(0.803) 

0.1500 

(5.090)a 

0.1599 

(1.936)c 

R
2
Adj 0.612  0.304  0.645 

OBS 158  162  170 

T-statistics in parentheses. Superscripts a, b, and c indicate significance at 1%, 5% and 10% respectively. 
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Estimated OLS coefficients of (1)-(3) are reported in Table 2; in the regressions in which smartphone serves as 

dependent variable, estimated responses to own prices are positive and estimated responses to cross-prices are 

negative. Input prices also exhibit the expected signs: data bundle tariff declines when the generator price rises, and a 

higher cell phone battery life, which is used most intensively on voice calls, reduces voice call airtime. 

 

However, none of the smartphones prices, and only the two input prices just mentioned, have statistically significant 

relationships with the dependent variables. More explanatory power resides with the variables indicating risk 

aversion. Airtime changes are negatively correlated with increases in own-price variances, and are positively 

correlated with increases in cross-price variances. Airtime changes are also negatively correlated with increases in 

the variability of access to network, and are positively correlated with increases in cross-network access variability. 

These results, which are statistically robust, are consistent with a hypothesis of risk-aversion on the part of sample 

subscribers. Network and data bundle constraints are clearly important overall, and the pattern of statistical 

significance of coefficient estimates reveals the expected differences between smartphones. Consistent with our 

expectations, the subscriber budget constraint binds for data bundle, but not for voice calls. If more airtime to be 

added, it would go mainly into data bundle subscription. Conversely, the number of adults in the household limits the 

airtime allocated to voice calls, but not to data bundle. These findings accord with our hypothesis that voice call 

consumption is more intensive in use of the resource use economics at the house hold level best provided by family 

members. Finally, lack of access to borrow-me credit significantly constrains the airtime volume used for subscribing 

data bundle. 

 

The third equation captures change in total Airtime Volume. As in the smartphone equations, prices have no 

measurable effect on the month-on-month airtime volume change. Nor is airtime volume significantly affected by 

tariff and voice calls/data bundle variability, although we note that increases in the variability of data bundle and 

tariff and positive associated with growth of the network access, while instability of voice calls has an opposed sign. 

Subscribers clearly reduce risk through their data bundle portfolios rather than by pulling out of a network 

completely. The fact that expected tariff, bundle prices, airtime volumes, and other input factors and prices have low 

explanatory power is perhaps not surprising, given that we are estimating a short-run model. 

 

As expected, increases in pooled levelairtime and greater access to borrow-me credit are both correlated with the 

addition of more lines. The empirical link between borrow-me credit availability and smartphone ownership 

expansion accords with predictions from a formal intertemporal model of a credit constrained household presented 

by Eke, C. and A. O. Oladele. (2006). These authors have argued that while the effects of borrow-me credit 

constraints on incentives for indebted subscribers in sampled households to invest in smartphone accessories are 

ambiguous, it may be rational for severely indebted households to downgrade to voicecalls only at a greater rate 

when liquidity is increased.  

 

Implications for policy and environmental outcomes 

Our results provide some basis for speculation as to the effects of tariff/airtime/data bundle policy changes on 

incentives for smartphone acquisition. Our goal in this section is to assess the influence of GSM Network Company 

policy-driven exogenous changes in bundle prices/tariff, airtime volume discounts, and variances on on smartphone 

acquisition— bearing in mind that the degree of statistical confidence of some of our results is rather low. Given the 

rather limited number of empirical studies on this subject matter, we see value in linking our econometric evidence to 

the policy atmosphere in which the fate of GSM companies, GSM smartphone vendors and assemblers, is decided. 

 

From a policy perspective, the pronounced pattern of risk averting behavior observed among the sample subscribers 

is of great importance. In the short run, it appears that subscribers alter their smartphone acquisition more or less 

predictably, in line with changes in expected prices and tariff. But more significantly, we find that subscribers will 

switch network access among smartphones so as to avoid the uncertainty associated with income volatility, 

especially as driven by network access variability. This focus on network access risk, more than price/tariff risk, 

appears to be the main expression of risk aversion in the sample. Furthermore, our estimates of changes in data 

subscription indicate a savings-first motive among subscribers: increases in the volatility of data bundle induce 

subscribers to expand network access time size, while higher voice volatility, if it has any effect at all, reduces 

incentives to expand smartphones. These results accord with findings from other other publications where 

subscribers appear to take into account risk considerations both when choosing between smartphones (Aker, J.C. 

&Fafchamps, M. 2013) and when undertaking investments in data bundle accessories Taken together, the main 
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policy message behind these findings is that policies that reduce economic risks are likely to be environmentally 

favorable: resource “overuse” is, in part, insurance against loss. 

 

We now return to our earlier discussion of price/tariff and telecommunication technology, in light of these results. 

Recall that the most important policies, from the perspective of smartphone users, are those that protect or encourage 

consumption of stable network access and those that seek solutions to more offerings online. 

 

For data bundle consumption, our results suggest that policies to support and stabilize prices/tariff (e.g.  Through 

import substitution/restrictions) have little short-run effect on smartphone. Technical progress aimed at reducing the 

variability in data bundle, in contrast, will raise the share of smartphone with data bundle flexibilities options. In 

other words, improving the stability of internet networks may be sufficient to discourage more smartphone 

acquisition per subscriber, even if expected incomes do not rise.  For voice calls, tariff discounts and price 

stabilization will also increase in the number subscribers will spike the demand for smartphones. Technical progress 

that reduces the volatility of voice call network will result in a marked subscriber substitution towards voice calls 

services, but again we would expect little impact at the extensive margin. This is because in the short run expansion 

of airtime & network access remains constrained by access to borrow-me credit and by the availability of the special 

smartphone skills and attention brought to subscribers and smartphone by family members. These latter findings 

draw attention to some potentially relevant interactions among economic and smartphone telecommunication 

technology policies as they affect use. First, much investment by subscribers using smartphones in data bundle and 

voice calls is driven by the perception that constant access to the internet generate potentially high utility. We have 

seen, however, that much of this perception is due to the tariff dynamics, particularly those reflecting huge bundle 

discounts. For IPAD users, which are classified as a "high-value" and thus targeted for additional research, current 

consumption might be non-existent, if not for survey samples (Aker, J.C. (2008). 

 

However, having been brought into existence by economic policies, the GSM voice call industry could be rendered 

viable even at free tariff by sufficiently large shifts in the consumption function (including reductions in network 

quality crisis). Similarly, the widespread replacement of non-smartphones by smartphones—a pronounced shift to 

permanent online presence subjected to bundle constraints —can be attributed both to subscriber policy preference 

and to the effects of R&D and development investments in smartphone. 

 

Finally, Nigeria’s NCC broader policy context of ICT development, coupled with continuing pressure of population 

can largely be explained by reference to past policies that failed to set the country on a path of stable network 

aggregate growth and local content-intensive industrialization. Policy reforms in the 1990s in the multifaceted ICT-

specific areas such as ICT-centric trade, finance and banking, and macroeconomic management, have contributed 

over the years to raising the growth rate of GDP; over time, the reorientation of the Nigerian economy thru the recent 

rebasing can be expected to raise the opportunity cost of voice calls. This will diminish incentives to expand network 

access in spite of technical progress in ICT. Of course growth outside ICT, especially growth in the manufacturing 

sector, petro-chemical sector, services sector, etc is likely to generate other sets of concerns. Nevertheless, it seems 

clear that a realignment of economic incentives could reduce demand for innovations in non-smartphones, and might 

in turn reduce the number of subscribers seeking such phones, with the long-run result that non-smartphones will 

simply loose its demand in the market. 
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ABSTRACT 

In this paper we will investigate the relationship between economic growth, foreign direct investment and trade for 

Nigeria during the period 1970-2011. In doing this, the study utilized stationarity, the Johansen and Juselius 

cointegration as well as Granger Causality tests to analyze the causal nexus between economic growth, FDI and 

trade. The study shows that there is a cointegration relationship between these variables. Granger causality test 

results reveal that there is causality relationship from FDI to economic growth and from export to economic growth. 

As a result FDI and exports in Nigeria is one of the factors affecting economic growth. But high or low economic 

growth rate does not have an effect on the presence of exports and FDIs in Nigeria. 

  

Keywords: Economic Growth; Foreign Direct Investment; Trade; Granger Causality. 

JEL Classifications:  C32; F3; F21; O4 

 

1. Introduction 

Foreign direct investment (FDI) refers to the acquisition by residents of a country of real assets abroad. This may be 

done by remitting money abroad to be spent on acquiring land, constructing buildings, mines or machinery or buying 

existing foreign businesses. In other words it is the flow of capital and personnel to another country.  

 

According to Organization of Economic Cooperation and Development (OECD) the term FDI refers to a situation 

whereby a foreign investor owns 10% or more of the business, the capital can be owned by a government, corporate 

body or an individual.  

 

FDI has over the years proved to be a stimulus of economic growth and development for developing countries 

through its contribution to development of new industries, and learning, which  is more of an indirect advantage 

because FDI exposes national and local governments, local businesses and citizens to new business practices, 

management techniques and technology that will help them develop local businesses and industries and above all 

FDI serves as a source of external capital and increased revenue for developing countries like Nigeria, which can 

lead to economic development. Foreign direct investment is therefore supposed to serve as means of augmenting 

Nigeria’s domestic resources in order to carryout effectively, her development programmes and raise the standard of 

living of the people (Shiro, 2005). In an effort to enhance the free flow of FDI, Nigeria became a member of world 

trade treaties like GATTS, WTO and TRIMS.  

 

The objective of this research is to examine the causal relationship between economic growth, FDI and trade in 

Nigeria using annual time series data for the periods of 1970-2011. There is no published empirical study which 

explores the relationship between economic growth, FDI and trade for Nigeria. 

 

Furthermore, the challenges of unemployment, especially youth unemployment has occupied the attention of policy 

makers in Nigeria for decades, this has been linked to the problem of economic growth which has hindered industrial 

expansion. The result of this study would be of use to policy makers both in the public and private sectors of the 

Nigerian economy. It would also be of use to other developing countries especially those at the same level of 

development as Nigeria and in particular, those economies that rely on FDI and also the results of this research 

would help policy makers identify the relationship between economic growth, FDI and trade and hence find ways of 

realizing the full contributions of these variables to the economy. The significance of the study is further amplified 

by the need/urgency to deal with the growing threat of youth unemployment in Nigeria since FDI generates 

employment and diversify the industrial base of an economy. This study improves on some of the existing studies; it 

also updates these studies in terms of currency and detailed analysis, and contributes to the existing literature on the 

causal relationship between economic growth, FDI and trade in Nigeria. 

mailto:hkalyoncu@meliksah.edu.tr
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The issue of foreign direct investment is being given more attention both at national and international level. 

Economists believe that foreign direct investment is an important element of economic growth in developed and 

most especially in developing countries like Nigeria. Therefore, the first part of the study deals with review of related 

literature on the causal relationship between economic growth, FDI and trade and empirical findings are presented in 

Table 1 below. However, consensus has not been achieved in the direction of causality. Findings of the studies are 

ranging from bi-directional, uni-directional or no directional causality.  

 

Table 1. Overview of selected studies on GDP, FDI and Trade nexus 

 

Study 

 

Method 

FDI,GDP 

& Trade 

FDI & 

GDP 

FDI 

&TRADE 

 

Country 

 

Result 

 

Eleanor (1998) 

Granger 

Causality test 
 

- 

 

- 

 

  

 

Irish 

 

Exports↔GDP 

Fontagne & Pajot 

(2000) 

Granger 

Causality test 
 

- 

 

- 

 

  

21 OECD 

countries 

 

FDI ↔ Trade 

 

Ericsson & 

Irandoust (2001) 

 

Granger 

Causality test 

 

- 

 

  

 

- 

Sweden 

Norway 

Denmark 

Finland 

GDP↔FDI 

FDI →GDP 

FDI − GDP 

FDI − GDP 

 

Chakraborty & 

Basu (2002) 

Cointegration 

& Granger 

Causality test 

 

- 

 

  

 

- 

 

India 

 

GDP → FDI 

 

Liu et al (2002) 

Granger 

Causality test 
 

  

 

- 

 

- 

 

China 

 

 FDI ↔ Exports 

Pantulu & Poon 

(2002) 

Granger 

Causality test 
 

- 

 

- 

 

  

 

29 countries 

 

FDI → Exports 

Alicia & Ucal 

(2003) 

Granger 

Causality test 
 

  

 

- 

 

- 

 

Turkey 

 

 FDI− GDP   

Baliamoune-Lutz 

(2004) 

Granger 

Causality test 
 

  

 

- 

 

- 

Morocco  FDI ↔ Exports 

Melina et al 

(2004) 

Cointegration 

& Granger 

Causality test 

 

  

 

- 

 

- 

Greece Causal nexus 

exist between 

GDP, Trade & 

FDI 

Srivastava & Sen 

(2004) 

Granger 

Causality test 
 

- 

 

- 

 

  

 

India 

 

FDI → Exports 

Pacheco-Lopez 

(2005) 

Granger 

Causality test 
 

- 

 

- 

 

  

 

Mexico 

 

FDI ↔Exports 

Khan & Leng 

(2005) 

Granger 

Causality test 
 

  

 

- 

 

- 

Singapore 

Taiwan 

South Korea 

Export→ FDI 

FDI – Export 

FDI − Export 

Aizenmana & 

Noy (2006) 

 

Granger 

Causality test 

 

- 

 

- 

 

  

81 

developing 

countries 

 

FDI ↔ Trade 

 

Ahmed et al 

(2007) 

 

Granger 

Causality test 

 

- 

 

- 

 

  

5 Sub 

Saharan 

African 

Economies 

 

FDI ↔ Export 

Liu & Graham 

(2008) 

   Granger 

Causality test 
 

- 

 

- 

 

  

 

54 countries 

 

FDI → Exports 

Iqbal et al (2010) Granger 

causality test 
 

- 

 

- 

 

  

 

Pakistan 

 

FDI ↔ Export 

Note:  ↔ means bi-directional causality exists between the variables. 

→ means that causality flows from one variable to the other.                                                                                                                                       

− means no causality exists between the variables. 
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However, differing opinion have indeed continued to emerge on the relationship between economic growth, foreign 

direct investment and trade, for instance, Mucchielli and soubaya 2000; Zhang and Song 2000; Metwally 2004; 

Carkovic and Levine 2005 and Hansen and Rand 2006. Also, Liu et al (2001) examine the causal relationship 

between inward FDI and foreign trade between China and 19 economies by using the Granger causality test during 

the period 1984 to 1998. The result reveals that the growth of imports in China leads to the growth of inward FDI in 

China. Zhang and Felmingham (2001) examine the causal relationship between inward FDI and export performance 

based on China’s national and provincial level – from 1986 to 1999. The result reveals that there is two- way 

causality between inward FDI and Exports at a national level. Similar results of bi- directional causal relationship are 

demonstrated in the coastal region and western China. 

 

Similarly, Mullen and Williams (2005) found that FDI has a positive effect on economic growth. But Borensztein et 

al. (1998), Alfaro et al. (2008), conclude that FDI will promote economic growth only when certain economic 

conditions are met in the host country, like threshold level of human capital. Agrawal and Khan (2011) in their study 

suggest that economic development depends on conduciveness of economic climate. In the absence of such a climate 

FDI may be counterproductive; it may thwart rather than promote growth. Kalyoncu and Gursoy (2012) examine the 

relationship between FDI and economic growth in Georgia, they found that these two variables are cointegrated and 

also their findings suggested that it is FDI that causes GDP in the case of Georgia. 

 

The rest of the paper is organized thus: Section 2 contains the trends of foreign trade indicators of Nigeria. Section 3 

includes the methodology employed. Section 4 shows the sources of data collected and empirical results and section 

5 is the conclusion.  

 

2. Foreign Trade Indicators of Nigeria during 1970 to 2011 

2.1 Exports 

The exports data of Nigeria is shown in Table 2. The Exports of Nigeria increased from 1240 million of US Dollars 

in 1970 and reached 17334 million of US Dollars in 1979. In this decade, the highest annual growth rate was 

17234% in 1979. During the decade 1970 – 1979, the average value of Exports and the growth rate was about 7541.3 

million of US Dollars and 8141.4 per year, respectively. 

 

In the next decade 1980-1989, the Exports of Nigeria has increased considerably. The value of Exports reached the 

highest level of 25968 million of US Dollars in 1980 and lowest of 5155 million of US Dollars in 1986. The average 

value of Exports and annual growth rate in this decade was 11802.5 million of US Dollars and 11702.5% per year, 

respectively. 

 

During the decade 1990 – 1999, since 1991, the Exports of Nigeria has increased. The value of Exports increased 

from 12264 million of US Dollars in 1991 to 13856 million of US Dollars in 1999. 

 

The average value of Exports and the annual growth rate in this decade was 12448.3 million of US Dollars and 

12348.3% per year, respectively. 

 

During the time period 2000-2011, the Exports of Nigeria had grown considerably. The value of Exports increased 

from 20975 million of US Dollars in 2000 to 114000 million of US Dollars in 2011. The average value of Exports 

and annual growth rate in this decade was 53039 million of US Dollars and 52939% per year, respectively. 

 

2.2 Imports 

The imports data of Nigeria is shown in Table 2.  In the period 1970 – 1979, the Imports Nigeria has increased. The 

value of Imports grew from 1059 million of US Dollars in 1970 to 12398 million of US Dollars in 1979 the average 

value of Imports and annual growth rate work out to 4929.3 million of US Dollars and 137.3%, per year respectively.  

        

In the next decade, the value of Imports had increased to 16660 million of US Dollars in 1980 and reduced to 4187 

million of US Dollars in 1989. The average value of Imports and annual growth rate was 102231.2 million of US 

Dollars and -6.2%, per year, respectively. 

         

During the decade 1990–1999, the Imports of Nigeria has grown from 1527 million of US Dollars in 1991 to 9501 

million of US Dollars in 1997. The average value of Imports and annual growth rate work out to 7289.8 million of 

US Dollars and 44.4%, per year, respectively. 
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During the time period 2000-2011, since 2000, the Imports of Nigeria has increased substantially. The value of 

Imports had increased from 8721 million of US Dollars to 56000 million of US Dollars in 2011. The average value 

of Imports and annual growth rate work out to 26589.2 million of US Dollars and 20.7%, per year, respectively. 

 

2.3 Foreign Trade Deficit 

The Nigeria’s data on foreign trade deficit are given in Table 2. In the year 1970 to 1979 the Balance of payments 

shows a positive trend but with the exception of the year 1978 which showed deficit of -2884.  During the decade the 

rate of Export / Import coverage ratio was the highest in 1977 and the lowest in 1978, with 1068% and 78% 

respectively averaging 244.4%. 

 

In 1980-1989, the trade balance displayed deficits between 1981 to 1983. The highest was 9308 in 1980 during the 

decade the rate of Export / Import coverage ratio was the highest in 1989 and lowest in 1982, which was 188% and 

76% respectively, averaging 127.5%. 

        

During the decade 1990 – 1999, the trade balance was the lowest in 1998 and highest in 1996, with 644 million of 

US Dollars and 9715 million of US Dollars respectively. During the decade the rate of Export / Import coverage ratio 

was the highest in 1990 and lowest in 1998, which was 890% and 107% respectively, averaging 232.2%. 

 

During the period from 2000 – 2011, the trade balance was highest in 2011 and lowest in 2001, with 58000 million 

of US Dollars and 6459 million of US Dollars respectively. During the period the rate of Export / Import coverage 

ratio was the highest in 2004 and lowest in 2001, which was 273% and 156% respectively, averaging to the level of 

209.8%. 

 

2.4 FDI Inflows into Nigeria 

The data on FDI inflows into Nigeria are given in Table 2.  From 1970 to 1979, the value of FDI was moderate it 

ranges from 205 million of US Dollars to 310 million of US Dollars. The average value of FDI inflows and annual 

growth rate in this decade was 319.7 million of US Dollars and 13.1% per year respectively. 

          

During the period from 1980 to 1989, the FDI inflow into Nigeria has increased considerably. The value of FDI 

Inflows has increased from -739 million of US Dollars in 1980 to 1884 million of US Dollars in 1989. The average 

value of FDI inflows and annual growth rate in this decade works out to 434 million of US Dollars and 8.4% per year 

respectively. 

          

In the next decade, the value of FDI inflows increased to the highest level of 2287 million of US Dollars in 1997 

from 75 million of US Dollars in 1994 and then it started showing a declining trend, it declined to 1178 million of 

US Dollars in 1999 and the highest growth rate was72 million in 1996. The average value of FDI inflows and annual 

growth rate in this decade was 1494.1 million of US Dollars and 2.7% per year respectively.  

         

During the period from 2000 to 2011, the FDI inflows into Nigeria had grown sizably. The value of FDI inflows has 

increased from 1310 million of US Dollars in 2000 and touched the highest level of 8915 million of US Dollars in 

2011. The average value of FDI inflows and annual growth in this period works out to 4733.5 million of US Dollars 

and 23.9% per year respectively. 

 

3. Methodology 

Necessary condition for testing a long-run relationship between two variables is that these variables are I (1), i.e., 

stationary in first differences. In the present research, therefore, classical unit root tests was used, namely, the 

Augmented Dickey-Fuller (ADF) test (see Dickey and Fuller, 1981; Said and Dickey, 1984). ADF test is based on 

the null hypothesis that a unit root exists within the time series.   

 

Furthermore, Co-integration was tested by using two co-integration techniques that was devised by Johansen and 

Juselius (JJ) (1990). In the JJ method, two tests are used for the determination of the number of co-integrating 

vectors (r): the maximum eigenvalue test and the trace test. In the maximum eigenvalue test, the null hypothesis r = 0 

is usually tested against the alternative that r = 1, r = 1 against the alternative r = 2, etc. In the trace test, the null 

hypothesis is that the number of cointegrating vectors is less than or equal to r, where r is 0, 1, or 2. In each case, the 

null hypothesis is tested against a general alternative.  
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We also used Granger Causality test to see the direction of causality between the variables. However, a simple 

definition of Granger Causality, in the case of two time-series variables, X and Y: "X is said to Granger-cause Y if Y 

can be better predicted using the histories of both X and Y than it can by using the history of Y alone." 

 

According to Granger (1969) a time series X is said to Granger-cause Y if it can be shown, usually through a series 

of t-tests and F-tests on lagged values of X (and with lagged values of Y also included), that those X values provide 

statistically significant information about future values of Y. Also note that, the null hypothesis that x does not 

Granger-cause y is not rejected if and only if no lagged values of x are retained in the regression. 

 

4. Data and Empirical Results 

4.1 Data  

In this research annual time series data were used, for the period 1970 to 2011 which translates into a sample size of 

42 years. The variables for which data were obtained are economic growth (GDP) which is measured by real GDP, 

foreign direct investment (FDI) inflows and exports is measured by real merchandise of exports. All data were 

obtained from UNCTAD statistics and World Economic Outlook (WEO) data, IMF. All data are expressed in natural 

log in order to include the proliferative effect of time series. 

 

4.2 Empirical Results 

The present study performs first unit root tests at levels and first differences in order to determine univariate 

properties of the series. The outcomes are presented in Table 1 below. It is evident from the table that the calculated 

ADF statistics are less than their critical values in all cases at the 95% level, suggesting that the variables are not 

level stationary. Table 1 also displays that the ADF statistics for the two variables imply first-difference stationary.  

 

Table 1: Unit Root Test Results 

  Test Statistics   

Series   

  A: Level   

GDP -2.430043 (1) -2.937007 (1) 

FDI -0.192221 (1) -2.159522 (1) 

EX -1.564065 (0) -2.267563 (0) 

 B: First Difference  

GDP -5.496494 (1)* -5.486497 (1)* 

FDI -11.88580 (0)* -11.80763 (0)* 

EX -6.211576 (0)* -4.797612 (1)* 

Note: The t statistic refers to the ADF test. The subscripts μ and τ indicates the models that allow for a drift term and 

both a drift and a deterministic trend, respectively.  

 

Asterisks (*) show significance at 5% level. Figures in parentheses indicate the lag length. The critical values are 

obtained from MacKinnon (1991) for the ADF test. ADF test examines the null hypothesis of a unit root against the 

stationary alternative.  

 

Having established that all variables are integrated in the same order, the research proceeds with the Johansen 

multivariate co-integration tests which makes possible to test long-run relationship between the variables. 

 

Before undertaking co-integration tests, it is better to specify the relevant order of lags(p) of the vector 

autoregression (VAR) model. Lag order was determined using the Schwarz information criteria (SC). Lag in VAR 

model is 1 for the model. The results obtained from the JJ method are shown in Table 2 below. 

 

 

 

 

Table 2: Johansen-Juselius Maximum Likelihood Cointegration Tests 

Trace Test Maximum Eigenvalue Test 

Null Alternative Statistic 95 % Critical Null Alternative Statistic 95 % Critical 
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r = 0 

r ≤ 1 

r ≤ 2 

 

r ≥ 1 

r ≥ 2 

r ≥ 3 

 

34.86* 

9.28 

1.14 

Value 

29.79 

15.49 

3.84 

 

r = 0 

r ≤ 1 

r ≤ 2 

 

r = 1 

r = 2 

r = 3 

 

25.57* 

8.13 

1.14 

Value 

21.13 

14.26 

3.84 

Notes: 1) we have employed Schwarz information criteria (SC) in the determination of lag length in the VAR model.  

 2) Asterisks (*) denotes statistical significance at 5%. r stands for the number of cointegrating vectors. 

 

Starting with the null hypothesis of no cointegration (r = 0) among the variables, the trace statistic is 34.86, which is 

well above the 95 per cent critical value of 29.79. Hence it rejects the null hypothesis r = 0, in favour of the general 

alternative r ≥ 1. As is evident in Table 2, the null hypothesis of r ≤ 1 cannot be rejected at a 5 percent level of 

significance. Consequently, we can conclude that there is only one cointegrating relationship involving three 

variables. 

  

Turning to the maximum eigenvalue test, the null hypothesis of no cointegration (r = 0) among the variables, the 

maximum eigenvalue statistic is 25.57, which is well above the 95 percent critical value of 21.13. Hence it rejects the 

null hypothesis r = 0 at a 5 per cent level of significance in favour of the specific alternative, that there is one 

cointegrating vector, r = 1. However, the test fails to reject the null hypothesis of r ≤ 1. This confirms the conclusion 

that there is only one cointegrating relationship amongst the three variables. 

 

Thus, both the trace and the maximum eigenvalue test statistics reject the null hypothesis of r = 0 at the 5 per cent 

level of significance, and suggest that there is unique cointegrating vector. Therefore, there exist a stable long-run 

relationship between GDP, EX and FDI in Nigeria. 

 

After finding cointegration, the causality among variables was investigated. As Granger (1988) points out, if there 

exists a cointegration vector between variables, there is causality among these variables at least in one direction. 

Thus, Granger causality test are employed to determine the causal relationships between these variables. There are 

four possible outcomes regarding causal relationships between variables: unidirectional causality from x and y or 

vice versa; bidirectional causality between the two variables; and, lack of any causal relationship. 

 

In table 3 the causality test results between the variables is reported for Nigeria. Lag length is selected by using the 

SC criterion. The probability values for F statistics are given on the right side of table. If these probability values are 

less than any  level, then the hypothesis would be rejected at that level. We found uni-directional causality running 

from FDI to GDP and EX to GDP. 

 

Table 3: Granger CausalityTests 

Null Hypothesis: Obs F-Statistic Prob. Result 

FDI does not Granger Cause RGDP 

RGDP does not Granger Cause FDI 

41 5.74155 

 2.13497 

0.0216 

0.1522 
FDI  GDP 

EX does not Granger Cause RGDP 

 RGDP does not Granger Cause EX 

41 4.82399 

 0.18128 

0.0342 

0.6727 
EX  GDP 

EX does not Granger Cause FDI 

 FDI does not Granger Cause EX 

41 1.87659 

 2.37591 

0.1788 

0.1315 

 

 

 

5. Conclusion 

In this study we investigated the direction of the relationship between FDI, Exports and economic growth rate by 

using Granger causality test. According to the result of study, we found no reciprocal causality relationship between 

these variables in Nigeria. There is causality relationship from FDI to economic growth and from export to economic 

growth. As a result FDI and exports in Nigeria is one of the factors affecting economic growth. But high or low 

economic growth rate does not have an effect on the presence of exports and FDIs in Nigeria. 
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ABSTRACT 

The paper examines the impact of microfinance institutions on economic empowerment using three microfinance 

institutions in Kaduna state each from the three senatorial districts. The study explored the relationship between 

demand for credit as the regressand while borrowers, collateral, interest rate and Saving as regressors. Secondary 

data were used for the study. The secondary data obtained from the three microfinance institutions each from the 

three senatorial districts were tabulated and analyzed employing the Ordinary Least Square (OLS) using the student 

t-test. The study found out that among the variables that were tested, borrowers was found to be statistically 

significant. This connotes that a desired micro credit will boost the economic position of the people in Kaduna state. 

Thus the study also found out the recent interest rate charged to customers by these microfinance banks is 26% 

which is higher for the survival of micro, small and medium enterprises. This therefore calls for immediate 

downward review of the said interest rate by the concern stakeholders in order to achieve the broad objective of 

providing financial services to the poor. 

 

Introduction 

In most developing countries the demand for microfinance in the provision of credit is pertinent in achieving 

economic empowerment of the poor. This is because most businesses in these countries are micro, small and medium 

in nature which also calls for micro financing. Though microfinance as viewed by Robinson (2001) is a new term 

coming into prominence in the literature in the 1970s with the establishment of grameen bank at Jobra Village in 

Bangladesh by Professor Muhammad Yunus. Prior to then, from the 1950s, the provision of financial services by 

donor or government was mainly in the form of subsidized rural credit which always result in high loan defaulters, 

high losses and the inability to reach the poor rural household. 

 

It was not until 1980s when community banks in Nigeria which later metamorphosed into microfinance began to 

have positive impact on economic empowerment of the people when grameen bank came into existence. Robinson 

(2001) refers to the era 1980 – 1990 as the microfinance decade. 

 

To empower the poor in Nigeria in general and Kaduna State in particular community banks which later assumed the 

position of microfinance were established to provide financial services to the poor. Muhammad (2005) opined that 

with the banking sector reform in 2005 by the government through the Central Bank gave licenses for the 

establishment of microfinance banks in the country. In the process, the existing eighteen (18) community banks in 

Kaduna state metamorphosed into microfinance banks. 

 

Rutherford (2001) juxtaposed that demand for credit enable the poor to create, owned and accumulate assets. Olaitan 

(2001) on his part see microfinance as the provision of credit, service deposit and financial services to poor 

household to create or expand their economic activity. Essien (2007) observed that the conventional financial banks 

provide financial services to only 35% of the economically active population while the remaining 65% are often 

served by the informal financial sector such as money lenders, friends, relations and credit unions. 
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For decades the living condition of most people in Kaduna state is worsening on daily basis. This is evident 

everywhere you go in the state. The haggard faces, the shrinking bodies, the ragged clothing, the rickety vehicles and 

in group of children and youth hanging around with nothing to do in every nook and corner of the state. This is true 

as greater part of the population is poor and lack demand for credit. The reason is because conventional banks 

considers collateral as condition for loans which the poor lack as they (conventional banks) provide financial 

services to only 35% of the active population while the remaining 65% who are the poor lack access to credit. Also 

the bank consolidation in 2005 which led to the higher paid up capital from ₦2 billion to ₦25 billion led to the 

reduction in the number of commercial banks in the country in general and Kaduna state in particular. These banks 

only financed bigger businesses such as oil and gas, import, airtime business and so on. However, most businesses in 

Kaduna state are micro, small and medium in nature which also calls for microfinance institutions to reduce the level 

of poverty. It is base on the above that this paper seek to assess the impact of microfinance institutions on economic 

empowerment of the people of Kaduna state with the expectation that a standard operation of microfinance in the 

study area will boost the economic base of the people 

 

Objectives 

The broad objective of this paper is to assess the impact of microfinance institutions on economic empowerment of 

the people of Kaduna state. To achieve this, the specific objectives include: 

 

i. To asses the performance of microfinance in empowering the people of Kaduna state 

ii. To identify the extend of the impact of microfinance in the state 

 

Conceptual issues 

The concept of microfinance became prominence in the literature by the pioneering work of the 2006 noble price 

winner Professor Muhammad Yunus of Bangladesh in the 1970s who tested practices and built institutions designed 

to provide financial services to the economically poor Bangladesh who lack financial services. The success of his 

work now serves over seven million poor Bangladesh who are mostly women. It has proved difficult to replicate this 

success in practice (Wikipedia 2013). Otero (1999) sees microfinance as the provision of financial services to the 

low income poor and very poor self employed people who lack access to conventional banking due to lack of 

collaterals. 

 

Schreiner and Colombet (2001) assert that microfinance is the attempt to improve access to small deposits and small 

loans for the small household neglected by the mega banks. 

 

Microfinance and microcredit are used interchangeably. Simba (1998) while the latter refers to small loans and the 

former is appropriate where NGOs supplement the loan with other financial services. Microcredit is therefore a 

component of microfinance in the provision of credit to the poor. Akinboye (2007) added that microcredit loan on 

average ranges from $120 to $150 in countries in transition.  

  

Theoretical issues 

The theoretical framework of this paper is developed from the Leviskty and Panos (2006) theory of credit 

mobilization via capital accumulation which expresses how credit is important in providing returns to businesses. At 

low interest rate credit is encouraged which also reduce the level of defaulters. Panos (2006) opined that credit help 

the poor to accumulate their own capital in rural areas. The theory is appropriate to this work as it considers the rate 

of interest as the condition for loan disbursement unlike in conventional banking where emphasis is on collateral 

which the poor lack.  

 

The Baker- Hopkins credit model which the theory on credit mobilization via capital accumulation gives the 

theoretical underpinning as to how credit causes capital accumulation. But there is also a need for a mechanism to 

ensure credit repayments. 

 

Models of microfinance interventions 

Eoin Wrenn Troicare (2005), identify other two models of microfinance intervention as follows 

 

i.  The gremeen Solidarity Group Model developed by Berenbech and Guzman (1994) which emphasized 

peer group pressure where by loans are made to individual in group of four to seven. Group members 
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collectively guarantee loan repayment and access to subsequent loans depends on successful repayment 

by all members 

ii.  Village Banking Model developed by Holt (1994), the model emphasized village banking where by 

NGOs established community managed credit and savings association to provide financial services to 

the poor. According to this model membership ranges from 25 to 50. The members run the bank, elect 

their own officers, established their own by-laws, distribute and collect loans from members. 

 

Empirical issues 
This section focus on the study carried by different authors with regard to the operation of microfinance institutions 

on economic empowerment of the people of Kaduna state. Littlefield and Hashami (2003) undertook a study on the 

impact of microfinance on women in Kaduna state. They found out that credit empowers women and 68% of women 

were making decision on buying and selling of properties, sending their daughters to school and planning their 

families. The outcome of their study was to increased self confidence of women in their household. Fin Mark (2004) 

undertook a study in south Africa  on the relevance of microcredit to the poor and discovered that an increase in the 

number of borrowers on the other hand lead to increase in the demand for credit. Peoples bank of Nigeria (1999) 

undertook a study on microfinance institutions in Kaduna state. Its finding connotes that microfinance are packaged 

to suit the financial need of the poor who lack collateral to operate with mega banks.  

 

Anyawu (2004) undertook a study on access to credit with commercial banks a great challenge, in his study he found 

that credit plays a vital role in an economy because it is seen as key element in modernization process. He buttressed 

that apart from financial constraint, credit may also intensify the adoption of new technology as well as national 

income. Also Rhyne (2007) undertook a research in Nigeria after the introduction of SAP. In his study he saw a 

dramatic growth of small scale enterprises especially in commerce as traditional enrolment in mining and state 

enterprise fell away. He therefore suggested that credit be encouraged to expand the small and boost medium 

enterprise which in the long run boost economic growth and development. 

 

Methodology 

Secondary source of data were used in collecting information in which publications on financial report of 

microfinance in Kaduna state was adopted. The data on the variables that were gathered include: Demand for credit 

(DCR) as the regressand and Borrowers (BRW), Collateral (COLT), interest rate (INT) and savings (SAV) as 

regressors. 

 

The population of this study involves those operating in micro, small and medium businesses in the three senatorial 

districts of kaduna state ranges from shoe shiners, mechanics, hair dressers, food processors carpentry, tailoring, 

hawkers and vendors, repairers of wrist watches, bakers of bread and the like. 

 

Model specification 

The paper adopted the 1969 credit model propounded by Baker and Hopkins and later developed by Happer (2002). 

 

The model is characterized by the following equation on the a priori; 

 

CE = α0+ α1D1 +α2r2 + α3c3 +α4C4+α5i5+ Ui 

Where EC = equity capital 

α0,α1,α2,α3, α4, α5, are parameters of estimates 

D = Amount of loan 

R = Rate of return on assets 

c = Rate of consumption on income earned from asset 

C = Capital 

Ui = error term 

 

The Baker Hopkins model was modified to suit this study using the multiple linear regression model as follows; 

 

Y = β0 + β1X1  + β2X2 + β3X3 + β4X4 + Ui 

This is transformed into the following; 

Y = β0 + β1BRW- β2COLT - β3INT + β4SAV + Ui 

Where  DCR = Demand for credit by borrowers 
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BRW = Number of borrowers within the study area 

COLT = Collaterals required by the banks from borrowers 

INT =    Interest charged by the banks 

SAV = Total savings with the banks 

Ui =      Error term 

 

Method of Data Analysis 

The paper employed the Ordinary Least Square (OLS) estimation to analyze the data using multiple regression 

analysis. However, the student t-test was adopted and the regression result was obtained using E-Views 5.0 computer 

software. 

 

Presentation of result and data analysis 

Data presentation of log values on demand for credit (DCR), borrowers (BRW), collaterals (COLT) and savings 

(SAV) 

 

Year        DCR        BRW        COLT        INT%        SAV 

1990        5.44       1.82         0.48          10             5.76 

1991        5.43        2.43        0.60           10            6.71 

1992         6.75       2.59       0.60          10               7.09 

1993         6.21        1.99       0.48          10              7.01 

1994          4.81        0.30       0.30          11              7.67 

1995          5.57         0.70      0.30           11             6.67 

1996          5.38         1.77       0.48           11             6.93 

1997           6.91         1.94       0.48           11             7.36 

1998           6.60         1.79       0.00           12             7.49 

1999           6.62         1.76       0.48            12             7.59 

2000           6.64          1.80      0.30            12             7.64 

2001          6.70           1.79      0.00             15            7.62 

2002          6.74            2.16      0.48            15             7.65 

2003          6.78           2.53       0.30             21            7.698 

2004          6.79            2.64      0.30            21            7.699 

2005          6.82            2.70       0.30           26             7.75 

2006          6.82            2.70       0.48            26            7.785 

2007          6.83             2.698     0.00           26            7.79 

2008         6.48              1.15        0.30           26            6.77 

2009         6.54               2.28        0.30           26           6.79 

Source: microfinance publications in Kaduna state 2014 

 

Dependent Variable is DCR: 20 observations. 

VAR COEFFICIENT STD ERROR t-stat 

C 1.864160 1.700001 1.090152 

BRW 0.526854 0.174656 3.016522 

COLT -0.2253656 0.748562 -0.338856 

INT 0.001609 0.026108 0.061641 

SAV 0.472513 0.215708 2.190526 

R
2 
= 0.59 Adj R

2
= 0.48 DW = 2.02 F stat = 5.4 

Prob. Stat = 0.0    

Source: computed using computer software E- views 5.0 

 

Analysis of demand for credit (DCR) as independent variables changes 

DCR = 1.864160 + β10.526854 – β20.253656 +β30.001609 + β40.472513 

SE =   (1.700001)    (0.174656)     (0.748562)      (0.026108)     (0.215705) 

 

Since the intercept is 1.86416, it implies that if the independent variables are held constant demand for credit will 

amount to N186m. 
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If the number of borrowers increase by one person demand for credit will increase by 52%. This connotes a positive 

relationship between borrowers and demand for credit. This goes in agreement with the study undertook by Fin Mark 

(2004) where increase in the demand for credit was as a result of an increase in the number of borrowers. 

 

If collateral increase by one, demand for credit will reduce by 25%. This connotes that demand for collateral as a 

condition for loan disbursement reduces demand for credit as most poor lack collateral. This is in agreement with the 

study undertook by Peoples Bank of Nigeria where microfinance are packaged to suit the financial need of the poor 

who lack collateral to operate with mega banks. 

 

If interest rate increases by one percent, demand for credit will reduced by 0.01%. This is in agreement with the 

proponents of the theory of credit mobilization via capital accumulation. Levitksy and Panos express that interest rate 

should be low in developing countries for the poor to be empowered financially. 

 

If savings increase by ₦1million Demand for credit will increase to the amount of ₦47million. This is in agreement 

with the position of Stuart Rutherford who emphasized that microfinance in developing countries should offer 

savings account as enjoyed by advanced countries. 

 

The t-test at 5% level 

Ho: bo =0       Null hypothesis 

Hi: bi ≠0         Alternative hypothesis 

 

For the Constant (C) we do not reject the null hypothesis and conclude that the variable is statistically insignificant. 

 

For borrowers (BRW), we do reject the null hypothesis and accept the alternative hypothesis and conclude that the 

variable is statistically significant 

 

For collateral (COLT), we do not reject the null hypothesis and conclude that the variable is statistically 

insignificant. However, the negative sign implies that the variable is not relevant in the estimation. This goes in line 

with the National Policy on Microfinance which came into force in 2005 and agitated for a collateral free operation 

with microfinance in Nigeria. 

 

For interest rate, we do not reject the null hypothesis and conclude that the variable is statistically insignificant. The 

above estimation shows that one explanatory variable borrower (BRW) was found to be statistically significant. The 

F – Ratio of 5.42 shows that the overall regression model was significant. This implies that the variation in the 

regressand is attributed to changes in the regressors. 

 

An examination of the above model indicated that the coefficient of multiple determinations (R
2
) shows that our 

regression analysis exhibit a good fit and has a strong predictive power. It indicates about 59% of variation in the 

demand for credit is explained by the regressors. This implies that performance of microfinance in Kaduna state have 

impacted positively on the lives of the poor. 

 

The adjusted R
2 

did not reaffirm the fitness of the model with 48% of variation being explained by our regressors. 

However, the rest of the changes are attributed to the factors captured by the error term. 

 

The DW stats of 2.0 shows the absence of autocorrelation. 

 

Summary 

The theme of this paper is centered on the impact of microfinance institutions on economic empowerment of the 

people with particular reference to microfinance in Kaduna state. The regression result of our data obtained for the 

period of 20 years shows that demand for credit is explained by changes in the number of borrowers, collateral, 

interest rate and savings. A high demand for collateral by banks as a condition for loan disbursement certainly 

reduces the demand for credit by 25% as the poor lack collateral. High interest rate discouraged borrowers thereby 

reducing the demand for credit.  
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Conclusion 

The successive factor of economic development is credit facility which serves as a source of finance especially in 

Kaduna state. To encourage entrepreneurship by small scale business owners it is necessary for government to ensure 

competency using financial institutions to assist in this regards. 

 

However, successive governments have not been able to articulate coherent and consistent economic and 

microfinance policies. Most of the policies implemented are western based which contravened the nature and 

structure of our people. They include; Structural Adjustment Program (SAP) which came into force in July 1986 but 

all began in 1982 with the establishment of economic stabilization (Temporary) provision Act by the Shagari Regime 

(Analyst 1986). All these policies were heavily sponsored and supervised by the International Monetary Fund (IMF), 

the international Bank for Reconciliation And Development (IBRD) popularly known as the World Bank. 

Community Banks who later assumed the position of microfinance banks were established to cater for micro, small 

and medium scale businesses but could not due to inadequate capital base. 

 

Recommendations: 

Certain constraints which affect the operation of credit with microfinance in Kaduna state have been observed by this 

paper. Achieving the expected result depends greatly on the following recommended measures; 

 

Since the number of borrowers is statistically significant, it connote that Kaduna state government should intensify 

effort at providing credit to the poor through microfinance as they lack collateral. 

 

Going by 2006 estimate, Kaduna state is third in population after Kano and Lagos States. However, the amount of 

credit disbursed by microfinance is low as the highest amount disbursed in 1997 was less than ₦9million. 

 

The existing eighteen microfinance banks in the state need to be increase to meet the financial need of the poor who 

are everywhere in the three senatorial districts of the state. 
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Abstract 

Exposure to risk may be seen as one of the many dimensions of poverty. The manifestation of risk (as a shock) also 

leads to undesirable welfare outcomes. A shock can push an already income poor household further into poverty, or 

drive a non-poor household below the income poverty line. The study investigates risk in urban and rural areas in 

Nigeria using the 2009 and 2010 Harmonized and General Household Survey data. The objective is to analyze kinds 

of risk household face and to ascertain if urban and rural households are disproportionately exposed to all kinds of 

risks. The study employ the feasible generalized least square (FGLS) estimation and cross sectional analysis and the 

distribution of shocks between urban and rural population were also calculated. The study found, though not 

surprisingly, that urban households are not disproportionately expose to all kinds of risks. However, we found that 

urban households are significantly expose to risk associated with job loss, income, business failure, price increase in 

inputs, food items, kidnapping, robbery and hijacking. While risks such as harvest failure due to fire, poor rain, 

flooding, pest, livestock death, price decrease in output and dwelling demolished are commonly found among rural 

households. 

 

 

1. Introduction 

Risk appears to be one of the major challenges many households face in developing economies especially in the Sub-

Saharan Africa. As a result, these issues have become central in the policy agenda not only in these countries but also 

in the international multilateral institutions. 

 

Exposure to risk may be seen as one of the many dimensions of poverty. Poor households are typically more exposed 

to risk and least protected from it. This exposure has a direct bearing on wellbeing, perhaps even more important is 

how risk exposure causes or increases the depth of poverty. Risk and other factors may lead to unacceptable outcome 

in well-being. The manifestation of risk (as a shock) also leads to undesirable welfare outcomes (Hoogereen et al., 

2004). A shock can push an already income poor household further into poverty, or drive a non-poor household 

below the income poverty line. 

 

Several factors can expose households to risk these include natural disasters such as flooding, impact of climate 

change, crop failure, and some are manmade factors such as wars, communal clashes, kidnapping/hostage taking, 

land dispute,  etc. Large number of people has been refugees, killed or seriously impacted by religion wars, storms, 

insurgencies, floods, pest and diseases and a large and growing proportion of these impacts are in urban and rural 

areas in low- and middle-income nations. 

 

Even risks that are most easily identified such as drought, earthquakes, flood, landslides or price shocks, still require 

a careful identification of those most affected. The results can be surprising, Sen (1981) in his seminal book on 

famines notes that in the aftermath of drought, there is often a dramatic fall in demand for individuals providing 

services, such as barbers and tailors. The individuals tend to be more vulnerable to the consequences of drought, than 

the farmers whose harvest have been destroyed, as the latter tend to be prepared for weather shocks through storage 

and income source diversification. According to Dercon (2005) the most prevalent source of risk within the third 

world is that faced by rural households engaged in agriculture. This risk is related to the rainfall and climate pattern 

and the typical form the risk takes is in terms of a drought and flood. Other risk factors are family illness and deaths. 

In the urban areas important risk factors are fear of unemployment and social exclusion. 

 

Nigeria has embarked on several programmes to eradicate if not minimize risks associated with poverty and this 

raises several questions. According to Alayande and Alayande, (2004), firstly, it is not sure whether the country lacks 

mailto:petermbanta@yahoo.com
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sufficient capacity to mitigate the social risks faced by households and communities, or whether the country has not 

paid sufficient attention to the issues of risk and uncertainty that are important for the understanding of the dynamics 

that often lead households to perpetual poverty.  

 

The objective of the study therefore, is to analyze the type of risks households face in Nigeria and to determine if 

rural and urban households are disproportionately exposed to all kinds of risks.  

 

2. Types of risks households face 
Identifying and distinguishing between different types of risks household are exposed to will be in most cases the 

first step in conducting a risk and vulnerability analysis and then identifying access and effectiveness of mechanisms 

to manage them. Sinha and Lipton (1999) identified different types of risks, firstly as total and partial risks. Total 

risks are those which impact upon a wide spectrum, or the full portfolio, or assets/activities while partial risks only 

influence a particular determinant of well-being. Secondly, risks come in the form of those which are expected or 

predictable and hence are known to some extent, and those risks which are unexpected, unpredictable are unknown. 

Sinha and Lipton (1999) proposed a term ‘Damaging fluctuation (DF) as a description for a known risk while an 

unknown risk is termed as a Risky Damaging Fluctuation. In this respect, a DF can be more or less ‘risky’ depending 

on the extent to which it is known and can be predicted, while Devereux (2001) viewed risks and its differences as 

cyclical risks (such as seasonality), stochastic risks (such as flood-prone locations), and unpredictable downturns 

(such as financial crisis). 

 

Whether a risk should be considered major depends on the characteristics of the other risks. Risks differ, depending 

whether they are natural (floods) or the result of human activity (conflict) and can affect individuals in an unrelated 

manner (idiosyncratic), they can be correlated among individuals (covariate), across time (repeated) or with other 

risks (bunch) (Hoogeveen et al., 2004). Risks differ by their frequency and welfare impact. A risk can be of low 

frequency but of high economic impact or vice versa. It may affect only individual households (for instance, health 

care risk due to bad household cleaning, illness, crop yield shock, property loss due to fire or theft) or may affect all 

people in the same area (for instance, floods, drought, war, prices and financial crisis) (Bhattamishra and Barret, 

2008; Bueno, 2010). The weight of risks can be related to micro-level (individual), meso (sub-national) and macro 

(international). 

 

3. Risk management mechanisms 

The relevance of risk management mechanisms framework is to broaden policy perspective with regards to risk-

related vulnerability. “Social risk management” as used by Holzmann and Jorgensen (2000) refers to the social 

management of risk-how society manages risk (not how to manage social risks). The main idea behind social risk 

management is that all individuals, households and communities are exposed to multiple risks from different sources. 

Yet, the poor are more vulnerable since they are typically more exposed to risks and have access to fewer risk 

management instruments that can allow them to deal with these risks (Holzmann, 2003). 

 

Social risk management can take place at different moments – both before and after the risk occurs. The goal of ex 

ante measures is to avoid the risk from occurring (risk prevention), or, if this is not possible, to reduce its impact 

(risk mitigation). If risk prevention and mitigation do not work, or not completely it leaves households with the 

residual option of coping with the shock once it occurs (ex-post). Social risk management distinguishes three main 

categories of arrangements to deal with exposure to risk: 

 

i) Informal 

ii) Market based; and 

iii) Public arrangement (Hoogeveen et al., 2004). 

 

While formal insurance and credit markets are limited in rural areas of most low-income countries, various informal 

risk-coping mechanisms are widely utilized. In general, these mechanisms can be classified as risk mitigation, self 

insurance, and risk transfer. Rural household can mitigate risk by choosing to produce lower risk outputs (e.g. 

cassava instead of maize), employing risk reducing inputs (e.g. irrigation), share tenancy, and diversifying income 

sources. However, the extent to which households can utilize any of these strategies is highly conditioned on local 

climatic, technological and market conditions as well as on household asset levels (Barnett et al., 2008; McPeak and 

Barrett, 2001; Zimmerman and Carter, 2003). 
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If risk management and coping mechanisms are inefficient then households may bear high welfare costs in terms of 

the volatility of their consumption, in particular food consumption. A recent concern is that such welfare costs are 

particularly high if risk affects the incentives to save and invest. In developed economies households can use 

relatively safe assets for consumption smoothing. An increase in risk then induces an increase in “precautionary 

saving”. In many developing countries, the assets used for consumption smoothing are themselves subject to 

substantial risk. Livestock, for example, may fall ill, die or be stolen, or, on the positive side, yield offspring. If 

assets themselves are subject to risk then an increase in risk may lead to lower saving (Gunning, 2010. In this way, 

shocks can have long lasting effects (Elbers et al., 2007). 

 

Many informal institutions involve risk pooling and can therefore be seen as forms of risk coping with social 

interaction. Health risks are often dealt with by labour sharing which entitles a household with an ill worker to seek 

assistance in the form of labour by others, e.g. during harvesting. Sometimes credit is arranged in such a way that 

repayment is only due when the borrower has a normal income (contingent credit). This enables a debtor to postpone 

repayment of his debt when he has suffered a shock, thereby shifting part of the risk to the creditor (Udry, 1994). 

Such an informal institution can be seen as a mixture of credit and insurance (Gunning, 2012). 

 

In a rural society, a farm household can manage risk through diversification by engaging in a variety of economic 

activities, by farming plots in different locations, or by letting some members migrate to a city to participate in the 

urban economy. Just as in the case of diversified financial portfolio such diversification reduces the volatility of 

household income provided the incomes generated by different activities or different plots are imperfectly correlated. 

Rural households in developing countries often take diversification quite far. They pay a high price for such risk 

management by foregoing the gains from specialization (Collier and Gunning, 1999). 

 

A key contribution of the Social Risk Management (SRM) framework (Hoogeveen et al., 2004) is to highlight the 

importance of ex ante strategies, constraints and processes, rather than ex-post outcomes. SRM overlaps with social 

protection to the extent that it provides policy instruments that offer a means of overcoming exposure to risk. 

 

4. Links between different kinds of risks  

There are varieties of modes of understanding risks and such perceptions will change considering the experience of 

the individual and the social and cultural setting in which these understandings are formed. In this sense, it should be 

recognized that “risk perception and assessment are grounded in the cultural norms and values that govern and are 

embedded in the relationship that human communities have with their physical and social environment” (Oliver-

Smith, 1996). Moreover, there is a need to move away from just viewing the perception of risks as being constrained 

solely by imperfect information but to recognize the relationship between structure and agency which can determine 

an understanding of, and response to, risk (Wisner 1993; Kothari, 2002; Prowse, 2003). 

 

Whilst the traditional understanding of the perception of risk would contrast the everyday “inaccurate” and 

“irrational” perceptions of people against the ‘real’ probability of risk (Oliver-Smith, 1996, P.319), Smith (1996) 

outlines three general modes of understanding risk in relation to hazards: 

 

Determinate perception – An understanding that seeks to impose order upon the random nature of risks and hazards, 

often by reference to an order or cycle of events. 

 

Dissonant perception – Essentially threat denial, this type of understanding questions occurrence of past risks and 

hazards or rationalizes them as ‘freak’ events. 

 

Probabilistic perception – Most closely connected to idea of an information responsive national evaluator of risk, this 

type of interpretation acknowledges the random nature of risks and their potential consequences. Often is associated 

with placing the responsibility of the threat to a higher authority such as God or government. 

 

Hoddinott and Quisumbing (2003) argued that household exists within five settings – physical, social, political and 

legal and economic. The physical setting refers to natural phenomena such as the level and variability of rainfall, the 

natural fertility of soils, distance to market and quality of infrastructure. The social setting captures such factors as 

the existence of certain norms of behaviour of social cohesion and strife. The legal setting can be thought of as the 

general ‘rules of the game’ in which exchange takes place which, in turn is partly a function of the political setting 

which captures the mechanisms by which these rules are set. Finally, there is an economic setting that captures 
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policies that affect the level, returns and variability of return on assets. These settings will vary between the local, 

regional, national and global levels. Settings include covariate or common source of risk (e.g. floods, pollution, 

social or political unrest), ex-ante risk management instruments (actions that reduce risk, reduce exposure to risk or 

mitigate its adverse impact; e.g. infrastructure construction enables markets to function more effectively, reducing 

the adverse impact of drought on consumption) and ex-post responses to shock (e.g. the provision of public works). 

It is not only exposure to risks that may lead to unacceptable outcomes in well-being. The manifestations of risk (as a 

shock) also lead to undesirable welfare outcomes. Apart from the physical and psychological consequences for well-

being from experiencing a shock, its consequences can be highly undesirable (Hoogeveen et al., 2004). If households 

have the option to insure against the negative consequences of shocks, risk will have a limited impact on welfare. 

 

However, there exists a dearth of micro level evidence in general on the impact of risk on household’s consumption. 

Dercon (2004b) appears to be amongst the stream of researchers who attempted to rigorously shed more light on the 

risk implications on consumption. Dercon studied the determinants of consumption growth (1989-97) using panel 

data from villages in rural Ethiopia based on a micro growth model, controlling for heterogeneity. Result revealed 

that consumption grew substantially, but with diverse experiences across villages and individuals. A key focus is on 

whether shocks affect growth and rainfall shocks have a substantial impact on consumption growth. Finding related 

to the persistent effects of rainfall shocks and the famine crisis imply that welfare losses due to the lack of insurance 

and protection measure are well beyond the welfare cost of short term consumption fluctuations. 

 

In Tanzania, Sarris and Karfaris (2006) applied household survey in two export crop producing regions in rural 

household. Results showed that covariate risk faced by rural households that arises from crop production is 

substantial and increases with farm size. Overall covariate risk is found to constitute smaller shares of total 

consumption risk in the wealthier region, but a dominant share in the poor region. Ligon (2011) used similar 

methodology as Sarris et al and also provided methods for computing risk using data on expenditure from repeated 

cross-sections of household data and relate these to Atkinson’s family of inequality measures. Data developed were 

from household level Ecuadorean from 1995 to 2006. Result showed that the crisis of the nineties was not only a 

large shock for the country but greatly increased risk faced by individual households which was subsequently 

translated into greater inequality. Levels of rural risk are considerably greater than urban; rural risks tend to be the 

consequences of spatial shocks, while urban risks are much more idiosyncratic in nature. 

 

Small-holder farming households in most developing countries live in environments that are characterized by 

substantial risk. Makoka (2009) analyzed household consumption smoothing behavior with an asset-based 

framework at household and community levels using a two-period panel data set on 259 rural household in Malawi. 

The result showed that while consumption smoothing takes place at the household level, it is not perfect. Food 

consumption is protected more than non-food consumption and risk sharing also takes place at the community level. 

This indicates that social protection programmes should promote household asset accumulation to enable rural 

households manage livelihood risks better. 

 

In a more recent study by Useche (2012) examined the impact of natural disaster risk on long time poverty rates 

using a decadal panel of Indonesia household data and existing static poverty analysis with a dynamic perspective 

and expected consumption as a measure of welfare. They found among other things, that natural disaster risk is 

disproportionately impacting consumption-constrained households and hence increases projected poverty rates. To 

the best of our knowledge, there have been no efforts in Nigeria to estimate the impacts of rural and urban risk on 

household’s consumption. The objective of the study therefore, is to analyze the type of risks households face in 

Nigeria, and to determine if rural and urban households are disproportionately exposed to all kinds of risks. 

 

 5. Methodology and Data 
Using the second best solution since panel data is not readily available in Nigeria for this kind of study, we adopted 

the framework proposed by Christiaensen and Subbarao (2001) and Chaudhuri, Jalan and Suryahadi (2002) with 

cross sectional survey to conduct an in-depth analysis of risk in Nigeria. In order to describe the framework for our 

analysis, let the household’s i consumption in period t be determined by a set of variables Xi. Hence the consumption 

function for this household can be specified as: 

 

 

i i ilogCon βΧ e .........................................................................................................1 
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where logConi is the log of per capita household consumption, Xi a set of household as well as community 

characteristics, and ei the part of households’ consumption that cannot be explained.  According to Chaudhuri, Jalan 

and Suryahadi (2002) this error term, or the variance in consumption of otherwise equal households, captures the 

impact of both idiosyncratic and community specific covariate shocks on households’ consumption and that this 

variance is correlated with observable household and community characteristics. 

 
2

ei iσ θX ......................................................................2  

 

Chaudhuri (2000) assumes that the variance of the error term in equation (1) is not equal across households, 

reflecting the impact of shocks on consumption; that is, the error term is assumed to be heteroscedastic. Using OLS 

for an estimation of   and    would therefore lead to unbiased but inefficient coefficients. 

 

The study employs the Harmonized and General Household Survey data 2009 and 2010 that contains information for 

the various risks under consideration and therefore suffices for the analysis. 

 

6. Presentation and Interpretation of Result 

The analysis of the distribution of shocks between urban and rural (population weight used) In Nigeria are therefore 

presented below; 

 

Table 1: Distribution of Shocks between Urban and Rural (population weight used) 

Shocks Urban Rural Total 

Vulnerability 0.196 0.498 0.420 

 (0.0895) (0.131) (0.179) 

Death_adult_working 0.139 0.137 0.138 

 (0.347) (0.344) (0.345) 

Death_remittance_sender 0.0822 0.0858 0.0849 

 (0.275) (0.280) (0.279) 

Illness_income_earner 0.100 0.0630 0.0726 

 (0.300) (0.243) (0.259) 

Loss_imp_contact 0.0295 0.0329 0.0320 

 (0.169) (0.178) (0.176) 

Job_loss 0.0590 0.00658 0.0202 

 (0.236) (0.0808) (0.141) 

Migration_income_earner 0.0250 0.00438 0.00974 

 (0.156) (0.0661) (0.0982) 

Business_failure 0.0393 0.0301 0.0325 

 (0.194) (0.171) (0.177) 

Theft_crops_livestock 0.0304 0.0391 0.0369 

 (0.172) (0.194) (0.188) 

Harvest_failure_fire 0.00268 0.0106 0.00858 

 (0.0517) (0.103) (0.0922) 

Dwelling_demolished 0.00983 0.0272 0.0227 

 (0.0987) (0.163) (0.149) 

Harvest_fairlure_poor rain 0.0366 0.108 0.0893 

 (0.188) (0.310) (0.285) 

Harvest_fairlure_flooding 0.0152 0.0698 0.0557 

 (0.122) (0.255) (0.229) 

Harvest_fairlure_pest 0.0143 0.0435 0.0359 

 (0.119) (0.204) (0.186) 

Property_loss 0.0116 0.00689 0.00812 

 (0.107) (0.0827) (0.0897) 

Livestock_death 0.0206 0.0808 0.0652 

 (0.142) (0.273) (0.247) 

Price_increase_input 0.0402 0.0310 0.0334 
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 (0.197) (0.173) (0.180) 

Price_decrease_output 0.0125 0.0213 0.0190 

 (0.111) (0.144) (0.137) 

Price_increase_food_items 0.159 0.140 0.145 

 (0.366) (0.347) (0.352) 

Kidnapping_robbery_hijacking 0.0697 0.0207 0.0334 

 (0.255) (0.142) (0.180) 

Other_shocks 0.0831 0.0345 0.0471 

 (0.276) (0.182) (0.212) 

Observations 4312   

 

In terms of distribution of shocks between urban and rural dwellers, rural dwellers have the highest rate of 

vulnerability of approximately 45% than the urban settlers with a vulnerability of 20%. The results also indicate that 

the urban and rural dwellers share the same level of shock associated with the death of adult working personnel with 

an approximate rate of 20%. In terms of death of remittance sender urban dwellers take a slight share over rural 

dwellers, there share is 8.2% while that of rural dwellers is 8.6%. In terms of shock associated with illness of income 

earner, urban area takes the higher share of 10% while the rural area takes 6%. Shock associated with loss of 

important contact is higher in the rural area than urban area with a slight difference. This is in contrast to shock 

associated with job loss that is higher in urban area than rural area (this is actually expected as most urban dwellers 

are workers). 

 

In terms of migration of income earner and business failure, urban areas also takes the lead ahead of rural areas, 

whereas the rural takes the lead in shock associated with theft of crops and livestock. The trend continues for shocks 

associated with harvest failure due to fire, harvest failure due to poor rain, flooding, dwelling demolished, harvest 

failure due to pest and livestock death. These are all shocks associated with agricultural production where the rural 

areas ought to take the lead as the table shows. It could however be justified by the fact that rural areas are much 

more involved in agriculture than the urban areas. Other shocks where the rural area takes the lead are shocks 

associated with price decrease in output, while the rest of the shocks (price increase in input, price increase in food 

item and kidnapping, robbery and hijacking) have the urban area taking the lead. 

 

7. Conclusion and Policy Recommendation 

The above analysis depicts the types of risk Nigerian households in both urban and rural areas faced. Risks/shocks 

associated with agricultural activities are higher in rural areas than urban areas, while shocks associated with income, 

and remittance are higher in the urban areas than in the rural areas. This indicates that urban households are not 

disproportionately exposed to all kinds of risks. Urban household dwellers are mostly disproportionately exposed to 

risks associated with income, loss of job and remittance, price increase in input and kidnapping/robbery/hijacking. 

 

Food for all can be achieved by increasing farmers incentives through income, such as credit allocation at 

concessionary interest rate, agro ecological extension package, insurance and improvement in the socio-economic 

welfare of the rural and urban households engaged in agriculture. In these respect, it would help to eliminate shocks 

associated with price increase in food. Another option would be to subsidize intensively the type of products that 

serves as inputs and outputs, provided practical problems such as food leakages can be overcome through production 

support services. 

 

References 

 

Alayande, B. & Alayande, O. (2004). “A quantitative and qualitative assessment of vulnerability to poverty in 

Nigeria”, Being a paper submitted for presentation of CSAE Conference on poverty reduction, and Human 

Development in Africa, March 2004. 

 

Barnett, B., Barrett, C. B. and Skees, J. R. (2008). “Poverty traps and Index-based risk transfer products”, World 

Development 36 (10) :1766-1785. 

Bhattamishra, R. & Barrett, C. (2008). “Community-based risk management arrangements: Implications for social 

funds”, World Development 38 (7): 923-33.  

 



 

ICSSL -2015 | A Diagnosis of Rural and Urban Household’s Risk: A Developing Country’s Evidence 

from Nigeria 

271 

 

 

ECONOMICS International Conference on Social Science and Law 

Bueno, M. (2010). “Micro Insurance: The Ugly Duckling in financial services to the poor”, 

http://www.microinsurancenetwork.org/ 

 

Chaudhuri, S. (2000): “Empirical methods for assessing household vulnerability to poverty”, Mimeo, School of 

international and public affairs, Columbia University, New York. March. 

 

Chaudhuri, S., Jalan, J. & Suryahadi, A. (2002). “Assessing Household vulnerability to poverty: A methodology and 

Estimates for Indonesia”, Discussion Paper, No. 0102-52, Columbia University. 

 

Christiaensen, L. & K. Subbarao (2004). “Towards an understanding of household vulnerability in rural Kenya”, 

World Bank, Policy Research Working Paper 3326. 

 

Collier, P. & J. W. Gunning (1999). “Explaining African Economic Performance”, Journal of Economic Literature, 

37, 64-111. 

 

Dercon, S. (2004). “Growth and shocks: Evidence from Rural Ethiopia”, Journal of Development Economics, 74(2): 

309-29. 

 

Dercon, S. (2005). “Risk, Poverty and Vulnerability in Africa”, Journal of African Economies 14(4): 483-488. 

Devereux, S. (2001). “Livelihood insecurity and social protection”: A Re-emerging issue in Rural Development, 

Development Policy Review, 19 (4): 507-519. 

 

Elbers, C., J. w. Gunning and B. Kinsey (2007). “Growth and Risk: Methodology and Micro Evidence”, World Bank 

Economic Review, 21: 1-20. 

 

Gunning, J. W. (2010). “Risk and savings: a Taxonomy”, Economics Letters, 107, 39-41. 

 

Gunning, J. W. (2012). “Risk Management and Coping Mechanisms in Developing countries”. Report produced for 

the Government Office of Science, Foresight project ‘Reducing Risks of Future Disasters: priorities for Decision 

Makers. 

 

Hoddinott, J. & Quisumbing, A. (2003). “Method for Microeconometric Risk and Vulnerability Assessments”. 

Social Protection Unit, Human Development Network, The World Bank. 

 

Holzmann, R. & S. Jorgensen (2000). “Social risk management: A new conceptual framework for social protection 

and beyond”. Social Protection Discussion Paper No. 0006. Washington, D. C. World Bank. 

 

Holzmann, R. (2003). “Risk and vulnerability: The forward looking role of social protection in a globalizing world”, 

In: E. Dowler and P. Mosely (Eds.): Poverty and Social Exclusion in North and South, London and New York 

(Routledge). 

 

Hoogeven, J., Tesliuc, E., Vakis, R. & Dercon, S. (2004). “A Guide to the analysis of risk, vulnerability and 

vulnerable groups”, Social Protection Unit, Human Development Network, The World Bank. 

 

Kothari, U. (2002). “Migration and Chronic Poverty” CPRC Working Paper 16, Institute for Development Policy 

and Management, University of Manchester, (www.chronicpoverty.org). 

 

Ligon, E. (2011). “Measuring risk by looking at changes in inequality: Vulnerability in Ecuador”. CUDARE Working 

Paper Series 1, 1095. 

 

Makoka, D. (2009). “Do rural households smooth their consumption”? Applying an asset-based approach to the 

case of Malawi. 

McPeak, J. G. & Barret, C. B. (2001). “Differential risk exposure and stochastic poverty traps among East Africa 

pastoralists”. American Journal of Agricultural Economics, 83: 674-679. 

 



 

ICSSL -2015 | A Diagnosis of Rural and Urban Household’s Risk: A Developing Country’s Evidence 

from Nigeria 

272 

 

 

ECONOMICS International Conference on Social Science and Law 

Oliver-Smith, A. (1996). “Anthropological Research on Hazards and Disasters”. Annual Review of Anthropology” 

25, 303-328. 

 

Prowse, M. (2003). “Towards a clearer understanding of vulnerability in relation to chronic poverty”, Chronic 

Poverty Research Centre ISBN No. 1-904049-23-0 

 

Sarris, A. and Karfaris, P. (2006). “Household vulnerability in Rural Tanzania” FAO commodity and Trade Policy 

Research Working Paper No. 17. Rome, Italy. 

 

Sen, A. (1981).“Poverty and Famines: An essay on entitlement and deprivation” Clarendon Press: Oxford. 

 

Sinha, S. & Lipton, M. (1999). “Damaging fluctuations, risk and poverty:” A Review Background Paper for the 

World Development Report 2000/2001, Poverty Research Unit, University of Sussex.. 

 

Smith, K. (1996). “Environmental Hazards: Assessing risk and reducing disaster” London: Routledge. 

 

Udry, C. (1994). “Risk and Insurance in a Rural Credit market: An Empirical Investigation in Northern Nigeria”, 

Review of Economic Studies, 61, 495-526. 

 

Wisner, B. (1993). “Disaster vulnerability: scale, power and daily life”, Geojournal, 30 (2): 127-140. 

 

Zimmerman, F. J. & Carter, M. R. (2003). “Asset smoothing, consumption smoothing and the reproduction of 

inequality under risk and subsistence constraints”. Journal of Development Economics, 71, 233-260. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

ICSSL -2015 | The Determinants of Primary School Attendance in Nigeria 273 

 

 

ECONOMICS International Conference on Social Science and Law 

The Determinants of Primary School Attendance in Nigeria 
 

Hadiza Musa 

Economics Department 

Nigerian Turkish Nile University 

Abuja, Nigeria  

khadijannalo@gmail.com 

 

 

Abstract 

Education is a potent factor in the development of societies. The study explores the determinants of primary school 

attendance in Nigeria. Using data from the Nigerian Demographics Health Survey (NDHS), the individual, 

household and community level characteristics of children aged between 5-15 years are explored. Using a probit 

model to estimate the likelihood of school attendance, the findings suggest that household wealth, parental education 

and ethnicity are key determinants of primary school attendance in Nigeria.  

 

Key words: Education, Development, Primary school, Probit model. 

 

INTRODUCTION 

Education is essential to the development of a country. Ancient Greek philosophers, Aristotle and Plato believed that 

education is fundamental to the moral fulfilment of individuals and the well-being of the society in which they live in 

(Stonehouse, Allison, & Carr, 2011). Over the years, research has supported this conventional wisdom (Cooray, 

2010; Hanushek & Wößmann, 2007; Lauder, Brown, Dillabough, & Halsey, 2006). Barro (1991) and other growth 

regression studies showed that education has a positive effect on economic growth. Education affects growth through 

various channels; such as innovation, productivity and human capital (Borensztein, De Gregorio, & Lee, 1998). 

 

Education for all children has been a pressing issue concerning all countries. The second Millennium Development 

Goal (MDG) aims to provide universal primary education by 2015. Developed countries are closer to achieving the 

MDG education goal than developing countries (UNESCO, 2014). Despite these efforts, there are still a large 

number of children not attending school, especially in Sub-Saharan Africa. The bulk of the out of school children 

reside in Nigeria (UNICEF., 2007) making Nigeria the country farthest away from achieving the MDG goal by 2015. 

This is of major concern given the widely acknowledged importance of education to economic development (Barro, 

1991; Mankiw, Romer, & Weil, 1992). The Nigerian government plays a vital role to the success of economic 

development through education.   

 

One of the key issues the government needs to address is the way to get people to attend schools. This will be 

answered once we begin to understand what determines a child attending school. The first stage of a chid attending 

school is the primary school level. Primary school education is the bedrock of education pursuit. It provides the 

opportunity of access route into post-primary education system, as well as financial benefits. The persistence of low 

primary school attendance could hinder the country’s overall progress. This study examines the key determinants of 

primary school attendance within the context of individual, household and community characteristics in Nigeria.  

 

The overall objective of this study is to present substantial evidence pertaining to the determinants of primary school 

attendance in Nigeria. The study aims to show the key variables influencing the school attendance of children with a 

focus on individual, household and community characteristics. This study also aims to suggest some policy 

improvement. 

 

There has been no research dedicated to accounting for the determinants of primary school attendance in Nigeria 

using the Nigerian Demographic Health Survey (NDHS) 2013 data set although, other studies using other data sets in 

this area have been conducted (Olaniyan, 2011). The general consensus from these studies show that the key 

determinants of primary school attendance are: parental education, income and gender.  

 

The structure of the paper is organised as follows. The next section (Section 3) provides a description of the data 

used and discusses the Nigerian education system. Section 4 provides a discussion of the empirical strategy, Section 

5 is the presentation of results. Then section 6 presents some discussion points and Section 7 offer some policy 

considerations and conclusion. 

mailto:khadijannalo@gmail.com
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1. METHODS  

1.1 Data 

The data used in this study is from the Nigerian Demographics Health Survey (NDHS) conducted in 2013. The 2013 

NDHS is the fourth Demographic and Health Survey (DHS) conducted in Nigeria since 1990. It is implemented by 

the National Population Commission (NPC) and has a national representation of the Nigerian population. NDHS is a 

household survey containing information on background characteristics of the respondents. The focus groups were 

women and men aged between 15-49 years in randomly selected households across Nigeria.  

 

Sample data of 178,894 individuals in households in the 2013 DHS was collected. Given that this study aims to 

explore the determinants of primary school attendance, this sample size has been filtered to include only those focus 

group individuals aged between 5 and 15 who are defined to be in primary school.  Information on the parents of the 

individuals was also used in the data analysis.  

 

Households containing missing values for the variables of interest (e.g., children with no information on parents) of 

this study were eliminated. The overall sample size, after filtering the data, for the empirical work is 31,598 

individuals.  

 

A possible limitation of the survey data set is that it does not provide information on some community variables; 

such as distance to school and school quality characteristics. Another limitation might be missing values of surveys, 

this study tackles this problem with the use of dummy variables for the missing values.  

 

1.2. Dependent variable  

The dependent variable of interest to this study is primary school attendance. The NDHS survey asked respondents: 

‘are you currently attending school or have attended at some time during the past 12 months.’ The response to this 

question has been used to construct a dummy variable on school attendance (0= does not attend school and 1= 

attends school). The phrasing of this question means that a child coded one might have dropped out at some point; 

therefore, the response should not be interpreted as a measure of current attendance.  

 

1.3. Explanatory variables  

The explanatory variables examined are the individual, household and community levels with a focus on the 

characteristics of each level. 

 

Individual level 

The individual level consists of the gender, age and age squared of the children. The issue of gender is one of the key 

variables of interest in this study. Gender is captured using a dummy variable where female =1 and male =0. The age 

of the children is analysed in 2 groups for robustness and to capture late school enrolment. The first group is the 

overall ages of interest aged 5-15, and the second group is children aged between 12-15 years. For each of these 

categories, a separate model, for male and female is estimated.  

 

Household level 

The household level comprises of the demographic structure and welfare status of the household. The average 

Nigerian household consists of about five people. The number of people in the household is accounted for in the 

model. The gender of the head of household provides information on whether women or men are more likely to have 

their children attend school, although only 19% of households are headed by women (NDHS, 2013). Wealth index is 

used as a proxy for expenditure and income. The level of household wealth is grouped into five quartiles, namely; 

poorest, poor, middle, richer and richest. In the main analysis of this study middle, richer and richest are grouped 

together to form the rich category. Hence, three groups (poorest, poor and rich) are used in the analysis. The 

educational level of parents is a key variable in the study. Educational attainment in indicated as no education, 

primary education, secondary education, or higher education. Parents with no level of education are the reference 

category. The child’s relationship to the head of household and the parent’s marital status are controlled for in the 

model. Another variable that is controlled for is whether the child has access to a means of transportation or not. The 

type of cooking fuel used in the household is included in the regression. It can be viewed as an indication of 

opportunity cost since collection of firewood is a household chore that the children perform in the household.  

 

Community level 
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Community level characteristics consist of rural- urban areas and the child’s region. Since, we have no information 

on the distance to school, the regional characteristics are used as a proxy. Another variable of interest is the ethnicity 

of the child, this variable is important because Nigeria is heavily culture based on over 250 ethnics groups. There are 

three major ethnic groups, namely: Hausa, Yoruba and Igbo. Five variables account for ethnicity in this study; the 

three major groups, Kanuri and other ethnicity. Another community level variable is the source of drinking water as 

this may inform the health status of the children and distance to the water source. Lack of electricity in the household 

is another variable that is examined due to the problem of access to electricity in Nigeria.     

 

All the categorical variables are expressed as dummy variables in the regression. Table A1 in the appendix provides 

a full description of the variables used in the analysis. The descriptive statistics reported captures a nationally 

representative picture for Nigeria. 

 

2. EMPIRICAL STRATEGY 

The objective of this study is to explore the determinants of child attendance in primary school in Nigeria. A probit 

model is used in estimation given the limited binary nature of the dependent variable. The event is captured by a 

binary or dummy variable (0, 1). Other models can be used like the linear probability model (LPM) or the logit 

model. The LPM though easy to compute, has three main problems, namely, it may lay outside the 0,1 bound that 

delineates the range of dependent variables, errors are hetroscedastics and errors follow a binomial distribution. 

Given the major limitations of the LPM, most studies use either the probit or logit model. This study provides the 

LPM for comparison purposes only.  

 

The probit model is generally motivated by reference to a latent (i.e., unobservable) continuous dependent 

variable     
   and links it to an observable binary variable   

 
 (Reilly, 2014). The latent dependent variable model is 

usually expressed as a linear function of a set of explanatory variables as follows: 

 

 
 
      

                                                                                                                                      

 

Where    ~ N (0,     ),  
 
  ~ N (  

   ,   ), and subscript          . The error term     is assumed normally 

distributed with a mean of zero and constant variance   . The values of the unobservable variable are measured on 

the real line and, in this case, reflects the underlying propensity of an individual to attend school.  

 

If  
 
  > 0 then  

 
 = 1, and if  

 
   0 then  

 
 = 0                                                      [4] 

 

Thus, if the latent dependent variable exceeds zero, the event occurs. If it is less than or equal to zero, the event does 

not occur. In this case, if the latent variable exceeds zero, the child attends primary school and if not, the child does 

not attend primary school. This approach links a discrete observable dependent variable to a continuous 

unobservable dependent variable. The probability can be linked to the unobservable variable as follows: 

 

Prob [ 
 
 = 1] = Prob [ 

 
  > 0]                                                                                 [5] 

 

The dependent variable of interest in this study is primary school attendance. The event in the model, therefore, is the 

probability that an individual is currently attending primary school or has been at primary school in the last 12 

months. The probability that a child attends primary school in the year 2013 may be expressed as: 

 

Prob [Attend  = 1] =      
                                                                                 [7] 

 

Where    is a vector of individual, household and community level characteristics taken to influence the probability 

of attendance for individual  ,    denotes a vector of unknown parameters to be estimated, and       denotes the 

standard normal cumulative function. 
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For interpretation purposes the marginal and impact effects of the probit model are computed. The marginal effect is 

computed for continuous and the impact is computed for dummy variables. The probit model is estimated using the 

maximum likelihood technique
6
. 

 

3. RESULTS 

3.1 Descriptive statistics 

The dependent variable and explanatory variables used for the empirics of this study are presented in Table 1. The 

dependent variable is a binary variable that takes the value of 1 if a child attends or attended school sometime in the 

last 12 months and 0 otherwise. A total of 31,598 children was observed. Column (1) shows the mean proportion of 

the variables. The results suggest that 62% of children attend school and 48% of the children are female. The age of 

the children range from 5-15 years and average age of the children in the sample is 8 years old.  

 

3.2 Regression estimates of primary school attendance 

One of the main regression estimates of this study is presented in Table 2. The table shows three models; the linear 

probability model (column 1), the probit model (column 2), the probit marginal and impact effect (column 3) and the 

fixed effects model (column 4), respectively. Given the limitations of the linear probability model the probit model is 

the most suitable model for this study. 

 

The empirical results for the marginal and impact effects of the probit model provides some interpretational insight 

into the determinants of primary schooling in Nigeria. The variable that appears to be the most important determinant 

of primary school attendance in Nigeria is the household wealth of the children, with children from rich households 

being more likely to attend compared to children from poorest households (see table 2, Column (3)). For instance, 

children from poor households are approximately 14 percentage points more likely to attend school than children 

from the poorest households, on average and ceteris paribus. Likewise, children from rich household are 26% points 

more likely to attend than those from the poorest households. 

 

There is presence of a strong intergenerational effects of education in the results. With an increasing level of 

education of the parents, the probability of school attendance for children in the household rises. This may suggest, 

all things being equal, that parents with primary school education are more likely to have their children in school 

than parents with no education. The effect of parental education on children is very similar regardless of father or 

mother. The only difference is that father’s education has a larger impact on children, if the father has higher 

education, in comparison with a father with no education. Similarly, mother’s education exerts a larger impact on 

children, if she has secondary school education, relative to a mother with no education. For instance, children with 

mothers and fathers that have higher education, relative to no education, are ceteris paribus, 22 and 23 percentage 

points more likely to attend school, respectively. This emphasises the importance of educating the children of today 

because it increases the probability of the future generation attending school. 

 

Finally, the study conducts robustness checks. The results are corrected for heteroscedasticity, with adjustment based 

on the White (1980) procedure, this is evident in the standard errors reported. The estimation for school attendance 

with inclusion and exclusion of variables provides insight into the robustness of the model. The robustness of the 

model is observed based on how well the model fits with the changes. With the inclusion of more controls, the 

magnitude of all the variables tend to decreases except gender. Overall, the model is robust and fit, as all variables 

remain statistically significant at the 1% level. 

 

4. CONCLUSION 

This study examined the factors that determine whether a child attends primary school in Nigeria. Data was used 

from the 2013 Nigeria Demographics Health Survey (DHS) 2013 to contribute to the existing empirical literature on 

Education system in Nigeria.  

 

The estimated results are generally in line with findings from the literature on what determines school attendance. 

The empirical strategy adopted was the probit model. The key factors that determine a child attending school are: 

parental education, household wealth and ethnicity.  

 

                                                 
6
 All estimation was carried out using STATA econometric package (version 12.1) 
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The main contribution of this study is the findings from the use of the recent dataset, from the NDHS 2013. The key 

findings are individual, household and community characteristics of children are important determinants of school 

attendance, particularly, household wealth and parental education. Therefore, this study both updates and contributes 

to the previous Nigerian literature on the determinants of primary school attendance. The findings could be relevant 

to other developing countries experiencing similar issues as Nigeria. 

 

This study does not take into account the school characteristics, due to data availability. However, the demand 

factors explored in this study, are sufficient enough to draw out education policy implications for Nigeria. 

Improvement in data availability and accuracy would be desirable to examine child labour supply decision and 

school characteristics such as distance to school, quality of school and students test scores. Another limitation of this 

dissertation is the possibility of omitted variable bias, the use of Panel data would have assisted to overcome this 

problem.   

 

Further studies might find it interesting to analyse the determinants of school attendance from the private vs public 

schools spectrum and rural-urban disparities. Another interesting aspect to explore might be the integration of child 

labour decisions and the perception of education from both parents and children. The use of panel data to analyse the 

school attendance in Nigeria over time, could also be examined in future studies.  

 

To develop effective policies it is necessary to understand why children do not attend school or what determines why 

a child attends school. One of the key determinants that emerged from this study is household wealth. The main 

policy implication that emerged from this study is the need to enforce tuition free education through the UBE 

programme. Providing free education to all primary school children will likely improve the school attendance rates in 

Nigeria. Along with the tuition free implementation, the UBE could invest in order forms of educational support such 

as school feeding programmes and conditional transfer programmes. Since parental education is another key factor in 

school attendance, government should invest in educating the adults and providing free seminars on importance of 

education to their children and the society as a whole. Factors such as improved source of drinking water, access to 

electricity and transportation can be improved as these affect school attendance is positively. For instance, provision 

of free school buses to the children. The introduction of a special program aimed at catering for children that are over 

the primary school age and not attending school can be provided in the country. This may increase the chances of the 

children attending (school) since the evidence from this study suggest that this age group benefit more for (from) 

factors that determine school attendance. There is room for improvement in the education sector. Nigeria has great 

potentials that can be achieved. 
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7. APPENDIX  

Figure 1: Primary school enrolment trend (1970-2010) 
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Table 2: Summary Statistics  

  (1) (2) (4) (5) 

VARIABLES Mean Standard deviation Min Max 

Dependent Variable 
    

Attend 0.62 0.485 0 1 

Individual Level 
    

Age (years) 8.633 2.709 5 15 

Female 0.485 0.5 0 1 

Household Level 
    

Wealth Index: 
    

Poor 0.228 0.42 0 1 

Rich 0.491 0.5 0 1 

Age of Father 46.81 10.95 20 95 

Level of father's education: 
    

Father Primary 0.223 0.416 0 1 

Father Secondary 0.218 0.413 0 1 

Father Higher 0.111 0.314 0 1 

Father's Marital Status: 
    

Father Married 0.995 0.0671 0 1 
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Age of Mother 35.67 8.008 18 80 

Level of Mother's education: 
    

Mother Primary 0.225 0.418 0 1 

Mother Secondary 0.171 0.377 0 1 

Mother Higher 0.043 0.203 0 1 

Mother's Marital Status: 
    

Mother Married 0.993 0.0807 0 1 

Female Head of H/H 0.00861 0.0924 0 1 

Age Head of Household 47.04 11.26 17 95 

No. of people in H/H 8.397 3.68 3 35 

Transportation 0.483 0.5 0 1 

Community Level 
    

Rural 0.698 0.459 0 1 

Source of drinking water: 

    Protected Well 0.116 0.32 0 1 

Unprotected Well 0.214 0.41 0 1 

River 0.165 0.371 0 1 

Other Water Source 0.182 0.386 0 1 

Ethnicity: 

    Yoruba 0.0909 0.287 0 1 

Igbo 0.0886 0.284 0 1 

Other Ethnicity 0.438 0.496 0 1 

Kanuri 0.0263 0.16 0 1 

Observations: 31,598 

     

Table 3: Regression estimates 

  (1) (2) (3) (4) 

VARIABLES LPM Probit coeff dProbit Fixed Effects 

Age (years) 0.155*** 0.697*** 0.236*** 0.155*** 

 
(0.00518) (0.0227) (0.00780) (0.0225) 

Female -0.0457*** -0.209*** -0.0710*** -0.0453*** 

 
(0.00405) (0.0183) (0.00619) (0.0112) 

Poor 0.161*** 0.443*** 0.139*** 0.151*** 

 
(0.00715) (0.0236) (0.00690) (0.0304) 

Rich 0.268*** 0.796*** 0.264*** 0.237*** 

 
(0.00841) (0.0298) (0.00967) (0.0323) 

Father Primary 0.190*** 0.573*** 0.174*** 0.181*** 

 
(0.00728) (0.0255) (0.00692) (0.0273) 

Father Secondary 
0.220*** 0.726*** 0.213*** 0.212*** 

 
(0.00768) (0.0304) (0.00752) (0.0316) 

Father Higher 0.248*** 0.920*** 0.237*** 0.249*** 

 
(0.00830) (0.0460) (0.00811) (0.0343) 

Mother Primary 0.164*** 0.570*** 0.173*** 0.154*** 

 
(0.00682) (0.0264) (0.00709) (0.0187) 

Mother Secondary 
0.161*** 0.810*** 0.226*** 0.149*** 

 
(0.00713) (0.0409) (0.00868) (0.0186) 

Mother Higher 0.138*** 0.912*** 0.223*** 0.127*** 

 
(0.00841) (0.0997) (0.0145) (0.0234) 

Rural -0.0294*** -0.0798*** -0.0268*** -0.0375** 

 
(0.00539) (0.0278) (0.00925) (0.0128) 
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Yoruba 0.120*** 0.954*** 0.239*** 0.0695 

 
(0.00686) (0.0647) (0.00994) (0.0492) 

Igbo 0.128*** 0.806*** 0.213*** 0.0543 

 
(0.00754) (0.0585) (0.0106) (0.0474) 

Other Ethnicity 0.0668*** 0.217*** 0.0729*** 0.0335 

 
(0.00565) (0.0210) (0.00702) (0.0483) 

Kanuri -0.161*** -0.743*** -0.283*** -0.160*** 

 
(0.0114) (0.0567) (0.0223) (0.0352) 

Constant -0.316*** -3.403*** 

 

-0.264** 

 
(0.0663) (0.465) 

 

(0.0833) 

 
    Observations 31,598 31,598 31,598 31,598 

R-squared 0.453 

  

0.302 

Log Likelihood 

 

-12311.924 -12311.924 

 Number of regions 

   

6 

Region FE       YES 

Robust standard errors in parentheses 

   *** p<0.01, ** p<0.05, * p<0.1 

   Note: Variables such as source of drinking water, age of parents, relationship to head, were controlled for in the 

regressions. 
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1. Introduction 

 

As globalization of production processes by transnational corporations (TNCs) gained greater momentum in the 

1990s, a lot of developing countries became motivated to liberalize their economies as well as removing other 

impediments to FDI flows. This is obvious, because external debt overhang of majority of them, including Nigeria, 

constitutes a serious obstacle to their development efforts. Debt service obligation in many of these countries take up 

substantial part of scarce budgetary resources that could have been directed toward the productive and social sectors 

of their economies. What is required by most of these countries, apart from debt forgiveness is a flow of external 

capital that is non-debt creating into the productive sectors of their economies. Under the present circumstances 

facing them therefore, foreign direct investment (FDI) option is expected to provide the only alternative. This is 

because apart from being non-debt creating investment, FDI are simultaneously packaged with managerial and 

technological expertise. 

 

However, despite the belief that FDI is a powerful engine of growth, a major catalyst for achieving development and 

poverty reducing growth, as well as an easy way of integrating an economy into the globalization process at its own 

pace, many developing countries have not benefited from the current global investment surge even with their putting 

in place policies to attract them into their economies. 

 

The debate on the role of Foreign Direct Investment (FDI) in recipient countries, especially the less developed 

countries is an old one. Narula (1997) observed that, recorded debate in the literature on the benefits and costs of FDI 

started in the 1960s it appeared in the works of Reuber et al (1973) and Lau and Streeten (1979). Many studies have 

found positive complementalities between FDI and domestic firm in host economies, Harrison (1999), Akinlu 

(2003). Others such as Konings (2001), De Backer and Sleuwaegen (2003) have found negative effects, yet others 

claim that the effects are non existent. Even as studies are still inconclusive on the overall effects of FDI on firms in 

host economies are positive or negative, many countries have place attracting FDI high on their agenda. 

 

There abound literatures on the negative externalities of FDI (Dunn, 1975    Bornschier, 1980, Kokko 2003, Akinlo 

2004 and Adelegan 2000). Much of such research findings revealed the  deleterious impact of foreign investment on 

development efforts of host economies of TNCs affiliates. In contract to these negative impacts, Ajayi (2006), 

Ayanwale (2004), Borenstatein (1998), Aseidu (2002), and Sharma (1986), found that foreign investments facilitate 

growth. In the middle of the two extremes are Bornschier, Chase-Dunn and Rubinson (2000), Bolin and Tomlin 

(1990) and Kentor (2001) found that in the shot-term, foreign investment stimulate growth but in the long run, it 

dampens growth. There are a number of other studies that are indifferent to the effects of FDI on host economy’s 

growth. 

 

The empirical linkage between FDI and its related benefits in Nigeria is yet unclear, despite numerous studies that 

have examined the influence of FDI on Nigeria’s economic growth, .In addition, the benefits of FDI on the economy 

is more contentious in empirical than theoretical studies, hence the need to examine the relationship between FDI 

and growth in different economic dispensations. For example Akinlu, (2004) revealed that FDI has small and not 

significant effect on economic growth. While Adeolu (2007), shows a positive and significant relationship between 

FDI and economic growth. 
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The paper is different from previous studies which focused mainly on the benefits of FDI. Empirical analysis of the 

costs of FDI in Nigeria is very vital but scarce. We need to know the long run effects of FDI on our economy. Can 

our SMEs which are the major employer of labour compete favourably with Multinational Corporation?. 

 

This paper is basically concerned with the benefits and costs of Foreign Direct Investment in Nigeria and this will be 

analyzed between 1970 and 2012. The study will focus mainly on foreign private investment in manufacturing Sector 

of Nigeria economy.  The Paper proceeds as follow: following the introduction, Section 2 presents literature review 

and theoretical framework .Section 3 presents explanation of the methodology employed, and econometrics analysis  

used. Section 4 presents empirical results. While Section 5 gives the conclusion and policy recommendations. 

 

1.1 STYLIZED FACT 

The biblical saying, “who is intending to build a tower, sit not down first and count the cost, whether he have 

sufficient  to finish it”, depicts the scenario of Foreign Direct Investment (FDI) into Nigeria. Over time, the FDI flow 

into Nigeria has been on the upward movement, increasing from a low level of about $1 billion in 2001 to over $8 

billion in 2009, but fell drastically to a low level of $6.1 billion in 2010, showing a decline of 29 percent when 

compared with peak period. 

 

Though, the Federal Government battles to sustain capital inflows into the economy through FDI, analysts are of the 

opinion  that pragmatic steps  must be taken in putting attract and sustain the FDI flow. As the name rightly suggests, 

FDI is an aspect and a very important aspect, of the investment that can be made in any economy. 

 

More importantly, there are many factors that attract FDI to a nation, but there are key ones that include the size of 

the domestic market, human capital resources and need for exploitation of natural resources. Considering these 

factors, exploitation of natural resources appears to have been the major motivating  factor of FDI inflow into 

Nigeria and to a lesser extent, the size of the domestic economy. But to some extent, this could not attract investment 

in the recent time due to some cogent reason. 

 

According to 2011 World Investment Report of the UN Conference on Trade and Development (UNCTAD), Nigeria 

and Ghana are rated as the largest recipients of FDI in West Africa, with oil industry remaining the major drive; but 

inflow increased significantly in Ghana but opposite is the case for Nigeria. However, uncertainty over the Petroleum 

Industry Bill, which is perceived as unfavorable for international oil companies, and the unresolved political problem 

in the Niger Delta, discouraged foreign investors and, for instance, allegedly led Shell to sell a number of its onshore 

licenses. 

 

Studies also attributed this to the fact that, while gross returns on investment can be very high in Nigeria, the effect is 

more  than counter-balanced by high taxes and a significant risk of capital losses. As for the risk factors,  analyst now  

agree that three of them may be particularly pertinent: macroeconomic instability; loss of assets due to non 

enforceability of contracts, and physical destruction caused by armed conflicts and bombing in some parts of the 

country. 

 

With 29 percent dropped in Nigeria FDI between 2009 and 201, we can find our way back to the peak of $8 billion 

recorded in 2009. Analysts are of the opinion that practical steps must be taken to tackle insecurity in the country. 

Though the country is secure for FDI, but the recent bombings in some parts of the country discourage many of the 

investors. This is because investments are expenditure on physical assets, which are not for immediate consumption 

but for the production of consumer and capital goods and services. On the other hand, infrastructural development is 

imperative to economic growth and development through foreign direct investment. Infrastructure covers many 

dimensions, ranging from roads, ports, railways and telecommunication systems to institutional development. 

 

Surveys in Nigeria indicate that poor accounting standards, inadequate disclosure and week enforcement of legal 

obligations have damaged the credibility of financial institutions, to the extent of deterring foreign investors. Bad 

roads, delays in shipment of goods at ports and unreliable means of communication have added to these 

disincentives. 

 

 

 

2.0       Literature Review 
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2.1        Conceptual Issues 

FDI is an investment made abroad either by establishing a new production facility or by acquiring a minimum share 

of an already existing company (Bannock et al, 1998, p 106; Ethie, 1995, pp 303 – 4; Lawler and Seddighi, 2001, p 

353). Unlike foreign bank lending (FBL) and foreign portfolio investment (FPI), FDI is characterized by “the 

existence of a long-term relationship between the direct investor and the enterprise and a significant degree of  

influence by the direct investor on the management of the enterprise” (IMF, 1993, p. 86)  A direct investor may be an 

individual, a firm, a multinational company (MNC), a financial institution, or a government FDI is the essence of 

MNCs-they are so called because part of their production  is made abroad. Furthermore, MNCs are the major source 

of FDI –they generate about ninety-five percent of World FDI flows. 

 

When the setting-up of a new site abroad is financed out of capital raised in the direct investor’s country. FDI is 

referred to as Greenfield investment (Lawler and Seddighi, 2001, p.363, note 1) The use of the term greenfield FDI 

has been extended to cover any investment made abroad by establishing new productive assets. It does not matter 

whether there has been a transfer of capital from the investor’s country (home or source country) to the host country. 

Another type of FDI is cross-border or international merger and acquisitions (M&A).  A cross- border M&A is the 

transfer of the ownership of a local productive activity and assets from a domestic firm to a foreign entity. In the 

short run, a country may benefit more from Greenfeild FDI than from a M&A FDI. One of the reasons is that 

Greenfeild FDI impacts directly, immediately and positively on employment and capital stock. The installation of a 

new industry in a foreign country adds to this later existing capital stock and entails jobs creation. 

 

2.2          Theoretical Review 

Foreign direct investment (FDI) is regarded as a major catalyst for Africa’s new growth and development strategy 

Ajayi (2004). The debate on the role of FDI in host economies is an old one. Neo-classical economists have argued 

long ago that, developing countries have resource gaps in their economies, which are inimical to growth and 

development. They also argued that FDI brings with it resources that could wipe off these gaps and engender growth 

in developing economies. According to Todaro (1981:403), the pro-foreign investment arguments largely grow out 

of the traditional neoclassical analysis of the determinants of economic growth. FDI is seen as a way filling in gaps 

between domestically available supplies of savings, foreign exchange, government revenue, technology and 

management skills, and the planned levels of these resources necessary to achieve development targets. 

 

Meier (1984:324) argued in line with the neoclassical economists that, FDI brings managerial ability, personnel, 

technological knowledge, administrative organization and innovations in products and production techniques all of 

which are in short supply. 

 

Few subjects produce such heated theoretical conflicts and polemics as the contentious debate on the impact of the 

contact the developed countries of the West had with the developing economies. On one side stands the 

modernization school dominant in comparative political development studies in the 1950s and 1960s (Lewis, 1948; 

Rostow, 1960; McClelland, 1964; Apter, 1965), allied with the now dominant neo-classical  development economics 

(Sachs and Lipton, 1990; Sachs, 1991; Fischer and Gelb 1991;  Blanchard, 1993;  Frydman and Rapaczynski, 1994; 

and Aslund, 1995). On the other side  are  those that  believe  that contact with the West  especially  in terms of  FDI 

had  served only   to  enrich the West and further impoverish  the poor nations of the  world  (Cardoso and Falsetto, 

1979;  Landsburg , 1979; Borsches and Chase –Dun , 1985;  O’Hearn, 1989).  To Ake (1996), multinationals relate 

to African  economies  mainly as sources of raw materials and a market for manufactured   goods. The  investors, 

according  to Ake,   encouraged the  production of primary products in Africa to  guarantee a permanent division of 

labour  between  the  colonies and the  metropolis. 

 

The arguments advanced in the  debate between these two schools of thought (pro-foreign investment school and 

dependencia school),which made the dependencia school  to call for new International Economic Order in the 1970 

is resurfacing  in a greater magnitude under the present globalization.  While the  questions are not about  possible 

benefits the current   globalization process could bring to integrating  developing countries, there are strong 

oppositions to the activities of TNCs under globalization process. 

 

A further line of critique rests in the destruction of domestic production  network by TNCs affiliates in host 

economies(crowding-out effect).Matzner (2004) referred to this as s market-destroying behavior which  occurs when 

a foreign firm\ buys a domestic company, destroy local production and sells output produced elsewhere on the 
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domestic market. Bakos (1999) observed that foreign investment exhibits a strong tendency to recreate and reinforce 

monopolies. Both Matzner and Bako’s position are in line with Inszlet’s (2004) and Bailey’s (1999) claims about 

FDI. Essentially, three ideologies arising from the debates between the pro-foreign investment and dependencia 

schools have divided humanity over the past centuries: 

 

Liberalism in political economy is equally found in basic macroeconomic principles centred around the submissions 

of the classical, neo-classical, Keynesian, Monetarist, Rational expectation, and etc. From whatever angle, these 

various schools in economic analysis are committed to price mechanism (i.e. forces of demand and supply) as the 

best way to allocate resources. 

 

When this is inserted into FDI analysis, liberalists believe that foreign investment activities could be explained 

within the framework of changes in rates of returns on investment across countries until such returns internationally 

equalize across borders. 

 

This is to say that capital is expected to move from capital abundant country into  capital scarce country in response 

to higher marginal productivity until the rates of returned are the same in both the host and home of the capital 

resources. Clearly, this idea of a self-operating and self-adjusting equilibrium is central in liberalist principle; and 

any disequilibrium will ultimately be reverted back at a later date to ensure  that prices, rates of return and quantities 

will eventually return to a state of equilibrium. 

 

Economic Nationalism theory believes much in the primacy of the state. Advocates of this theory believe that since 

economic resources are necessary for national power, most global conflicts are both economic and political. 

Consequently, nationalist emphasized that investment, particularly foreign, has substantial spill over effects on other 

issues in international relations. This is because investments of TNCs simultaneously establish dependency or power 

relations between the strong and the weak countries. Therefore, in a global arena that is consistently full of 

competition, nationalists consider relative gain to be more important that mutual gain (Gilpin, 1987). 

 

To the Marxist, private ownership is driven by the capitalists unending desire to maximize their profit through 

excessive capital accumulation and suppression of labour. While individual capitalist may be rational, Marxist 

believed that capitalist system as a whole is itself irrational .To safeguard over production at home,capitalism 

engaged in overseas imperialism and the exploitation in overseas operations of capitalists firms (TNCs) would afford 

them to corrupt the leaders in the host economies. 

 

The three schools of thought on FDI include: the dependency school, the modernization school and the integrative 

school. The dependency school comprises dependencia (neo Marxist) and structuralist theories. 

 

 The Dependency School 
The dependency school thrived between the 1960s and 1980s. it seeks to achieve more equal wealth, income, and 

power distributions through self-reliant and collective action of developing nations. Dependency theories see the 

cause of underdevelopment primary in exploitation by the industrialized nations. The school’s major contribution to 

the FDI in developing countries and its critical analysis of western development paradigms that regard FDI as 

explicitly negaitive. The dependencia or neo-Marxist sub-school  states that developing countries are exploited either 

through international trade which leads to deteriorating terms of trade or through multinational corporations 

transferring profits out of developing economies. 

 

 The Modernization School 
The modernization school is reflected in the perfect market approach as represented by the neoclassical theories 

remains widely influential to the present day, proclaim that  there is a natural order through which countries ascent to 

what is seen as higher development through industrialization, liberalization, and opening up of their economy. Their 

ability to overcome these barriers will depend on how endowed the country is with production factors such as labor, 

capital and natural resources. 

 

The modernization school views FDI as a prerequisite and catalyst for sustainable growth and development. For FDI 

to fulfill its crucial role, economies have to be freed from distorting state interventions and opened to foreign 

investment and trade. 
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II.2  Empirical Review 

FDI bring benefits and costs to both home and host countries. These impacts may be economic, political, socio-

cultural, etc and depend on the type of FDI-Greenfield or M&A, horizontal or vertical. FDI is said to contribute to 

economic growth in recipient countries. This may be by adding to the existing capital stock in the host country, by 

stimulating technical progress  in the latter or by creating new jobs. Studies carried out before the 1980s confirmed 

that FDI inflows into Canada increased capital formation in this latter (see Lipsey,2000,p.9), Lipsey (2000) came up 

with the same finding for Canada. For other countries, Lipsey (2000) did not find a significant effect of FDI either 

inflows or outflows on capital formation. It is important to point out here that the impact of FDI inflows on capital 

formation in a country depends on the type of FDI this latter has been receiving (Greenfield FDI or M&A FDI). 

 

Borensztein et al (1999) ruled out the possibility that FDI inflows contribute to economic growth by increase capital 

stock in the country. For them, it is, instead, by stimulating technology progress that they contribute to economic 

growth. Their view that FDI crowds out domestic investment was based on empirical investigations they carried out 

using 69LDCs data. How does FDI stimulate or enhance technological progress? Through generating knowledge or 

technological that increases factor productivity. The knowledge spillovers take place through four possible channels; 

Imitation, Competition, Linkages, and/or Training (Hermes and Lensink (2003), Lensink and Morrissey (2001), 

Gorg and Strobl, 2001). Foreign firms possess some special assets such as advanced technologies and organizational 

skills over domestic firms. 

 

There are empirical investigations confirming the FDI is instrumental to economic growth by means of stimulating 

technological progress, Borensztein et al (1998) found a positive impact of FDI on growth through technology 

spillover that is labor augmenting or Harrod-neutral. This spillover effect hinges on the presence of a threshold level 

of educated labor force in recipient countries. Hermes and Lensink (2003) confirmed this finding using a panel of 67 

LDCs Lensink and Morrissey (2001) attempted to replicate these studies using a larger sample. The evidence they 

brought was not in favor of complementarily between FDI and human capital as advance by Borensztein (1998). 

Empirical investigations by Carkovic and Levine (2002) did not, also, enable to conclude about complementarity 

between FDI and human capital. Other recipient country’s conditions are pointed to, in the literature, as a 

prerequisite for the growth effect of FDI via technology spillover. 

 

EFFECTS OF FDI ON ECONOMIC GROWTH: 
 

Employment Effects of FDI 
FDI in addition to serving as a catalyst for rapid economic growth and development, it also plays a major role in 

other aspects of development. These are employment and environment. FDI creates employment opportunities in the 

host countries. There are three ways in which employment is created. The first is direct employment for operations in 

the domestic economy. The second is through backward and forward linkages. Employment is created in enterprises 

that are suppliers, subcontractors or service providers. The third way in which employment is created is through the 

growth in the economy that leads to further employment generation in the economy. 

 

FDI and Poverty Reduction 
One of the key issues of concern in Africa is whether FDI can affect poverty. The numbers of empirical analysis 

linkage FDI to poverty reduction in Africa is scarce. There is abundant study however linkage the income of the poor 

proportionately with the overall growth (see Dollar and Kray, 2000). FDI as we have seen can be a key vehicle to 

generate growth and hence bring about poverty reduction. For this to happen it must be emphasized that growth need 

not only be significant but be sustained over a reasonable period of time. The link between FDI and poverty 

reduction is indirect (Obwona, 2004): 

. 

(i) P0TENTIAL  COST OF FDI 
There are often some doubts about the catalyst role of FDI in the growth process in some quarters (see UNCTAD 

2005). It is true that FDI brings both costs and benefits which must be properly evaluated at the point of decision-

making on the best policy approach that must be adopted. The evaluation will inevitably be country-specific. It has 

been suggested (UNCTAD, 2005 p.65) “policy makers in Africa should give more careful consideration to these 

trade-offs if they wish to maximize the benefits from FDI”. Thus, the domestic policy framework is of crucial 

importance in determining whether the net effects of FDI inflows are positive. 
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FDI is not without its negative impacts. While we have explored the positive aspects of FDI, it does not mean that it 

cannot lead to undesirable outcomes in all cases. In most cases as we shall show, these negative trends are not 

unavoidable. Indeed they are the results of distortions and inefficiencies in the domestic economy, which can be 

avoided through appropriate policy tools and a sound regulatory framework (Sun, 2002). The three negative effects 

that are mentioned in the literature are: the crowding out effect of FDI, the balance payment problem and the 

enclaves economy created by FDI. These are discussed in turn (Sun 2002). 

 

The crowding out effect of FDI 

It is often said that foreign investors may take away investment opportunities for the local investor. SMEs are the 

major employer of labour in Nigeria. And they cannot compete favourably with the FDI. Some of the domestic 

enterprise will short down because of the Keen competition with which they cannot keep pace. Hence unemployment 

is one of the crowding out effects of FDI. Ajayi (2003), Ekpo (2001). 

 

 

II.3   Theoretical Framework 

FDI is positively correlated with economic growth and development is situated in growth theory that emphasizes the 

role of improved technology, efficiency and productivity in promoting growth and development (Lim, 2001). The 

potential contribution of FDI to growth depends strictly on the circumstances in recipient countries. Certain host 

country conditions are necessary to facilitate the spillover effects and from the neoclassical arguments, FDI is seen as 

a way of filling-in gaps between domestically available capital stock and the planned or desired levels of capital 

stock necessary to achieve growth and development targets. 

 

Hence, the impact/effects of FDI on economic growth and development is analyzed in the standard growth 

accounting framework. To begin with, the capital stock is assumed to consist of two components, domestic and 

foreign owned capital stock. i.e. 

 

Kt = Kdt + Kft 

One of the growth models that explains the impacts of capital stock (domestic and foreign) on economic growth and 

development is the Solow Growth Model. We adopt an augmented Solow Production Function (Solow, 1956) that 

makes output a function of capital stock, labour, human capital and productivity (see Mankiw et al, 1992). However, 

we specify domestic and foreign owned capital stock separately in Cobb-Douglas Production Function (Cobb and 

Douglas, 1928). 

 

tHtLftKdtKAtYt    (1) 

 

Where Y is the flow of output, Kdt, Kft represent the domestic and foreign owned capital stocks respectively. L is the 

labour, H is the human skill capital stock, and A is the total factor productivity, which explains the output growth 

that is not accounted for by the growth in factors of production specified. 

 

Taking logs and differentiating Equation (1) with respect to time, we obtain the growth equation. 

 

yt = at +  kdt +  kft +  lt +  ht  (2) 

 

Where lower case letters represent the growth rates of output, domestic capital stock, foreign capital stock, and 

labour and human capital,  and,,  represent output elasticity of domestic capital stock, foreign capital 

stock, labour and human skill capital respectively. 

 

In a world of perfect competition and constant returns to scale, these elasticity coefficients can be interpreted as 

respective factor shares in total output. Equation (2) is a fundamental growth accounting equation, which 

decomposed the growth rates of output into growth rate of total factor productivity plus a weighted sum of the 

growth rates of capital stocks, human capital stock and the growth rate of labour. 

 

Following the established practice in the literature, Kd and Kf are proxied by domestic investment to GDP ratio (Id) 

and FDI to GDP ratio (If) respectively in view of the problem associated with the measurement of capital stock. 



 

ICSSL -2015 | Benefits and Costs of Foreign Direct Investment (FDI) in Nigeria 287 

 

 

ECONOMICS International Conference on Social Science and Law 

 

The final form of Equation (2) therefore is 

 

yt = at +  kdt +  kft +  lt +  ht + ut   (3) 

Where ut is an error term. 

 

Developing countries attract foreign investment in order to cover the gap between desired capital and the available 

capital. The available capital and the level of technology essential for long run growth can be made feasible through 

foreign investment. From Solow’s Growth Model technical progress, human capital and efficient utilization of 

capital are the major sources of growths and these are not adequately available in developing countries. Hence, FDI 

inflow may be seen as the means of accumulating these factors of growth. 

 

III.  Methodology 

 

Many previous researches used cross sectional data in investigating the effect of FDI on domestic economy. Annual 

time series data are used. Pairwise granger causality test was carried out. In order to prevent spurious result, 

stationarity of the data will be checked i.e. the data will be tested for unit root by using the Augmented Dickey – 

Fuller (ADF) test.  Then we test for co-integration with the use of Johansen (1988) technique.Multiple regression 

analysis with a dependent variable and some independent variables were employed. Estimates are obtained by 

employing Ordinary Least Square (OLS), after necessary test on reliability of data are conducted.Correlation 

Analysis was used to determine the nature and strength of relationship between the dependent and independent 

variables. t-statistics and  F test will be used to carry out statistical significance at 95% confidence level. Coefficient 

of multiple determination (R
2 

) will also be used to judge the strength of the estimated regression equation.Also, 

Durbin Watson statistic was used to test for the presence of serial correlation (Autocorrelation), which is also 

common in time series data. 

 

III.1 Model Specification 

 

Borensztain at al (1998) posit a direct effect of FDI on growth in countries with a threshold level of human capital, 

and infrastructural development. Akinlo (2004) noted that equilibrium balance of trade (BOT), labour and human 

capital are positively related to economic growth in Nigeria.Following Borensztain at al (1998) FDI & growth 

model, and Ayanwale (2007), FDI and Growth, a general empirical model of the impact of FDI on Nigerian 

economy can be put as 

 

Model 1 (Benefits of FDI) 

 

LnRGDP =F (lnfdi, inf, Exr, LnInfrac, Bot) 

Where 

LnRGDP = Real Gross Domestic Product (in log form) 

inf  =    inflation rate 

Lnfdi = Foreign Direct Investment (in log form) 

Exr = Naira Exchange Rate to the $US 

LnInfrac = Infrastructural Development (total Electricity    

 consumption. (in log form). 

Bot = Balance of Trade defined as (BOT/RGDP X 100) 

 

Specifically, the postulated model is 

LnRGDP = Bo + B1Lnfdi + B2Inf + B3Exr + B4 LnInfrac + B5Bot + U---           ------ (equation 1) 

 

Where 

LnRGDP = Dependent Variable 

Lnfdi, Inf,  Exr, LnInfrac, bot = Independent variables 

U = Error term 

BO, B1, B2, B3, B4, B5 = Parameters to be estimated 
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All variables in  the above model have been selected on the basis of how frequently they were cited in previous 

applied studies and how important they were. Ayanwale (2007), Asiedu (2002). 

 

The Dependency school of thought insists that there is deleterious long term impact of FDI on growth.  These 

adverse effects include inflation, unemployment, profit repatriation, balance of payment disequilibrium etc.In this 

research work, our analysis will focus on inflation and unemployment. The foregoing suggests that a general 

empirical models of the costs of FDI on Nigeria economy can be put as: 

 

Model 2 (Cost of FDI) 

Following Obadan 2002, Unemployment and Debt Burden, the model below was adopted. 

LnUNEMP = F(Lnfdi, Inf,  LnInfrac, Import). 

The model is specified thus: 

LnUNEMP = α0 + α1 LnFdi + α2 Inf  + a3LnInfrac + a4 Import + U      

   ………………….. (equation 2) 

 

 

Where 

LnUNEMP  =  Unemployment level (in log form) 

Lnfdi 

= Foreign Direct Investment (in log form) 

LnInfrac = Infrastructural development (total electricity consumption)  (in log form) 

Import = Import rate defined as (import/RGDP X 100) 

Inf  = Inflation Rate 

U  = Error term 

 

LnUNEMP =  The Dependent variable 

While Lnfdi, Import, Inf, LnInfrac  are the independent  variables 

 

αo, α1, α2, a3, a4, are the parameters to be estimated via  ordinary least  square. 

 

 

Model 3 (Cost of FDI) 

Inf = F(Lnfdi, Excr, Import, LnUnemp, LnGovt., LnM2, Intr). 

This model is borrowed from Olokun(1999), “Monetary Policy and Inflation in Nigeria”. 

Inf = λ0 + λ1Lnfdi + λ2Excr + Λ3Import + λ4 LnUnemp + 

λ5LnGovt + λ6 LnM2 + λ7Intr …………………(equation3) 

Where 

Inf = Inflation rate, which is also the Dependent variable 

Lnfdi =     Foreign Direct Investment (in log form) 

Excr = Naira Exchange Rate to the $US 

Import =   Import rate defined as (Import/RGDP X 100) 

LnUnemp = Unemployment level (in log form) 

LnGovt. = Government expenditure (in log form) 

LnM2  = Broad money supply (in log form) 

Intr  = Interest rate. 

U = Error term 

Lnfdi, Excr, Import, LnUnemp, LnGovt., LnM2, Intr are the independent variables: 

 

In model (1), the expected sign for the coefficient of FDI is positive according to the modernization hypothesis but 

uncertain according to the dependency hypothesis. 

 

ß1, ß2, ß3, ß4, ß5, are coefficients of the explanatory variable.  They  show the extent and the direction of 

relationship between dependent variable (LnRGDP) and the Independent variables. 

 

The coefficient of Excr is expected to be negative and that of LnInfrac and Bot should be positive. From model (2) 

and model (3) Foreign Direct Investment and Unemployment are expected to be negatively related Yakub (2005). 
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According to Yakub. FDI leads to capital accumulation which leads to employment of more labour. However, 

looking at the crowding out effects of FDI, FDI should have a positive relationship with unemployment. The 

Dependency School Supported this view. Most Multinational Corporations come with their skilled labour or hired 

expatriates. This decision makes FDI not to reduce unemployment but increase it. According to Olokun (2001), FDI 

promotes inflation in the short-run through the increase in Money Supply. Hence FDI and inflation rate are expected 

to be positively related. 

 

III.2   Data Requirements and Sources 

The data required for the estimation of the models include: RGDP, FDI, Exchange rate, Inflation rate, Import, 

Unemployment level etc. some of these variables are expressed in log form e.g. FDI, RGDP, while some are 

expressed in their ratio to RGDP e.g. Import, Bot. 

 

This is done to take care of the units in which the variables are expressed. The data for FDI, Balance of Trade, 

Exchange rate and RGDP are extracted from CBN Statistical Bulletin of various years, while data on unemployment 

level, Total Electricity Consumption, Inflation rate are sourced from National Bureau of Statistic Data base. 

 

IV.  Empirical Analysis 

 

In order for the impact of FDI on GDP growth to be sustained, (i.e. to be time invariant or stationary) we checked the 

time serial statistics of the included variables. The data were tested for unit root (non stationarity) by using the 

Augmented Dickey Fuller ADF) test and Pairwise granger causality test are carried out. 

 

4.1 Pairwise Granger Causality Test 

 

Table 4.1.3 Pairwise Granger Causality Test. 

 

Null Hypothesis Obs. F-statistic Prob. Decision Direction 

Infdi does not granger cause InRGDP 

 

InRDGP does n’t granger cause Infdi 

 

 

37 

 

0.76724 

 

3.2390 

 

0.473 

 

0.053 

 

Accept 

 

Reject 

 

No. causality 

 

causality 

InRGDP does n’t granger cause Inf. 

 

Inf does n’t granger cause Infdi 

 

 

37 

 

1.9129 

 

0.8857 

 

0.164 

 

0.423 

 

Reject 

 

Accept 

 

Causality 

 

No causality 

Infdi does n’t granger cause UNEMP 

 

UNEM does n’t granger cause Infid 

 

 

37 

 

4.6876 

 

3.5393 

 

 

0.016 

 

0.04 

 

 

Reject 

 

Reject 

 

 

Causality 

 

Causality 

 

EXCHR doesn’t granger cause InRGDP 

 

InRGDP does not granger cause EXCHR 

 2.9599 

 

0.7015 

0.067 

 

0.503 

Reject 

 

Accept 

Causality 

 

No Causality 

Source” Auther Computation 

 

In Table 4.1.3 above, the granger causality test shows that InRGDP Granger cause Infdi i.e InRGDP Infdi, while 

Infdi does not granger cause InRGDP. This means that there is unidirectional causality from InRGDP to Infdi. Also 

the second Hypothesis show that it is Infdi that  granger cause Inf, showing a unidirectional causality between Infdi 

and Inflation. The third hypothesis shows a feedback or bilateral causality i.e Infdi granger cause unemployment, and 

unemployment also granger cause Infdi. This is common in time series data. The fourth hypothesis also shows a 

unidirectional causality. These  conclusion is based on the relationship between the estimate F and the critical of 

value 10% (for 5 and 31 df) 
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4.1.1 UNIT ROOT TEST FOR STATIONARITY 
Non spatiality of time series data has often been regarded as a problem in empirical analysis. Working with non-

stationary variables lead to spurious regression result from which further inference is meaningless. The first step is 

therefore to test for stationarity of the variables using Augmented Dickey Fuller unit root test: 

 

Table 4.1: Augmented Dickey Fuller test for Unit Root [test for Stationarity 

 

Variables ADF Static Critical 

Value 1% 

Critical 

Value 5% 

Critical Value 

10% 

Order of 

Integration 

RGDP 0.971551 -3.6228 -2.9446 -2.6105 I(0) 

FDI 3.274187 -4.2324 -3.5386 -3.2009 1(0) 

M2 2.103483 -4.2324 -3.5386 -3.2009 I(0) 

EXR 0.118244 -3.6228 -2.9446 -2.6105 I(0) 

INFRAC -1.751022 -4.2324 -3.5386 -3.2009 I(1) 

BOT -1.94044 -4.2324 -3.5386 -3.2009 I(1) 

EXPORT 1.841153 -3.6228 -2.9446 -2.6105 I(0) 

 

From the result shown in table 4.1 above, almost all the variables are stationary i.e. integrated order Zero I(0) at 1% 

level. That is almost all the variable have no unit roots. The only variables that have unit root are INFRAC and BOT; 

however, they are stationary at first difference: if a time series has a unit root, the first difference of such date are 

stationary (Gujarati 2007:820). 

 

 

4.1.2   TEST FOR CO-INTEGRATION 

Differencing of variables to achieve stationarity leads to loss of long run properties. The concept of co-integration 

implies that if there is a long run relationship between two or more non stationary variables, deviation from this long 

run path are stationary. To establish this , the Johansen ( 1988 ) technique was used and we obtained the following 

results as shown in test  below. 

 

Table 4.1.2 Co integration test results 

Mode 1 

 

Hypothesis 

 

None. 

At most 1 

At most 2 

At most 3 

At most 4 

At most 5 

Trace Test Statistic 

Statistic 

122.85 

81.74 

51.32 

29.21 

11.14 

0.012 

Critical Value 5% 

95.75 

69.82 

47.86 

29.80 

15.50 

3.84 

Source” Auther Computation 
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Model 2 

 

Hypothesis 

 

None. 

At most 1 

At most 2 

At most 3 

At most 4 

Trace Test Statistic 

Statistic 

101.2 

45.88 

17.14 

4.66 

0.05 

Critical Value 5% 

69.82 

47.86 

29.80 

15.80 

3.84 

Source” Auther Computation 

 

Model 3 

Hypothesis 

 

None. 

At most 1 

At most 2 

At most 3 

At most 4 

At most 5 

Trace Test Statistic 

Statistic 

161.77 

90.62 

50.83 

27.38 

10.78 

0.206 

Critical Value 5% 

95.76 

69.82 

47.85 

29.80 

15.50 

3.84 

 

Source: Author’s computation 

 

Table 4.1.2 above shows the results of the Johansen cointegration test. In model 1, the value of trace statistic is more 

than the critical value at 5% in three of the five null hypothesis, which indicate three cointegrating equations. Model 

2 shows one cointegrating equation at 5% level, while model 3 indicates three cointegrating equation at 5% level. 

Since the variables are cointegrating, then there would be no loss of information, implying that there exist a long run 

relationship between RGDP and FDI, Unemployment and FDI, inflation and FDI. 

 

IV. 4    Regression Results 

 

Based on the evidences from the co-integration test conducted in the previous section, the model was estimated using 

least square method. 

 

Table 4.1: Regression results of model (1): 

Dependent variable: LnRGDP 

 

Variable Coefficient Std. Error t-Statistic Prob. 

LnFDI 0.237 0.134 1.777 0.086 

INF -0.002 0.002               -0.709 0.086 

EXCR -0.003 0.002 -1.942 0.060 

LnINFRAC 0.884 0.133 6.638 0.000 

BOT -0.022 0.026 -0.821 0.417 

INTERCEPT -1.556 0.603 -2.582 0.014 

R
2
 

Adjusted R
2
 

F-Statistics 

D.W Statistics 

0.877      N = 42 

0.859      K = 6 

48.57      Log likelihood = 3.005 

2.55         Akaike info Criteria = 0.149 

Schwart Criterion = 0.403 
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Table 4.2: Regression results of model (2): 

Dependent variable: Unemployment Level (in log form) 

Variable Coefficient Std. Error t-Statistic Prob. 

LnFDI 0.210 0.2885 0.728 0.4718 

INFL -0.0007 0.006 -0.121 0.9045 

LnINFRAC 1.020 0.349 2.925 0.0064 

IMPORT -0.054 0.036 -1.482 0.1465 

INTERCEPT 3.7817 1.365 2.7697 0.0094 

R
2
 

Adjusted R
2
 F-

Statistics 

D.W Statistics 

0.6339         N = 42 

0.5867         K = 5 

13.42         Log likelihood = -32.23 

2.79     Akaike info Criteria = 2.068 

Schwart Criterion = 2.2880 

 

 

Table 4.3: Regression results of model (3): 

Dependent variable: Inflation rate 

Variable Coefficient Std. Error t-Statistic Prob. 

LnFDI -13.806 22.82 -0.605 0.550 

EXCR -0.2412 0.124 -1.939 0.063 

IMPORT -0.3241 1.117 -0.290 0.774 

LnUnemp -7.289 6.39 -1.14 0.2634 

LnGovt. 

LnM2 

INTR 

INTERCEPT 

-9.319 

18.44 

0.982 

52.44 

11.909 

13.78 

0.653 

55.09 

-0.783 

1.339 

1.504 

0.9518 

0.440 

0.1914 

0.144 

0.3493 

R
2
 

Adjusted R
2
 

F-Statistics 

D.W Statistics 

0.5288      N = 42 

0.4610      K = 8 

19.59        Log likelihood = -150.39 

2.58          Akaike info Criteria = 8.799 

Schwart Criterion = 9.1515 

 

IV. 5  Interpretation of Results 

The result from model (1) presented above shows that the model is well behaved. The level of explanation of 

variation in RGDP by FDI, INF, EXCR, INFRAC and BOT is very high as represented by the high value of 

Coefficient of determination (R
2
). The adjusted R

2
 also indicate that the model has good fit: 85.91% variation in 

RGDP is explained by estimated regression line/equation. 

 

The F statistic is highly significant: comparing the F statistic (48.6) with the tabulated F at 5% level of significance 

and (5,32) degree of freedom 2.53, this shows that the model is statistically significant and all the estimates are 
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significantly different from zero i.e. all explanatory variables (e.g. FDI, INFRAC, INF, BOT, EXCR) are good 

determinants of RGDP in Nigeria. 

 

Also, from model (1), based on a prior and statistical criteria, FDI (manufacturing FDI) has a positive and significant 

relationship with RGDP. This shows how beneficial and growth inducing manufacturing FDI is to Nigeria economy. 

It is statistically significant at 5% (the computed  t = 1.777, which is greater than the theoretical t = 1.697). 

 

Inflation rate has a negative relationship with RGDP. This is theoretically in line. High inflation rate reduces 

aggregate demand, and hence reduction in GDP.   Also high consumer price index (Inflation), means reduction in 

RGDP. However, inflation rate is not statistically significant. This shows that inflation rate in Nigeria in the period 

under consideration, has no significant effect on RGDP.  Infrastructural Development shows a positive relationship 

with RGDP and it is statistically significant even at 1%. This show how important infrastructural development is to 

economic growth. BOT has a negative relationship with RGDP, however it is not significant. This is due to the 

deficit in balance of trade in the various years under consideration. Exchange rate has a negative and significant 

relationship with RGDP which is theoretically in line. Reduction in exchange rate boast exportation and discourages 

importation. It also induces Capital Inflow which has positive impact on GDP. 

 

This regression results is reliable and statistically fit for policy recommendation, this is because there is no problem 

of serial correlation (i.e. no Auto correlation). The D.W Statistic is far from zero (using the principle d* = 2 (1-P
^
). 

 

The Akaike and Schwart tell us about the validity of the model. They show whether the model is well specified or 

not. It is believed that the lower. The A/C and S/C, the better the model formulated. They are used to compare the 

forecasting performance of a model from the regression result, the log (1) indicates the lowest A/C and S/C value of 

0.149 and 0.403 respectively. Therefore we can conclude that the model is fit for forecasting. 

 

In summary, the manufacturing FDI has a significant role to play in Nigeria Economy. The manufacturing sector can 

change our economy from primary product export country to secondary product export country. This will improve 

our term of trade and hence foreign exchange earning. Since FDI has positive and significant relationship with 

RGDP, that means FDI is growth inducing and hence a benefit to Nigeria Economy 

 

The results from model (2) presented above shows that the model is well behaved. This can be seen from the value of 

R
2
 i.e. 63.39%. it means that about 64% variations in unemployment level is explained by the regression line or 

equation That means  FDI is one of the factors that affect the level of unemployment Nigeria. The model is also 

statistically significant because F statistic (13.42) is greater than the theoretical. This shows that the model is 

statistically significant and all the estimates are significantly difference from zero i.e all the explanatory variables 

(FDI, INF, INFRAC, IMPORT) are good determinants of level of unemployment in Nigeria. Evaluating the 

statistical significant of each of these estimates in model (2), FDI has a positive relationship with level of 

unemployment in Nigeria. This results confirm the views of the Dependency School, which says that FDI is inimical 

to host economy. Most of the FDI in Nigeria come with Expatriates. This may also be due to the “Crowding out 

effect” of FDI in host economy (Ajayi,2004). However, this positive relationship is not statistically significant. This 

may be as results of some policies put in placed by Government to minimize the “crowding out effects of FDI, e.g 

the local content policies. 

 

From the model, level of unemployment and inflation rate are negatively related which conform to the trade-off 

relationship between unemployment and inflation rate i.e (Philips curve). However, this relationship is not significant 

even at 10%. Meaning that in Nigeria, high inflation rate has not significantly reduced the level of unemployment. 

 

Both infrastructural development and importation are individually significant factor that affect unemployment level. 

Importation has a negative relationship with unemployment level which is theoretically in line, while infrastructural 

development has a positive relationship, which is also theoretically in line. 

 

Model (2) has no problem of serial correction and the Ak and Sc are very low, hence we can conclude that model (2) 

is also fit for forecasting. 

 

The result of model (3) shows that there is a negative, but insignificant relationship between FDI and inflation rate. 

Contrary to expectation that FDI inflow creates inflation in Nigeria, the results show otherwise. Meaning that 
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inflation is not positively and significantly related to FDI inflow in Nigeria. However, interest rate and money supply 

have positive and significant relationship/effect on inflation rate, in Nigeria. But other explanatory variable have 

negative relationship with inflation rate.  The coefficient of determination (R
2
) shows that only 52.8% variation in 

inflation rate is explained by the estimated regression line. Evaluating the adjusted  R
2
 , the explanatory power of the 

regression equation is low (i.e about 46.1%). The shows that FDI inflow, Exchange rate e.t.c do not significantly 

explained changes in  inflation rate in Nigerian. 

 

In summary, from the above analysis, the so call assumed negative impacts of FDI (e.g. inflation and increase in 

unemployment level) are not significantly caused or explained by FDI. 

 

IV.6 Policy Implications of Findings 
Foreign Direct Investment (manufacturing) has a positive and significant relationship with RGDP. This confirms the 

fact that manufacturing FDI has potential to encourage the growth of Nigeria Economy if the potential can be 

optimally exploited.  Government should create friendly business environment that will resourcesitate decline 

manufacturing firms and encourage inflow of FDI into the manufacturing sector. Since manufacturing FDI has a 

positive relationship with RGDP, it is expected that FDI will encourage increase in National Products, increase in 

income and reduction in poverty. That means attracting FDI is a good strategy for promoting growth and poverty 

alleviation. 

 

From the cost analysis of FDI, it can be seen that FDI inflow is not inflationary. This may be due to the fact that most 

of the FDI inflow in the manufacturing sector in Nigeria is not in the form of creating new capital stock, but by 

acquiring a minimum share of an already existing company; through the privatization policy of government. Also, 

most of the foreign investment in the sector are not portfolio investment, which only inject capital without creating 

capital goods. (Obadan, 2004). 

 

In addition the capital injected into the economy through FDI should not be diverted from its intended objective or 

project. This will minimize the inflationary tendency of FDI. Also, there are other significant factors that cause 

inflation in Nigeria. FDI is not a significant factor of inflation. 

 

In addition, FDI may encourage unemployment, because, they are discriminatory in their employment policy, and 

they suppress Domestics Enterprises, which are the major employer of labour, through their superior technology and 

advertisement. This can be checkmate through   effective labour law. The habit of FDI coming with their labour to 

Nigeria may be the reason why FDI affect unemployment level in Nigeria. As long as there is qualified man power in 

Nigeria, the labour should be sourced within, this will minimize the unemployment tendency of FDI. This can be 

achieved through adequate implementation of the local content policy. 

 

V:   Conclusion and Recommendation 

 

v.1  CONCLUSION 

Foreign Direct Investment as a development tool has its benefits and risks, and will only lead to economic growth in 

the host country under certain conditions. It is the responsibility of governments to make sure that certain conditions 

are in place so that FDI can contribute to development goals rather than just generating profits for the foreign 

investors. Foreign Direct Investment (FDI) is an integral part of an open and effective international economic system 

and a major catalyst to development. 

 

Manufacturing FDI in Nigeria contributes positively and significantly to RGDP. FDI inflows should be channel to 

the non-oil sector because the non-oil FDI (Manufacturing FDI) has the potential to improve our GDP. Devaluation 

of exchange rate improves Nigeria RGDP. Overvaluation of naira discourages FDI inflow and discourages 

exportation. An efficient exchange rate policy will lead to improvement in the economy. The positive relationship 

between RGDP and Infrastructure variable indicates the need for constructive attention to be given to provision of 

needed infrastructures, especially power generation and distribution, to enhance economic growth. The negative 

relationship between Inflation and RGDP suggest that the macroeconomic policies in place encourage growth. We 

had expected that ability to control inflation should reduce investment risks and enhance FDI and growth. 

 

Foreign direct investments creates no significant problems on the economy of Nigeria as claimed by some school of 

thoughts. 
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FDI  does not lead to inflation and does not significantly lead to increase in unemployment. These macroeconomic 

problems are not really cause by FDI but other factors like high interest rate, infrastructure deficit, excessive 

importation e.t.c.  increase in unemployment level is one of the crowding out effects of FDI in host economy. This is 

not significant in Nigeria because the number of employment generated from FDI inflow is more than the 

unemployment cause by the inflow of FDI. The benefits of FDI to African and Nigerian in particular can not be over 

emphasized. 

 

Increase in RGDP, Technology transfer, sources of revenue (though taxation), employment generation, production of 

varieties of goods and essential services are some of the enormous benefits of FDI could bring to Nigeria economy. 

Therefore we can easily conclude that the benefits of FDI to Nigeria economy are more visible and it should be fully 

optimized, while the potential draw back (i.e unemployment) should be adequately minimized. 

 

V.2     Recommendations 

In view of the findings of this study, the following recommendations are made. 

 

1. Nigeria government should at the macro level encourage the inflow of FDI because it comes along  with 

some positive effects on to the economy and firm performance in Nigeria. 

2. One way to improve business environment is by conscious provision of necessary infrastructure like power 

generation  and distribution which  will lower the cost of doing business in Nigeria. This will enable  the 

manufacturing FDI to contribute more significantly to Economy. 

3. The tendency of FDI inflow leading to increase in unemployment level should be checkmate through  

efficient employment policy guide such as local content rules and regulations. 

4. Infrastructural facilitates are positively related to RGDP. That means growth may not be achieved if there is 

no adequate infrastructural facilities. This will also complement the positive effects of FDI in enhancing 

growth and  development. 

5. Money stock should be properly and adequately managed because  its can lead to inflation if it is excess. 

6. Government should improve on its efforts to attract FDI especially into the manufacturing sector. This will 

improve our GDP, Competitiveness in Industries,  Foreign Exchange earning. 
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Abstract 

This study is concerned with the determination of the effect of bank management efficiency and effectiveness on the 

financial performance of listed deposit money banks in Nigeria for the period 2005-2011. The paper first employed 

Data Envelopment Analysis to compute the individual efficiency and effectiveness scores of 15banks which were 

selected by the availability of their published financial statements. Afterward, an Ordinary Least Squares regression 

was carried out using the financial performance scores as the dependent variable and the efficiency and effective 

scores of the individual banks as the independent variables. From the output, it can be inferred that the financial 

performance of the banks in the study period resulted from the efficiency of bank management as well as their 

effectiveness. However, the overall performance was due more to effectiveness in the management of the banks 

rather than efficiency as indicated by the relative magnitude of the coefficients of the two variables. Another 

inference from the results is that there is a lot of output loss and underutilization of resources among Nigerian banks 

largely due to inefficiency. A recommendation of the study is that the management of the banks should harness their 

underutilized resources which can be used in the production of new (non-traditional) variety of products.   

 

Introduction 

Banks exist principally to intermediate between surplus spending units (from whom they solicit and accept deposits) 

and deficit-spending units who approach the banks for loans to finance basically their investment and consumption 

activities. This financing role of banks in economic development is widely acknowledged in the literature.  

 

In particular, Schumpeter (1911) as cited by Kamau (2011) puts the role of financial intermediation at the centre of 

economic development. He argues that financial intermediation through the banking system plays a pivotal role in 

economic development by affecting the allocation of savings, thereby improving productivity, technical change and 

the rate of economic growth. He believed that efficient allocation of savings through identification and funding of 

entrepreneurs with the best chances of successfully implementing innovative products and production processes are 

tools to achieve this objective. 

 

Assessing the performance of financial institutions is relevant from the policy point of view because as finance-

growth literature suggests, if banks become better-functioning entities, it is expected to be reflected in strengthening 

capital buffer, safety and soundness of the financial systems. Efficiency estimates are leading indicators, as such, 

efficiency measurement of individual banks is an important research activity carried out by the central bank of the 

country in order to identify the effects of deregulation, merger, market structure as well as their scale and scope of 

activity. Segmenting the industry into different strategic groups can help the banks position themselves and take 

long-term overhauling of their delivery design process.  

 

This study used panel data of the listed money banks in Nigeria to determine their total financial performance as an 

industry and their individual efficiency and effectiveness scores for the post-consolidation period of 2005-2011. 

Afterward, an Ordinary Least Square regression was carried out using the financial performance scores as the 

dependent variable and the efficiency and effective scores as the independent variables. The objective is to determine 

the significance of the relationship between the efficiency and effectiveness scores and financial performance.   

 

Section II: Literature Review 

2.1 Theoretical Literature 

Efficiency is related to the ability to produce a result with minimum effort or resources (Kablan, 2010). It measures 

how close a production unit gets to its production possibility frontier, which is composed of sets of points that 

optimally combine inputs in order to produce one unit of output. Effectiveness on the other hand has to with serving 

expected purposes and meeting defined goals. Effectiveness and efficiency jointly constitute performance and are the 

attributes of productivity (Gwahula, 2013).  
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Literature reveals that efficiency and effectiveness on the part of management goes a long way in determining 

operational results of organizations. Particularly in the banking industry which is a high risk operational area, 

management must constantly use their acumen to confront and overcome challenges not only in the environment of 

business but also within. For instance, one of the strategies of management in the Nigerian banking system is Total 

Quality Management (TQM). From Oluyemisi (2009), TQM is an organizational cultural commitment to satisfying 

customers through the use of an integrated system of tools, techniques, and training. The strategy involves the 

continuous improvement of organizational process, resulting in high-quality products and services. TQM as a route 

of excellence implies conscious, formalized and systematic process of seeking, advancing and organizational purpose 

of satisfying the customers and consequently improving the overall together performance of the organization. Hassan 

(2014) identifies the characteristics of TQM in Nigeria as Target, Scope, Form, People, Organization, and 

Management Skills and Tools.  

 

Another issue in bank management is management of risks. Santomero (1997) argued that, from a management 

perspective, the risks facing all financial institutions can be segmented into three separable types. These are: (i) risks 

that can be eliminated or avoided by simple business practices, (ii) risks that can be transferred to other participants 

and (iii) risks that must be actively managed at the firm level. 

 

According to the author, the management of the banking firm relies on a sequence of steps to implement a risk 

management system. These can be seen as containing the following four parts: (i) standards and reports, (ii) position 

limits or rules, (iii) investment guidelines or strategies, (iv) incentive contracts and compensation. In general, these 

tools are established to measure exposure, define procedures to manage these exposures, limit individual positions to 

acceptable levels, and encourage decision makers to manage risk in a manner that is consistent with the firm's goals 

and objectives.  

 

Nelson and Schwedt (2006) offer that, globally, the banking industry has made significant strides in managing credit 

risk compared to the period until the early 1990s when the analysis of credit risk was generally limited to reviews of 

individual loans, and banks kept most loans on their books to maturity. Currently, credit risk management 

encompasses both loans reviews and portfolio analysis. Moreover, the development of new technologies for buying 

and selling risks has allowed many banks to move away from the traditional book and hold lending practice in favor 

of a more active strategy that seeks the best mix of assets in light of the prevailing credit environment, market 

conditions, and business opportunities. Much more so than in the past, banks today are able to manage and control 

obligor and portfolio concentrations, maturities, and loan sizes, and to address and even eliminate problem assets 

before they create losses. Many banks also stress test their portfolios on a business line basis to help inform their 

overall management. Masyoki and Kadibo (2012) found out that the management of credit risk strategies impacted 

positively on the performance of banks in Kenya 

 

Another critical issue in the banking industry is liquidity. Bank Liquidity implies the ability of the bank to maintain 

sufficient funds to pay for its maturing obligations. It is the bank’s ability to immediately meet cash, cheques, other 

withdrawals obligations and legitimate new loan demand while abiding by existing reserve requirements. Agbada 

and Osuji (2013) clarify that liquidity management involves the strategic supply or withdrawal from the market or 

circulation the amount of liquidity consistent with a desired level of short-term reserve money without distorting the 

profit making ability and operations of the bank. It relies on the daily assessment of the liquidity conditions in the 

banking system, so as to determine its liquidity needs and thus the volume of liquidity to allot or withdraw from the 

market.  

 

In the same vein, lending is the principal business activity for most commercial bank and the loan portfolio is 

typically the largest asset and the predominate source of revenue. As such, it is one of the greatest sources of risk to a 

bank’s safety and soundness. Effective management of the loan portfolio’s credit risk requires that the board and 

management understand and control the bank’s risk profile and its credit culture. To accomplish this, they must have 

a thorough knowledge of the portfolio’s composition and its inherent risks as well as understand the portfolio’s 

product mix, industry and geographic concentrations, average risk ratings, and other aggregate characteristics. In 

addition, they must be sure that the policies, processes, and practices implemented to control the risks of individual 

loans and portfolio segments are sound and that lending personnel adhere to them. Imeokpararia (2013) reveals that 

there was no significant relationship between loan management and profit after Tax in 80% of the banks in his 

sample.   
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As for Sub-Saharan Africa, Harker and Zenios (2000) and Kablan (2010) grouped the drivers of bank performance 

into three broad categories: strategy, execution of strategy, and environment.  

 

(a) Strategy: The articulation of a strategy is a key driver for success in dynamic, competitive environments 

like that of the financial services industry. The main strategic choices from which a bank must choose concern 

product mix, client mix, geographical location, distribution channels, and form of organization. Choosing a product 

mix not only defines the strategy of the institution in providing services but is also a strategic decision in risk 

management—it is in effect the choice of financial risks the institution plans to manage. Sub-Sahara African (SSA) 

banks have adopted a strategy that gives deposits a large share in the outputs combination they offer.  

 

The intermediation ratio (claims on the private sector relative to total deposits) of SSA banks is smaller than in other 

developing countries, suggesting that African banks have difficulty transforming collected deposits into loans to the 

private sector. For example, in 2003, SSA as a whole displayed an intermediation ratio of 57 per cent, compared to 

91 per cent for Asia and 75 per cent for Latin America. Some differences in these ratios appear among African 

regions: non-WAEMU West African countries have a ratio of 61 per cent against 70 per cent for WAEMU countries, 

65 per cent for Central Africa, 59 per cent for Southern Africa including South Africa, and 39 per cent for East 

Africa.  

 

A successful strategic decision regarding client mix hinges upon matching a targeted client segment with well-priced 

products. Besides orienting their activities toward collecting deposits, banks in SSA make loans to clients with good 

capacity for repayment. These are usually big foreign companies or domestic public ones. Local small and medium 

enterprises are often not considered. After the two choices of product and client mix, regulatory restrictions may 

determine the geographical scope of the institution. The choice of location again implies strategic choices related to 

risk management in bank operations. SSA banks tend to locate their branches in more economically developed 

regions at the expense of rural ones. There are more businesses in areas like towns, so banks can find economic 

activities to finance for a profit.  

 

(b) Execution of strategy: A strategy can be implemented through human resource management, use of 

technology, and process design. Given effectiveness, X-efficiency is a measure of how well management aligns 

technology, human resource management, and other resources to produce a given level of output. It views banks as a 

factory that consumes various resources to produce several products and establishes the efficiency with which this 

transformation takes place. The X-efficiency of banks can be assessed through indicators of financial soundness. 

Changes in those indicators are noticeable for SSA since the banking reforms of the 1990s. For instance, total 

problem loans as per cent of assets decreased by 0.9 per cent after the restructuring; they equalled 8.3 per cent in 

2003. SSA banks increased their capital as share of assets to 18.9 per cent the same year against 14.5 per cent during 

the 1990s. They also became more liquid, with the ratio of liquid assets to total assets reaching 28.8 per cent..  

 

The effort the authorities made to align the regulatory framework with international standards like the Basel 

principles seem to have produced improvements. Banks are using information technology more and more in 

delivering transactions. As elsewhere in the world, SSA banking systems have seen many technological changes. 

Most of them—for example, computerization of bank processes and using Automated Teller Machines (ATMs)—

were introduced by foreign banks, who imported them from their headquarters. Anglophone countries like Kenya, 

Nigeria, and South Africa seem to have more ATMs than Francophone countries. The creation of mobile banking 

units in Kenya and the use of chip/fingerprint technology in Malawi to increase access to financial services are other 

examples of technology adoption. The differences between Francophone and Anglophone countries could be due to 

the degree of development of their financial sectors; they seem to be deeper in Anglophone countries with more 

banks and more branches.  

 

(c) Environment: The environmental factors that explain efficiency and effectiveness are information 

technology, client tastes, and regulation. Banks try to influence environmental factors through lobbying activities, 

marketing efforts, research and development. Although Africa was not protected from technological changes, 

technological progress has been slow to spread because of factors that limit access, such as illiteracy and high costs. 

As an example, many banks in SSA offer services through the Internet, but the Internet is not widely used because of 

its cost but also because people are not used to this means of communication. Also the relative cost for people to 

access ATMs in Africa is high—because they are not widely used, the cost to banks may also be high.  
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 After the banking crisis of the 1980s, monetary authorities in SSA tightened the regulation of banks. In each of the 

two Communauté Financière Africaine (CFA) subzones, a single supervisory institution was formed (Commission 

Bancaire de l’UMOA, for WAEMU countries and Commission Bancaire de la CEMAC, for Central Africa). Non-

CFA countries gradually shifted powers of regulation and supervision solely to central banks; previously they had 

been shared between central banks and government ministries. By the late 1990s most countries had strengthened 

banking supervision. Prudential regulations were aligned with the Basel core principles and monitoring and 

inspections were instituted, although implementation is still weak.  

 

The impact of foreign bank entry into developing countries is also a subject among several studies. In SSA, foreign 

banks hold a large share of banking system assets. They bring expertise and help enhance banking system efficiency. 

Kirkpatrick, Murinde and Tefula (2008) found in their study of Anglophone SSA countries that the degree of foreign 

bank penetration is inversely related to X-inefficiency, suggesting that foreign bank ownership in Africa has 

contributed to better management and performance of commercial banks. Similarly, in a study of 11 transition 

economies, Harker and Zenios (2000) provide evidence that foreign– owned banks collect more deposits and make 

more loans than domestic private banks, and are more efficient in the distribution of financial services in those 

countries.   

 

2.2 Empirical Literature 

Casu, Girardone, and Molyneux (2004) offer that the valuation of the productivity of the banking system, especially, 

presents a major interest for the public authorities because an increase of the productivity of banks can lead to better 

banking performances, the decrease of costs and improvement of the quality of services, as well as to an 

improvement of the allocation of resources and increase of productivity on the level of the entire economy. The 

increase of productivity, according to the authors, contributes also to the increase of the soundness and stability of 

the banking system provided that the achieved profits are channelled towards the increase of equity and of provisions 

that allow for a better absorption of risks.  

 

Many studies have relied on financial ratios to measure the performance of commercial banks but only handful of 

studies have extended the idea of integrating financial ratio with a non-parametric method to evaluate the 

performance of the banks. In another dimension, several studies have concentrated on measuring only the efficiency 

of commercial banks while putting very little weight on effectiveness which is also important in evaluating the 

achievement of an organization`s objectives. In such studies, performance evaluation has been confused with 

efficiency only being proxied as performance and vice versa. A number of other studies have directed their attention 

to the studies of efficiency and its determinants.   

 

However, as  Mouzah (2006) and Chien-Thea and Dauw-Song (2004) have shown, the efficiency and effectiveness 

components can and should be separated and treated individually although they are closely related, and performance 

is the product of the two aspects. This is the approach followed in this study, even though there are not many studies 

that incorporate the two aspects. 

 

Following such an approach, Kumar and Gulati (2009) applied Data Envelopment Analysis (DEA) to compute the 

efficiency and effectiveness scores of the individual banks in India for the period 2006/2007, the overall performance 

scores having been obtained by taking the product of efficiency and effectiveness scores. The findings of their study 

indicate that high efficiency does not stand for high effectiveness in the Indian banking industry.  Furthermore, a 

strong positive correlation was observed between effectiveness and performance scores.  This, however, is in 

contrast with the study by Karlaftis (2004) which indicates that strong positive correlation exists between efficiency 

and effectiveness.  

 

Similarly, Chien-Thea and Dauw-Song (2004) used innovative Data Envelopment Analysis that separate efficiency 

and effectiveness to obtain the overall performance of 41 listed companies of Banking Corporation in Taiwan. The 

results of their analysis indicate that some companies were efficient on one hand but ineffective on the other hand. 

This indicates poor correlation between efficiency and effectiveness. 

 

Such a study has also been documented in Africa. Gwahula (2013) used the two-stage DEA to examine the 

performance of banks in Tanzania with emphasis on the attributes of efficiency and effectiveness. His results indicate 

that, generally, the overall performance estimates scores were quite low with respect to efficiency and effectiveness. 

With respect to bank groups, the foreign banks were more efficient through the entire period of the study. However, 
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the Small Domestic banks’ effectiveness and overall performance was quite higher compared to the rest of the group. 

The Large Domestic banks hold the last position in efficiency, effectiveness and overall performance due possibly to 

their having branches throughout the country resulting in relatively higher operating costs. On the hand, the 

correlation matrix between efficiency, effectiveness and performance reveals that performance is more related with 

effectiveness rather than efficiency in Tanzania. 

 

Finally, Aregbeyen (2011) found out that re-engineering projects significantly improved the profitability 

performance of banks in Nigeria but not overall financial intermediation.  

 

Section III: Methodology 

The computation of the efficiency and effectiveness scores was done using the two-stage Data Envelopment 

Analysis. The Data Envelopment Analysis (DEA) method is a mathematical method of linear programming used to 

create the efficiency frontier and to evaluate the efficiency as well as the effectiveness of a decision-making unit.  

 

To ascertain the reliability of the input and output variables, the data for the input and output of both stages were 

considered in a correlation matrix. This was a view to determining whether or not they satisfy the isotonic property. 

The isotonic property would exist if there is sufficiently high correlation among the input and output variables and 

would permit the use of the data by the DEA, (Frimpong, 2010). 

 

The model is specified as follows: 

 

Minimize                   m             s 

             Фo -  ε (Σsi + Σsr)t        t = 1,2                       

                                             j=1           r=1 

 Subject to: 

       n                      

                Σ λj xij ≤ θxio, i = 1,2,........m          (1)              

                             j=1 

                  Σ λj yrj ≥ θyio yro , r = 1,2,........k     (2) and 

                          n                      

                Σ λj = 1                                            (3) 

                             j=1 

                             

where t = 1 is stage 1 and t = 2 is stage 2 

           xij =the ith input of the jth Decision Making Unit;  

           yrj=the rth output of the jth Decision Making Unit, 

           ε =the Archimedes value which is very small seat as 10e-4or 10e-6 

 

The second step of the study is the computation of the overall performance scores of the sampled banks. This was 

accomplished by obtaining the products of the efficiency and effectiveness scores. After this, we ascertained the 

strength of association between efficiency, effectiveness and the overall performance with the aid of a correlation 

matrix. The overall performance scores were then regressed on the efficiency and effectiveness scores using the tool 

of Ordinary Least Squares.  

 

The estimated model is  ROAjt =  β0 + β1EFFICjt + β2EFFECjt + Ut 

 

 

 

 Section IV: Results and Discussion 

4.1 Evaluation of Efficiency   

The first stage of this analysis relates to the computation of the efficiency scores of sampled banks. The efficiency 

scores were computed using capital and deposits as inputs while the outputs used were Loan & advances and 

investments.  

 

The test of correlation was employed to determine whether the relationship of the input and output variables obey the 

isotonic hypothesis. Table 4.1 below presents the correlation matrix of the inputs and outputs used in the first stage 
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of efficiency analysis. It indicates strong positive correlation among the variables. This suggests that the isotonic 

property exists, hence, the suitability of the variables for the DEA approach to be employed as done in the study. 

 

Table 4.1: Correlation matrix of the input and output variables for efficiency evaluation 

 CAP DEP LADV INV 

CAP 1.000000 0.813024 0.874385 0.540022    

        DEP  0.813024  1.000000  0.915663  0.773676 

LADV  0.874385  0.915663  1.000000  0.728142 

       INV  0.540022  0.773676  0.728142  1.000000 

Source: Researcher’s computation using E-views7 

 

Table 4.2 below shows the efficiency scores of the sampled banks for the period of study. Generally, it can be 

observed that the average efficiency of the 15 sampled banks in the study period was 61.63%. In other words, the 

inefficiency of deposit money banks in Nigeria was as high as 38.27% between 2005 and 2011. Going further from 

the scores tabulated, it can be argued that the global financial crisis had no significant negative impact on the 

efficiency of deposit money banks operating in Nigeria. This is because the average efficiency of the banks increased 

through the major years of the crisis. 

 

Specifically, Stanbic-IBTC (81.09%), GT Bank (78.94%), and Skye Bank (71.23%) were the leaders of the industry 

on the overall average efficiency scale. On the other hand, Unity Bank (42.08%), Union Bank (47.51%) and UBA 

(50.31) were the worst performers. Apart from these three, Diamond Bank (59.78%), First Bank (55.69%), Sterling 

Bank (51.35), and Zenith Bank (52.49%) also had efficiency scores that were below the industry average for the 

study period. Of particular note is the fact that all the old generation banks, i.e. Union Bank, First Bank, UBA, and 

Unity Bank, performed below the industry average. 

 

The most consistent performer on the efficiency scale was GTBank. Its efficiency score was higher than the industry 

average for all the years under consideration. In the same vein, Stanbic-IBTC had scores higher than the industry 

average in all the years except one (2006) and was at the industry frontier of 100% for 3 of the 7 years. Conversely, 

Unity Bank had efficiency scores below the industry average for each of the 7years.  On the face of it, the most 

improved bank was FCMB. In 2005, its efficiency score was 40.07%. This gradually rose and even peaked at 100% 

in 2010 implying that it was the industry bench mark for that year.  

 

Table 4.2: Summary of Efficiency Scores of Listed Deposit Money Banks in Nigeria (2005-2011) 

Bank/Year 2005 2006 2007 2008 2009 2010 2011 Average 

Access 0.4636 0.5820 0.5754 0.6477 1.0000 1.0000 0.7097 0.7112 

Diamond 0.6117 0.5545 0.5389 0.5389 0.6221 0.7440 0.5742 0.5978 

EcoBank 0.5392 0.5823 0.6281 0.5009 1.0000 0.6409 0.6793 0.6530 

Fidelity 0.6294 0.5310 0.5777 0.8060 0.6146 0.5925 0.6064 0.6225 

FirstBank 0.4108 0.4725 0.3894 0.6155 0.5989 0.7197 0.6915 0.5569 

FCMB 0.4007 0.5890 0.4464 0.6895 0.8099 1.0000 0.7714 0.6724 

GTBank 0.6342 0.6744 1.0000 1.0000 0.7938 0.7587 0.6650 0.7894 

SkyeBank 0.5761 1.0000 0.4958 0.4844 0.6627 0.7669 1.0000 0.7123 

S-IBTC 1.0000 0.4510 1.0000 1.0000 0.6228 0.7878 0.8149 0.8109 

Sterling 0.3900 0.4866 0.4048 0.4011 0.5223 0.7349 0.6551 0.5135 

UnionBank 0.3714 0.4119 0.3447 0.3753 0.5974 0.6444 0.5808 0.4751 

UBA  0.4911 0.3433 0.4045 0.4070 0.4937 0.6588 0.7233 0.5031 

UnityBank 0.5875 0.4370 0.3455 0.2821 0.2920 0.5210 0.4803 0.4208 

WemaBank 0.8715 0.6867 0.6600 0.4973 0.5637 0.4903 1.0000 0.6814 

Zenith 0.4963 0.4790 0.4623 0.6451 0.5715 0.5160 0.5044 0.5249 

Mean 0.5649 0.5521 0.5449 0.5727 0.6510 0.7051 0.6971 0.6163 
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Max 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000 

 Min 0.3714 0.3433 0.3447 0.2821 0.2920 0.4903 0.4803 

  

Source: Researcher’s computation using Data Envelopment Analysis 

 

4.2 Evaluation of effectiveness 

In the second stage of the performance evaluation model, the outputs of the first stage are used as the inputs of the 

second stage. Thus, in the computation of the effectiveness of the sampled listed deposit money banks, the input 

variables were Loan and investment while the output variables were Interest income and non-interest income. Table 

4.3 shows the correlation matrix of the variables: 

 

Table 4.3: Correlation matrix of the input and output variables for effectiveness 

  LADV INV INT NINT 

LADV  1.000000  0.728142  0.918482  0.806074 

INV  0.728142  1.000000  0.653907  0.560432 

INT  0.918482  0.653907  1.000000  0.883642 

NINT  0.806074  0.560432  0.883642  1.000000 

Source: Researcher’s computation using E-views7 

 

As can be observed from the table, there is positive and high correlation among the input and output variables 

depicting that they satisfy the isotonic hypothesis. This permits the DEA approach to be used. 

 

Table 4.4 below summarizes the effectiveness scores of the banks under study.  

 

Table 4.4: Summary of Effectiveness Scores of Listed Deposit Money Banks in Nigeria (2005-2011) 

Bank/Year   2005   2006   2007  2008 2009   2010 2011 Average 

Access 0.4464 0.6822 0.5946 0.8387 0.8552 1.0000 0.9066 0.7605 

Diamond 0.6568 0.6126 0.5336 0.6310 0.6632 0.6460 0.5982 0.6202 

Ecobank 0.5675 0.5858 0.6262 0.7024 1.0000 0.9446 0.6988 0.7322 

Fidelity 0.5340 0.5533 0.6269 0.9056 0.6486 0.6234 0.6856 0.6539 

Firstbank 0.5128 0.4936 0.4948 0.6686 0.6576 0.7638 0.7092 0.6143 

FCMB 0.3626 0.2948 0.6544 0.7200 0.8178 0.9038 0.8058 0.6513 

GTBank 0.6890 0.6861 0.7854 0.8839 0.7811 0.7845 0.7025 0.7589 

SkyeBank 0.5676 0.7204 0.5722 0.7012 0.6990 0.7036 1.0000 0.7091 

S-IBTC 0.7223 0.4944 1.0000 1.0000 0.6063 0.8098 0.8454 0.7826 

Sterling 0.2941 0.4968 0.4588 0.4678 0.5640 0.7564 0.6660 0.5291 

Union 0.3634    0.4030 0.4270 0.4294 0.5802 0.6487 0.5822 0.4906 

UBA  0.4990 0.3884 0.4486 0.4572 0.5055 0.6071 0.7684 0.5249 

UnityBank 0.5924 0.4232 0.2645 0.2727 0.2678 0.5123 0.4966 0.4042 

WemaBank 1.0000 1.0000 0.6005 0.4852 0.5166 0.5048 0.7244 0.6902 

 Zenith 0.4422 0.6765 0.4664 0.4898 0.5642 0.5278 0.5866 0.5362 

Mean 0.5500 0.5674 0.5703 0.6436 0.6485 0.7158 0.7184 0.6306 

Max 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000 

 Min 0.2941 0.2948 0.2645 0.2727 0.2678 0.5048 0.4966 

 Source: Researcher’s computation using Data Envelopment Analysis 

 

From the table, it can be seen that the Nigerian banking industry was better on the effectiveness rating during the 

study period. The average score of effectiveness for the 7 years was 63.06%. This paper observes that the scores 

consistently increased for each year under study starting from 55% in 2005 up to 64% in 2008 and almost 72% in 
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2011. This is a welcome development for the fact that effectiveness can help in the achievement of efficiency. A 

decision-making unit has to first do the correct thing before it would be judged on whether or not it has done its tasks 

with minimal resources or achieved relatively higher output. Channelling their efforts towards their core mandates of 

deposit mobilization, extension of loans and advances, and improving shareholder’s wealth will assist in the 

sustainable growth of the Nigerian economy. 

 

Stanbic-IBTC (78.26%), Access Bank (76.05%), and GT Bank (75.89%) were the most effective banks on the 

average over the study period. Again, GT Bank proved to be the most consistent performer as it had effectiveness 

scores higher than the industry average for each of the 7 years.  On the other hand, Unity Bank (40.42%), Union 

Bank (49.06%), and UBA (52.49%) appear to be most ineffective in their operations when compared with their peers 

in the industry. These three together with First Bank are the biggest banks and all have scores lower than the industry 

average. Worthy of note is the fact, however that the performance of Union bank has been increasing throughout the 

study period. In the same vein, Unity Bank seems to have experienced a major problem in 2007-2009 and averaged 

26.85% for that 3-year period. Its performance however has been on the increase since 2010. A key inference from 

the study is that the overall performance of the industry has been increasing with each year as indicated by the 

product of the efficiency and effectiveness scores for the period of study. This can be observed from Table 4.5 

below.  

 

Table 4.5: Summary of the Efficiency, Effectiveness, and ROA scores for Nigerian banks  

Item 2005 2006 2007 2008 2009 2010 2011 

Effic x 

Effec 0.3107 0.3133 0.3146 0.3688 0.4222 0.5047 0.5008 

ROA 0.00337 0.0134 0.01867 0.00791 0.00165 0.02939 -0.0040 

 

Source: Researcher’s computation using E-Views7 

 

However, financial performance indicated by the ROA has not been high. This is an indication of the troubled times 

the Nigerian banking industry experienced before and during the study period. Notably, the average ROA for the 

sampled banks combined was negative in 2011. This could be as a result of the spill-over effects of the global 

economic crisis. Another reason for this could be the near systemic distress that was observed in the industry in 

2009-2010 that made another round of take-overs necessary.  

 

Then, as can be observed in Table 4.6 below, there is strong positive correlation between efficiency and 

effectiveness. This implies that financial performance of Nigerian banks depends on efficiency as well as 

effectiveness. This finding contrasts with Chien-Thea and Dauw-Song (2004) that reported poor correlation between 

efficiency and effectiveness of banks in Taiwan. 

 

Table 4.6: Correlation of Efficiency and Effectiveness with ROA of banks in Nigeria (2005-2011)  

     EFFIC      EFFEC 

EFFIC x 

EFFEC             ROA 

EFFIC   1.000000   0.843787    0.936679   -0.003361 

EFFEC   0.843787   1.000000    0.977831     0.008950 

EFFIC x 

EFFEC   0.936679   0.977831    1.000000     0.010047 

ROA  -0.003361   0.008950    0.010047     1.000000 

 

Source: Researcher’s computation using E-views7 

 

Another observation from Table 4.6 is the negative correlation between efficiency and financial performance in the 

study period. ROA, however, shows a positive, though weak, positive correlation with effectiveness. This strongly 

indicates that there are other factors that could have been responsible for the financial performance of the banks in 

the study period. This calls for further research. In the same vein, the relative correlation coefficients suggest that 

effectiveness of the banks contributed more to their financial performance than efficiency did in the study period. 
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In order to explore the latter observation further, the tool of Ordinary Least Squares was employed to examine the 

impact that each of efficiency and effectiveness had over the study period on the financial performance of the banks 

examined. The overall performance was taken as the product of the efficiency and effectiveness scores for the period 

under study. Also, the study sought to establish whether the impact(s) were significant. The result of the OLS 

regression is presented in Table 4.7 below.  

 

Table 4.7 Regression Result of ROA, Efficiency and Effectiveness of Deposit Money Banks in Nigeria (2007-2011) 

 

Dependent Variable: ROA   

Method: Least Squares   

Date: 04/03/15   Time: 09:11   

Sample: 2005 2011   

Included observations: 7   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     

C -0.373668 0.009524 -39.23442 0.0000 

EFFIC 0.427339 0.024836 17.20643 0.0001 

EFFEC 0.765291 0.026855 28.49720 0.0003 

     
     

R-squared 0.682394     Mean dependent var 0.390729 

Adjusted R-squared 0.642087     S.D. dependent var 0.086383 

S.E. of regression 0.002607     Akaike info criterion -8.763444 

Sum squared resid 2.72E-05     Schwarz criterion -8.786626 

Log likelihood 33.67206     Hannan-Quinn criter. -9.049962 

F-statistic 2216.354     Durbin-Watson stat 2.420291 

Prob(F-statistic) 0.000000    

     
     Source- E-views7 output 

 

From the regression result presented in table 4.7 above, both efficiency and effectiveness are observed to have 

positively and significantly impacted on the overall performance of Nigerian banks in the period 2007-2011. The 

impact is significant at 1% for both variables. This is evidenced by the positive coefficients of both variables (EFFIC 

and EFFEC) against ROA, the indicator of financial performance. Also, their accompanying t-statistics and 

corresponding probability values- t= 17.20643 and probability= 0.0001 for efficiency, and t= 28.49720 and 

probability= 0.0003 for effectiveness- are highly significant.  

 

Going by the Adjusted R-Squared of 0.642, this study finds that efficiency and effectiveness jointly explain 64% of 

the financial performance of Nigerian banks. Thus there are other factors that are responsible for the financial 

performance of the banks during the study period. However, the coefficient of effectiveness is 0.765291 while that of 

efficiency is 0.427339. The inference from this is that the overall performance of Nigerian deposit money banks was 

more as a result of effectiveness rather than efficiency. In other words, Nigerian banks were more effective in the 

study period than efficient. This finding is in accord with Gwahula (2013) which depicts that the commercial banks 

in Tanzania are more effective than efficient. These findings are also in consonance with Karlaftis (2004) which 

indicates that strong positive correlation exists between efficiency and effectiveness in India.  

 

However, this study is in contrast to Kumar and Gulati (2009) the findings of which indicate that high efficiency 

does not stand for high effectiveness in the Indian PBS industry even though a strong positive correlation was 

observed between effectiveness and performance scores of Indian banks.   

   

 Section V: CONCLUSION 

From the output, this study concludes that both efficiency and effectiveness of the management had significant 

impact on the financial performance of listed deposit money banks in Nigeria in the years 2005 through 2011. 

However, financial performance was due more to effectiveness of management rather than efficiency as revealed by 

the relative magnitude of the coefficients of the two variables. Another inference from the results is that there is a lot 

of output loss and underutilization of resources among Nigerian banks. In other words, the management of the 
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various banks need to improve in the issue of efficiency as the results indicate that they were inefficient in their 

output by as much as 38% 

 

A recommendation of this study is for the management of the banks to harness their underutilized resources which 

can be used in the production of new (non-traditional) variety of products. On a micro level, managers of each of the 

banks can improve their managerial performance by periodical self-assessment on matters of efficiency and 

effectiveness so as to identify the direction and relative positions of their organizations.   

 

This paper also recommends the policy of differential licensing that permits some banks to seek to operate in certain 

regions only, thereby segmenting the banking industry into states, regional, and national or even international banks. 

Segmenting the industry into different strategic groups can help the banks position themselves and take long-term 

overhauling of their delivery design process and as such increase the efficiency and effectiveness of Nigerian banks. 

This will then have a positive impact on the overall performance of the Nigerian banking industry and consequently 

the Nigerian economy. 
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Former U.S. President William J. Clinton:  “With … [its] vast human and natural resources, a revitalized 

Nigeria can be the economic and political anchor of West Africa ….”  From remarks on signing of a joint 

declaration with Nigerian President Obasanjo, August 26, 2000. (Obtained from CNN.com transcripts.) USA is oil 

importer country. 

 

Sheik Ahmed Yamani, former Oil Minister of Saudi Arabia:  “All in all, I wish we had discovered water. ” Cited in 

Ross, Michael. “The political economy of the resource curse.” World Politics 1/1 (1999) 297-322. Saudi Arabia is oil 

exporter country. 

 

Which one is correct above saying. In the history of modern trade theory, the capitalized countries set up ridiculous 

pretensions as specialization for being an industrialized country. This concept in literature which is created by Adam 

Smith, David Ricardo and Hecksher-Ohlin was recognized by poor countries to be supposed to reach rich developed 

countries. Thus, well-know words according to their idea is “Africa has a strong comparative advantage in natural 

resources, so, they should specialize on them.” But today, new theories on over-specialization is to keep away 

commodity dependent countries from specialization. As mentioned above, there are many new concepts which are 

not available for Africa continent. Meanwhile the new concepts to explain the current Africa` issues are Natural 

Curse Arguments (paradox of plenty), Dutch Disease, Immiserising Growth, windfall gain argument and over-

specialization.  

 

Especially, sub-Saharan countries have no long historical trade experience to cope with Europeans. Their trade 

history has started with their self determination. Especially, after 1960s Africans have begun to produce and sell their 

own products to rest of the world. Owing to minimal Business Formation, they did not have enough experience to 

make trade, especially international trade. They used to run the trade theories which are created by developed 

countries, Europe and USA. They recommended only one concept `Specialization`. But it was not available for 

Africa. If you look at last four decade, there is no any significant improvement in this continent. Most of them 

remain at the same point called inception. Therefore, it was called Immiserizing Growth (IG) which means by 

producing more you become poor, poorer and poorest. In consequence of this terminology, we examined 

diversification and structural transformation. 

 

The main aim of economists is to save developing countries from being poverty. Economists are supposed to develop 

new concepts to realize developing countries` future plan as being among developed countries with their economic 

power. African commodities are locomotive for Developed Countries. Thus, commodity dependent countries are too 

good for their current situation. Inversely they produce more and become poorer. How could they become developed 

countries. How could they reach their counsel of perfection being among developed countries. 

 

In literature, there are many theories which are not available and suitable for African economies. Economists 

examine them and findings were different from theories. Thus, they were called as paradox, disease or curse. 

 

African countries have a real opportunity to promote economic transformation and to address poverty and inequality 

with natural resources. They can capitalize on their resource endowments and high international commodity prices. 

This paper argues that the deindustrialization of many African economies for decades was the result of well-known 

theories as specialization. 

 

For decades, commodities have shaped Africa’s economy. It can be called negative or positive effects. Up to the 

1960s and 1970s, the economists suggested to developing economies only one concept; Specialization. But, after 

becoming independent countries, they increase their production by specializing on relative primary products. Thus, 

the market price of products decreases in international areas. Consequently, their revenue decline too. This situation 

is called Immiserising Growth by Bhagwati (1958:201-205). The other concept called Dutch Disease (Corden & 

Neary, 1977:82-83) is an economic phenomenon in which the revenues from natural resource exports damage a 

nation's productive economic sectors by causing an increase of the real exchange rate and wage. Dutch disease 
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makes tradable sectors less competitive in world markets. Absent currency manipulation or a currency peg, 

appreciation of the currency (As imports become cheaper) can damage other sectors, leading to a compensating 

unfavorable balance of trade. Greater dependence on natural resource revenue leaves the economy vulnerable to 

price changes in the natural resource and abolishes the domestic market. 

 

Other concept on African continent is windfall profit or windfall gain is a type of income that is unexpected or 

unforeseen. But in international market, price takers expect the price from consumers. For a small economy model, it 

is not possible to affect price of products on which they specialize. So, the windfall gain will be captured by 

developed countries that demand and consume natural resources.  

 

Two key patterns of the development process are Structural Transformation and Diversification. Structural 

transformation is reallocation of resources to more productive activities; increasing importance of manufacturing and 

services in GDP changes in sectoral shares.  

 

Structural transformation towards more productive activities and opportunities of employment is closely linked with 

a strong natural-resource sector (NRS). To promote Africa’s natural resources for structural transformation, a four-

layer policy approach (United Nations Economic Commission for Africa, 2013:11) is suggested: 

 

i.establish general framework conditions for structural transformation such as education, infrastructure and access to 

sufficiently large, regional markets; 

ii.establish specific conditions required for natural resource sectors to thrive; 

iii.optimize the revenues from natural resources and invest them strategically to promote structural transformation; 

iv.address structural transformation directly by increasing agricultural productivity and enabling economic linkages 

between the natural-resource sector and the economy as a whole. 

 

The commodities have shaped Africa’s economic growth. In recent years, commodity prices tumbled. Many 

economists feared the worst for Africa. For decades the continent has been worryingly dependent on commodities to 

power economic growth and development. Because of low prices, it is not possible to realize Structural 

transformation.  

 

As one of Africa’s major natural resources, oils are helping transform Africa and the lives of its people. In particular, 

Nigeria in West Africa is using the revenue from oil to create wealth for himself. GDP of Nigeria in 1980 was 10 

billion dollars and Agriculture sector share in GDP was 28 percent. For two decade, the ration was approximately 

fixed on the same ratio, while the GDP reach to 230 billion US dollars in 2010. So, we conclude that Nigeria will 

realize its structural transformation by Major natural resources` revenue. Oil provides a significant economic 

contribution to Nigeria. 

 

The Nigerian economy is the largest in West Africa and the second largest in Sub Saharan Africa which is oriented 

toward the production of agricultural products and crude oil. Agriculture accounts for nearly 31 % of the GDP, 70 % 

of employment but contributes only 2.5 % of export income in 2012. Crude oil and natural gas account for about 

15% of GDP, 92% of export income and 79% of government revenue in 2012. 
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Source: UNCTAD and author calculations: http://unctad.org/en/pages/Statistics.aspx (13March 2015) 

 

The oil trade (values of petroleum exports) contributes nearly 95 billion US dollars in 2012 to Nigeria. It is helping 

the Nigeria to implement government` planning on economy. Implementation stages which are called Structural 

Transformation processes are (United Nations Economic Commission for Africa, 2013:163; 

 

A. Macroeconomic Management 

B. Consolidating Democracy 

C. Diversifying the Nigerian Economy 

D. Boosting Agricultural Production 

E. Fostering Industrial Development 

F. Adressing the Major Infrastructure Gap 

G. Supportive Financing 

H. Improving the Business and Investment Climate 

 

In material issue is Diversification in process above for African economy. Diversifying African economies is not an 

easy task. One of the key challenges is how to overcome over-specialization. Diversification includes the increase in 

the number of goods produced/exported and quality upgrading measured by their unit value Horizontal and vertical 

diversification. Diversification is shift of resources from agricultural sectors to manufacturing and services (Jean & 

Wacziarg, 2003). This is the characteristic transformation process from developing to developed ones. But today, 

there is a new concept as a turning point for being developed for developing countries. Developing ones passed the 

agriculture phase by raw materials as mining and oil. Raw materials simplify to capitalize them to reach Developed 

countries. It is called as commodity-driven growth or commodity based industrialization. The wealth (capital) has 

come from raw materials. Industrializing for growth, jobs and economic transformation is important, because 

commodity-based industrialization can provide an engine of growth for the Africa continent, reducing its 

marginalization in the global economy and enhancing its flexibility to shocks (Jean & Wacziarg, 2003).  

 

Economic diversification is vital to countries' long-term economic growth, but many resource-rich countries remain 

heavily reliant on revenues generated by mining or oil production, jeopardizing their chances for sustainable growth.  

 

Different description of Economic Diversification is when the country has incomes from many different sources that 

are not directly related to each other. 

 

A good example of a poorly diversified economy is that of Saudi Arabia, Nigeria and Angola. A very large part of 

their income depends on the production and sale of oil to other countries which means that their standard of living 

sometimes fluctuates wildly in correlation with the price of oil. 

 

http://unctad.org/en/pages/Statistics.aspx
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The US economy is a good example of a better diversified economy. Because, USA gets its income from many 

different types of economic activity including manufacturing, agriculture, and financial services. 

 

For instance, global crisis in 2008 worked through demand shocks and price movements, especially the free fall of 

key commodities such as oil. Poor export diversification in products
7
 and destinations

8
 renders the continent 

particularly vulnerable to external shocks, as summarized by the collapse of export revenues suffered by oil exporters 

in 2009
9
. A barrel of crude oil was 143 US dollars in June, 2008 and price decrease to 30 US dollars in December, 

2008. In international market, there is no any international institution to stabilize the commodity prices whose 

economy only depends on it. It is competitive market and huge competition on commodity prices. By the way, most 

of the commodity prices remain the same for three decades. 

 

In West Africa, with about 200 million inhabitants, Nigeria has an enormous natural resource. Nigeria has about 34 

minerals across the country which includes gold, iron ore, coal, tin, and uranium….etc. In addition to oil, there are 

also opportunities for fertilizer and liquefied gas production. With the average production of 2.3 million barrels of 

crude oil per day, Nigeria is the largest crude oil exporter in Africa and tenth largest in the world. Lastly, it has a vast 

land area of 923 768 km2, of which about 70 million hectares are farmland.  Despite the country`s huge agricultural 

potential, less than 50% of the total farmland in Nigeria is cultivated and agricultural productivity is so low, because 

of the lack of modernization and crowding out effect. Nigeria relies on the important of food to meet its domestic 

demand, with the import bill for wheat, rice, sugar and fish approximately 6,5 billion US dollars per annum in 2012. 

According to data above, there is a lack of diversification of the Nigerian economy. The industry and manufacturing 

base is low and has been dwindling. The share of manufacturing sector in the GDP declined from 6% in 1985 to 4% 

in 2011. And also decline in share of industry sector from 44% in 1980 to 41% in 2011. Share of Agriculture sector 

increase from 28% in 1980 to 33% in 2011. Consequently on diversification, the production of primary agricultural 

commodities and crude oil continue to dominate the Nigerian economy. Economic growth was not created through a 

structural change of the economy. Sources of economic growth need to be diversified to strengthen the economy. 

Nigeria has the lion share in ECOWAS and 67 % of GDP of ECOWAS was related to Nigeria. 

 

 
Source: UNCTAD and author calculations: http://unctad.org/en/pages/Statistics.aspx (3March 2015) 

                                                 
7
 About two thirds of Africa’s exports were made up of primary commodities in 2011 

8
 In 2011, more than half Africa’s total exports were still directed towards Europe and the United States 

(UNCTADStat). 
9
 Making the Most of Africa’s Commodities: Industrializing for Growth, Jobs and Economic Transformation`,  

Economic Report on Africa  by United Nations Economic Commission, 2013. (www.uneca.org) 

http://unctad.org/en/pages/Statistics.aspx
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Conversely, there is limited impact of commodity-driven growth on employment
10

. For instance, Angola is a 

commodity dependent country and 98 percent of its export earnings are from oil and oil sector employ %1 of 

employment. This ration is little bit more for Nigeria. 

 

 
Source: UNCTAD and author calculations: http://unctad.org/en/pages/Statistics.aspx (10 March 2015) 

 

On the other side, increase in primary commodity prices since the second half of 2009, and to strong demand for 

African products from China and other emerging economies boost African countries. For instance, Coffee prices 

remain mostly the same from 1962 to 2012.  Coffee (Robusta) producers in West Africa as Toge, Cote D`lvoire, 

Ghana and Guinea suffered from steady market prices. Thence, there is no any improvement on transformation and 

diversification concepts. 

                                                 
10

 Making the Most of Africa’s Commodities:Industrializing for Growth, Jobs and Economic Transformation`,  

Economic Report on Africa  by United Nations Economic Commission, 2013. (www.uneca.org) 

http://unctad.org/en/pages/Statistics.aspx%20(10
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 Source: Calculations based on UNCTADStat, accessed 13 April 2015 

(http://knoema.com/atlas/topics/Food-Prices). 

 

Africa’s exports and imports increased in value terms by 28.3 per cent and 18.6 per cent, respectively, in 2010 and 

by 14.5 per cent and 19.5 per cent in 2011. (World Bank, 2012).  

 
In globalization issues, Africa’s ability to take advantage of trading opportunities has always been under contention. 

Data indicate that the continent’s share of world exports has declined sharply, from about 5.5 percent in 1975 to 

about 2.5 percent in 2002 (Bora & Roy, 2006). In 2012, the continent has the same shares of world exports and world 

GDP (http://unctad.org, 2015). 
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Source:  http://www.ifpri.org/publication/marginalization-africa-world-trade 

Triggering commodity-based industrialization as an engine of growth and economic transformation is a new concept 

of being developed country. Commodity is mostly called for mining sector products in post colonial term. It is so 

important, especially when African countries became independent after 1960s.  

 

In literature, Kuznets (1971) viewed structural transformation as one of six stylized facts of economic development.  

He distinguished between two phases of structural transformation. In the beginning of the development process, an 

economy allocates most of its resources to the agricultural sector. As the economy develops, resources are 

reallocated from agriculture into industry and services. This is the first phase of structural transformation. In the 

second phase, resources are reallocated from both agriculture and industry into services. The general finding is that 

developed countries all followed the same process of structural transformation above (Kuznets, 1966; Maddison, 

1989). Developed countries are called as diversified economies. 

 

But according to current literature (Bah, 2010) developing countries are following different paths of structural 

transformation that deviate from that of developed countries in different ways. Contrary to the developed countries, 

developing countries are following very distinct paths of structural transformation from Malaysia, Thailand, Brazil 

and Ghana. 

 

Although available natural resources differ significantly across the countries changes in Brazil, Malaysia, Thailand, 

and Ghana, rapid growth was accompanied by significant structural. The share of agriculture in total GDP declined 

in all these countries during the transformation period between 1965-2005. In terms of initial sectoral structure, 

Malaysia and Thailand are the most comparable to Ghana because of the importance of agriculture in their 

economies. However, despite similar initial agricultural shares in their economies, Malaysia and Thailand 

experienced different structural changes. In Malaysia, agriculture grew an average of 5.9 percent annually and acted 

as a driver of GDP growth during the transformation period
11

. Brazil was the world`s largest coffee producer. Thus, 

agriculture acted as a driver of GDP growth during the transformation period in Brazil too. 

 

Ghana is richly endowed with mineral resources includes gold, diamonds and world`s second-largest cocoa producer. 

The share of Industry doubled in Ghana and Agriculture share in GDP significantly declined between 1970-2012. By 

the way, Ghana discovered offshore oil and gas in 2004.   

 

In ECOWAS countries, the decline in agriculture`s GDP share resulted from increases in industry`s share and 

especially manufacturing except Togo, Sierra Leone, Liberia and Guinea.  

 

                                                 
11

 Accelerating Growth and Structural Transformation, Ghana’s Options for Reaching Middle-Income Country 

Status, page: 4 

http://www.ifpri.org/publication/marginalization-africa-world-trade
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Source: Calculations based on UNCTADStat, accessed 13 April 2015. 

 

The share of Industry doubled in Ghana, Nigeria and significantly increased in Gambia, Senegal and Mauritania. 

Mali tripled its industry share in GDP. 

 

 
Source: UNCTAD and author calculations: http://unctad.org/en/pages/Statistics.aspx (13April 2015) 

 

Malaysia is an accomplished case. In Malaysia, agriculture grew an average of 5.9 percent annually and acted as a 

driver of GDP growth during the transformation period. At the same time, the importance of industry in the economy 

significantly increased because of the much higher growth rate in manufacturing compared with all other sectors
12

. 

Thus Malaysia succeed the   transformation from agriculture to Industry. A case from Malaysia energy sector is 

Petronas. Petronas is a Malaysian oil and gas company which was founded in 1974 wholly owned by the 

Government of Malaysia. And later, Malaysia adds value and creates international energy company. Petronas is very 

well-known energy company in world energy sector. Malaysia diversified their export and hence transforms the 

economy from agriculture to Industry.   

 

                                                 
12

 Accelerating Growth and Structural Transformation, Ghana’s Options for Reaching Middle-Income Country 

Status, page 4 
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In the class of models of structural transformation discussed above, resources flow from the most productive to the 

least productive sector.  Moreover, the share of agriculture in output is low in Africa, A few research (United Nations 

Economic Commission for Africa, 92) shows that its share in total employment is very high. This implies that this 

sector is very unproductive. Indeed, there is vast literature that shows that Africa is very unproductive in agriculture 

and increasing its productivity in that sector is crucial for employment and reducing poverty in the continent. On the 

other hand, the share of services in employment is high in Africa (Bah, 2010).  This is also a result of low 

productivity in services. The biggest sub-sector for services is retail and trade which is primarily informal. For 

instance, data from the International labor Organization (United Nations Economic Commission for Africa, 148) on 

Mali shows that retails and trade employs 67% of the total workers in services. In addition, 10% of service 

employees work for other households. Lautier (2000) reports that more than 70% of total workers in Mali's informal 

sector did not receive any education.  The picture is similar in other African countries. 

 

The share of Service sector in GDP of Mali was 15% in 1970 and increased 36% in 2012 . This ration for Gambia 

was 41% in 1970 and became 62% in 2012. There is a decline in Service sector for Nigeria economy. It was 30% in 

1970 and decreased to 26% in 2012. 

 

 

Source: UNCTAD and author calculations: http://unctad.org/en/pages/Statistics.aspx (19April 2015) 

 

On the other side, energy sector has the same distinctive feature in African countries.  In addition to agriculture 

sector, energy sector share in total employment is very low too. For instance, Angola has rich unexploited deposits of 

mining. The country produces over 650 million barrels of oil per year in 2013, the second largest in Africa, after 

Nigeria. The petroleum sector is the backbone of the Angolan economy, accounting for 98%
13

 of exports and 47% of 

the country’s GDP but less than 1% of total employment. Moreover, the wealth generated from the petroleum sector 

has not trickled down to ordinary Angolans, mainly because of its capital intensive nature. Furthermore, the industry 

is operating as an enclave, with untapped upstream and downstream activities which, if exploited could create broad-

based employment opportunities research (United Nations Economic Commission for Africa, 92). 

 

CONCLUSION 

For decades, commodities have shaped Africa’s economic growth. When prices were high, growth was good; when 

prices dipped, so did the continent. However, the economists support this contradiction by the theories as 

specialization and others. There is a paradox on growth and development. Europeans offer and support the same 

development program and planning for developing countries to promote them to upper class called developed 

countries; do it what you have and specialize on it. The pattern of specialization is at the core of international trade 

theory. A consequence of international trade is that countries are not required to produce all their consumption 

goods, instead they can specialize in the production of certain goods in exchange for others. Although the 

                                                 
13

 http://unctadstat.unctad.org/CountryProfile/024/en024GeneralProfile.html (13 April 2015) 
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specialization concept, Developed countries, especially EU subsidy union` agriculture sector by 95 billion euro in 

The Common Agricultural Policy of EU
14

 (CAP). 

 

 The studies show that African countries are adding value to their commodities and developing local backward and 

forward linkages to the soft, hard and energy commodity sectors. But the depth of linkages varies among countries 

(ECOWAS) and value addition remains generally limited, mainly because of country- or industry-specific 

constraints that require strategic and systematic industrial policies include high tariff barriers which against WTO 

idea.  

 

Structural Transformation is a key feature of economic development. Developed countries all followed the same 

process of structural transformation. But, this paper examine the developing countries should construct their own 

way to be developed ones.  

 

One of the probable consequences is “Dutch Disease” which describes the process of soaring price levels crowding 

out the non-resource economy. Angola and Nigeria stand out as an example of “Dutch disease”. Thus, crude oil can 

be called as a curse for Nigeria economy. 

 

In this paper we examined also export diversification and Structural Transformation of ECOWAS members. The 

composition of exports in resource-dependent countries was poorly diversified and less technologically sophisticated 

than in other countries. This is the other characteristics of resource-dependent countries. 

 

Ultimately, it is so difficult to implement the structural transformation and diversification in West African countries. 

 

REFERENCES 

Accelerating Growth and Structural Transformation, Ghana’s Options for Reaching Middle-Income Country Status, 

page 4 

 

Bhagwati, Jagdish.`Immiserizing Growth: A Geometrical Note`, The Review of Economic Studies, Vol. 25, Issue 3, 

p. 201-205, 1958. 

 

El-hadj Bah, `Structural Transformation Paths Across Countries`, The University of Auckland, Auckland, New 

Zealand, August, 2010 

 

http://europa.eu/rapid/press-release_MEMO-13-631_en.htm  (24 April 2015) 

 

http://unctad.org/en/pages/Statistics.aspx (23 March 2015) 

 

http://unctadstat.unctad.org/CountryProfile/024/en024GeneralProfile.html (13 April 2015) 

 

Jean IMBS and Romain Wacziarg , `Stages of Diversification `, The American Econnomic Review,2003  

 

Kuznets, Simon. `Modern Economic Growth`, Yale University Press, New Haven, 1966. 

 

Lautier, Bruno. (2000), `Received and debatable ideas on the informal sec-tor',  

 

Dossier.Europa.eu.int/comm/development/publicat/courier/courier-178/en/en- 053-ni.pdf. ( 12 April 2015) 

 

Maddison, Angus, The World Economy in the 20th Century, Development, Centre of the OECD, Paris, 1989. 

 

Making the Most of Africa’s Commodities:Industrializing for Growth, Jobs and Economic Transformation`,  

Economic Report on Africa  by United Nations Economic Commission, 2013. (www.uneca.org) 

 

                                                 
14

 The CAP budget for 2014-20 for all 28 member countries totals €95 billion (current prices). Between 2014 and 

2020, the amount will be invested in the European Union's rural areas to support agriculture. 

http://europa.eu/rapid/press-release_MEMO-13-631_en.htm  (24 April 2015) 

http://europa.eu/rapid/press-release_MEMO-13-631_en.htm
http://unctadstat.unctad.org/CountryProfile/024/en024GeneralProfile.html%20(13
http://europa.eu/rapid/press-release_MEMO-13-631_en.htm


 

ICSSL -2015 | Structural Transformation and Economic Diversification in West African Countries 323 

 

 

ECONOMICS International Conference on Social Science and Law 

Saswati Bora and Devesh Roy, `The Marginalization of Africa in World Trade`, Internatinal Food Policy Research 

Institute, World Bank 2006. 

 

United Nations Economic Commission for Africa, African Economic Outlook Structural Transformation and Natural 

Resources, Angola, Page 92 

 

W. Max Corden and J. Peter Neary ,"The Dutch Disease" , The Economist, pp. 82-83,  in 1977. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

ICSSL -2015 | The Impact of Human Capital Development on Economic Growth in Nigeria: 1980-2012 324 

 

 

ECONOMICS International Conference on Social Science and Law 

The Impact of Human Capital Development on Economic Growth in Nigeria: 1980-2012 
 

Aigbedion Isibor Marvelous
 

B.Sc, M.Sc Economics, PGDE, M.Ed Education Administration and Planning Economics Department, University of 

Abuja, P.M.B 114Abuja +2347038931162 newworl819@gmail.com, newworld819@yahoo.com 
 

Prof. Sarah .O. Anyanwu
 

B.Sc, M.Sc, PHD Economics, HOD Economics Department, University of Abuja, P.M.B 114, Abuja, + 

2348036130284, sarahanyanwu2003@yahoo.com 

 

Abstract-The paper examines the impact of human capital development on economic growth in Nigeria using data 

for the period 1980-2012. Econometrics techniques such as Ordinary Least Squares Method and Johanson’s Co-

integration Test were used to examine the long-run relationship. Evidence from the study suggest that though a long-

run relationship exists between human capital and economic growth and the Nigerian human capital development is 

significantly and positively related to economic growth based on the result. But the link between the human capital 

development and the real sector of the economy remains very weak. This was due to the fact that some human capital 

development determinants have negative impact on economic growth in Nigeria and this implies that both the 

primary and secondary sub- sectors of education in Nigeria are yet to contribute significantly to economic growth. 

This is sad considering the amount of resources that are being allocated to these sub-sectors of education by the 

government and other stakeholders in Nigeria. Therefore, this calls for a rethink of our educational agenda and the 

study also recommended that the educational system should be restructured to meet the needs of the changing society 

in terms of high-level manpower that will propel the economy to higher levels of productivity, income and rapid 

economic growth.  

 

Keywords- human capital, Resources, development, education, productivity, Efficiency  

 

I.  INTRODUCTION 

There is no doubt that the human capital development strategy is a more recent phenomenon in the history of 

economic development. Economic development programme in the past especially from the 1950s through the 1970s 

and particularly in developing countries, have placed a heavy emphasis on, and striven for, rapid economic growth 

with the conviction that economic growth is synonymous with economic development. With such view dominating 

development thinking for quite a long time, the ultimate objective of development improving the well-being of the 

people was in many aspects overlooked. 

 

To a large extent, a human being and his capabilities were considered as merely a factor of production of economic 

growth. Subsequently, the social aspects of development were inadequately taken into account, and the responses 

were often limited to redistribution of some income supported by the public sector. Inequality and poverty among 

some segments of the population were often considered as necessary costs for economic growth and development. 

In more recent times, however, it has been recognized that such a limited view of development did more harm than 

good in the process of sustainable economic development. Hence a systematic and human approach to development, 

which considers human capital development as the center of any meaningful economic development programmme 

has evolved. 

 

This new approach to development got credence from various Human Development Report (HDR) published by the 

UNDP since 1990, which presents a profound and comprehensive analysis on the opportunities and challenges facing 

human capital development, stimulating policy debate and offering policy recommendations for both global and 

national actions. At the national level, the HDR encourages countries to evolve a process of expanding choices and 

development capabilities of the people in all economic, social and cultural activities for a wealthier, healthier, more 

knowledgeable and meaningful life. 

 

In order words, the HDR sees human development strategy as a way of fulfilling the potentials of people by 

enlarging their capabilities and this necessarily implies the empowerment of people, and enabling them to participate 

actively in their own development. It is also a means through which the skills, knowledge, productivity and 

inventiveness of people are enhanced.  

 

mailto:newworl819@gmail.com
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The belief in this philosophy of human development strategy may have prompted the Federal Government of Nigeria 

to declare in its guiding principles in the 1990-2003 economic policy that “the economy exists for and belong to the 

people, and at all times the general well-being of all the people shall be the proper measure of performance”[13]. It 

goes further to state in the same document that, “the strategy to be employed shall be to empower Nigerians in both 

rural and urban areas to become more economically productive, with a view to improving their quality of life. To 

avoid this mistake of the past, projects and measures to be implemented will be people- oriented. The people 

concerned, as stakeholders will be fully involved in determining the projects and will take ownership of the 

projects”[13].  

 

It is now a generally accepted view that human capital plays a key role in the development of any nation. In fact, the 

differences in the level of socio-economic development across nations are attributed not so much to natural resource 

endowment and the stock of physical capital but to the quality and quantity of human capital. 

 

Human capital development tends to improve the quality and productivity of labour which, in turn, leads to economic 

growth. Besides acting as an important vehicle of achieving equitable income distribution, human capital 

development is also a potent means of addressing the problem of poverty, in the words of [16]. 

 

Human capital constitutes the ultimate basis for the wealth of the nations. Capital and natural resources are passive 

factors of production; human beings are the active agents who accumulate capital, exploit natural resources, build 

social, economic and political organizations and carry forward national development [3]. 

 

Economists had long realized the importance of human capital development in the economic development process. 

For instance, besides emphasizing the importance of education at various points in the wealth of Nations, Adam 

Smith specifically includes the acquired and useful abilities of all the inhabitants or members of the society in his 

concept of fixed capital. Alfred Marshall also emphasizes the importance of education as a national investment and, 

in his view, “the most valuable of all capital is invested in the human beings. In spite of this awareness, most early 

Economists stills regard physical’’ as the main component of a country’s productive wealth; they still relegate 

natural and human resources to the background. It took the effort of [31] and others to rediscover the importance of 

human capital which has led to a more recent effort to incorporate investment in education into the mainstream of 

economic analysis [3]. 

 

In Nigeria, despite the resources to develop the human capital the economic is not seem to has received the desire 

changes and growth, to this end this paper is to empirically examine the long-run relationship between human capital 

development and economic growth in Nigeria, from 1980 to 2012 To this the paper is subdivided into six sections 

which are: introduction, conceptual issues/theoretical Framework/empirical issues, methodology, empirical 

results/interpretation/analysis, summary of major findings/policy option and conclusion. 

 

II. CONCEPTUAL ISSUES, THEORETICAL FRAMEWORK AND EMPIRICAL ISSUES 

A. Conceptual Issues 

In its very general form, human capital refers to the aggregate stock of a nation’s population that can be drawn upon 

for the present and future production and distribution of goods and services. It comprises of the essential variable 

(that is knowledge, skill and attitude) available within unit of the nation’s human resources stock. [36], describes 

human capital as the knowledge, skills, attitudes, physical and managerial effort required to manipulate capital, 

technology, and land among other things, to produce goods and services for human consumption.  

 

In other words human capital are the totality of human potentials (knowledge, skills, attitude, energy and technology, 

inherent within a nation’s human resource stock and whose combined effort, if properly developed and harnessed, 

would yield a high level of labour productivity. [6]Human capital development can therefore be conceived “as the 

process of developing the skills, knowledge and the capabilities of all the people of the society and which are needed 

in the labour market for the production of goods and services”. 

 

Another form of human capital development is the individual self-development. This occurs when individuals seek 

to acquire greater knowledge, skills or capacities through preparation on their own initiatives. However, Human 

capital can also be developed through improvement in the means of better medical and public health programmes 

and improvement in nutrition, which and jointly increase the working capacity of people on a man-hour basis as well 
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as over a working life. The improvement in formal education health and nutrition can be both a cause of economic 

growth and a result of it. 

 

Reference [37] defined human capital development as the process of expanding people’s choices, by expanding 

human functioning and capabilities. Human development has three essential capabilities or elements: to lead a long 

and healthy life, to be knowledgeable, and to have access to resources needed for a decent standard of living. Other 

areas of choice highly valued by people include participation, security, sustainability, and guaranteed human rights.   

According to reference [26] the concept of human capital refers to the abilities and skills of the human resources of a 

country, while human capital development refers to the process of acquiring and increasing the number of persons 

who have the skills, education health care and experience that are critical for the economic growth and political 

development of a country. Human capital development, [26] concludes, “Is thus associated with investment in man 

and his development as a creative and productive person”.  

 

Therefore human capital are all embracing, that is, it is inclusive of persons who work now, or are likely to be 

productively employed sooner or later. In effect, human capital development encompasses virtually the whole 

population as its target. Therefore, human capital development is a continuum, a continuing process from childhood 

to old age, and a must for any society or enterprise that wishes to survive under the complex challenges of a dynamic 

world.  

 

B. Theoretical Framework 

There are three modern theories of human capital development reviewed in this paper which are human capital 

theory, the modernization theory and the dependence theory. Human capital theory emphasis that education increases 

the productivity and efficiency of workers by increasing the level of their cognitive skills. References [32] and [24] 

introduced the notion that people invest in education to increase their stock of human capital. The proponents see 

human capital as the stock of economically productive human capabilities, which can be formed by combining innate 

abilities with investments in human beings. 

 

Examples of such investments include expenditures on education, on-the-job-training, health and nutrition. Such 

expenditures increase future productive capacity at the expense of current consumption. However, the stock of 

human capital increases in a period only when gross investment exceeds depreciation with the passage of time, with 

intense use or with lack of use. The provision of education is seen as a productive investment in human capital, an 

investment which the proponents of the human capital theory considers to be equally or even more equally 

worthwhile than that in physical capital.  

 

Human capital theorists have established that basic literacy enhances the productivity of workers in low-skill 

occupations. They further state that an instruction that demands logical or analytical reasoning, or provides technical 

and specialized knowledge, increases the marginal productivity of workers in high-skill or professional positions.  

 

The Modernization Theory focuses on how education transforms an individual’s value, belief and behavior. 

Exposure to modernizing institutions, such as schools, factories and the mass media, inculcates modern values and 

attitudes. These attitudes include openness to new idea, independence from traditional authority, willingness to plan 

and calculate future exigencies and a growing sense of personal and social efficacy. According to modernization 

theorists, these normative and attitudinal changes continue throughout the life cycle, permanently altering an 

individual’s relationship to the social structure. The greater the number of people exposed to modernizing 

institutions, the greater the level of individual modernity attained by the society. Once a critical segment of the 

population changes in this way, the pace of society’s modernization and economic development is quicken. Thus, 

educational expansion through its effects on individual values and benefits sets in motion the necessary building 

blocks for a more productive work force and for sustained economic growth.  

 

The Dependence Theory arose from Marxist conceptualizations based on the dynamics of the world system that 

structure conditions for economic transformation in both the core and periphery of the world economy is based on 

the human capital development. The proponents argue that the prevalence of foreign investment capital, the presence 

of multinational corporations, and concentration on exporting of primary products and dependence on imported 

technologies and manufactured goods constrain long-term economic development. However, certain features of the 

world polity, such as state fiscal strength, degrees and regime centralization and external political integration may 

contribute to economic growth in the developing world.  
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Critics of these have, however, pointed to the evidence of widespread unemployment and its negative impact on 

economic growth. It was also pointed out that educated individuals with modern attitudes values are causes of brain 

drain with its deleterious impacts on the stock of trained personnel, potential entrepreneurs and, consequently, on the 

rate of growth and development. It is not surprising then that many people have become more cautious and skeptical 

about the presumed positive economic impact of education. 

 

Modern economic growth depends on the accumulation of physical capital and an increase in labour force with 

improved technological embodiment without which labour cannot be effective. Human capital is a factor influencing 

labour productivity because it facilitates the absorption of new technology, increases the rate of innovativeness and 

promotes efficient management [3]. Consequently, for high labour productivity, an integral part of technological 

progress is investment in human capital and thus is termed endogenous factor because accumulation of physical 

capital is enhanced by the knowledge, skills, attitudes and health status of the people who partake in such exercise. 

Thus, there is a strong and positive relationship between human capital development and economic growth. 
 

An endogenous model of economic growth appears to be the most suitable for the study. The model suggests that 

endogenous factors such as government policies, political stability, market distortions, human capital etc., can 

significantly affect economic growth. It is a widely used growth model to provide a systemic investigation of the 

human capital-economic growth nexus. For example, references [34] and [3] used it to assess the role of human 

capital in the Nigerian economy.  

 

C. Empirical Issues 

A lot of studies have attempted to investigate the relationship between human capital and economic growth and these 

studies have shown mixed results.  In his study of 98 countries between 1960 and 1985, [8] using school enrolment 

rates as proxies for human capital found that the growth rate of real per capita is positively related to initial human 

capital proxied by 1960 school enrolment rates. Reference [22], augmenting the Solow’s growth model, empirically 

show that the effects of saving or investment and population growth rates are biased upward whenever human capital 

formation is excluded.  

 

Their model explains nearly 80 percent of the cross-country variation in per capita income, which is about 30 percent 

larger than when human capital is excluded. For the categories of countries, (low-income, intermediate and OECD 

countries), investment in human capital substantially influenced per capita income at 1 percent level of significance. 

 

Reference [15], using varied forms of human capital investment, such as school enrolment, human development and 

economic liberty index evidently pointed out that human capital formation propels growth in per capita income. Its 

positive contribution to growth was statistically significant at 1 percent. Besides, the inclusion of the variable reduces 

the bias often associated with growth models that exclude human capital investment and, hence, the explanatory 

power of the model.  

 

In contrast, [9] employed a standard growth accounting framework to study the contribution of human capital to 

economic growth, they found a negative relationship between initial per capita income and growth. Similarly, [28] 

found a negative impact of education on growth.  

 

There are large numbers of empirical studies that confirm the strong association between health and economic 

growth. For instance, [10], as cited in [18], provided empirical evidence on the relationship between health variables 

and economic growth rates and found that health variables play a significant role in determining economic growth 

rates. They showed this by investigating cross-country data between 1965 and 1990, using a basic growth model, and 

they found that an increase of life expectancy by one percent accounted for an acceleration of GDP per capita growth 

by over 3% per annum. In addition, health and demographic variables explained over half of the differences in 

growth rates between Africa and the rest of the world over that same period. 

 

There are also various studies that address the important issue of gender dimension in human capital investment. For 

instance, reference [21] examines the impact of gender inequality in education on fertility and economic growth. 

Using an overlapping generation framework, the paper argues that initial gender inequality in education can lead to a 

self-perpetuating equilibrium of continued gender inequality, with the consequences of high fertility and low 

economic growth. In the same vein, reference [32] also argues that reducing gender inequality through access to 

education and the labour market will help reduce poverty, thereby increasing the rate of economic growth.  
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Reference [29] explored two way linkages between economic growth and human development empirically with the 

help of cross-country statistics. The study argues that public expenditures on health and education represent 

especially important links in determining the strength of the relationship between economic growth and human 

development. Two chains namely, economic growth to human development and from human development to 

economic growth can generate self-reinforcing, vicious cycles of development, as well as identifying lop-sided 

performers.  

 

The study finds that over time lop-sided development rarely carry on: countries initially in favour of economic 

growth lapse into the vicious category. Hence, even though both human development and economic    growth should 

be encouraged together, human development should be given first priority.  

 

Reference [2]emphasized the role of human resource development and vocational training for economic growth in 

Pakistan. The study reviewed and analyzed the status of vocational training, related policies and practices and their 

impact on development of human resource. The effect of the rate and variability of increase in institutions, enrolment 

and teachers on output growth variability was also explored. As the fluctuations in rate and variability of vocational 

indicators have serious implications for the output growth variability hence, the output growth variability was 

regressed on the rate and variability of the institutions, enrolment, and teachers, to find out the growth and the 

variability impact of the vocational indicators on the output growth variability.  

 

The analysis of the impact of vocational indicators indicates that the long term planning is required to achieve the 

benefits of current policies. There is positive and significant relationship between the growth of institutions and 

output growth variability moreover; enrolment and teachers also play a significant role in determining the output 

growth variability. On the whole analysis shows that both the rate and variability of vocational indicators have 

positive and mostly significant impact on the output growth variability in the long run.  

 

Reference [1] analyzed the impacts of human capital on economics growth for Pakistan and Sri Lanka. The results of 

empirical analysis show that primary schooling enrolment rates has negative while secondary and higher schooling 

enrolment rates has positive and significant impact on economic growth for both countries in the sample. The study 

has also combined the schooling enrolment rates at different levels of education with employment to generate 

effective labour input that performed better as compared to simple schooling enrolment rates and it is again 

concluded that there are important growth effects associated with human capital.  

 

In Nigeria, several studies have emerged in an attempt to provide quantitative evidence to the growth-human capital 

nexus. References [5] and [23] determine the social and private returns to the different levels of education-primary, 

secondary and university, using cross-sectional data. On the basis of the positive rate of returns often computed, 

inference is made about the positive role of human capital on economic growth. [25] Using ordinary least square 

technique found that human capital, proxied by real capital and recurrent expenditure on education, is positively 

related to growth, although the relationship is weak.  

 

The Nigerian Economic Society held a conference on human resource development in Africa in Nigeria in 2002 and 

several interesting papers were presented.  Some of the papers showed a positive and significant contribution of 

human capital to economic growth ([3], [34], [12]). 

 

Reference [3] undertook an empirical investigation to determine the impact of human capital formation on economic 

growth in Nigeria between 1970 and 2000, using cointegration and error-correction mechanisms. The results indicate 

that investment in human capital in the form of education and training can lead to economic growth because of its 

impact on labour productivity.  

 

[12] Explored the association between human capital investment and economic growth in Nigeria. A number of 

methodological approaches were employed to examine this link. Specifically, the Granger causality tests were 

inconclusive on the direction of causality. The variance decomposition analysis shows that “own shocks” constitute 

the predominant source of variation in employment growth’s forecast errors and income growth’s forecast errors, and 

that innovations of employment growth can be better predictors of income growth. The impulse response analysis 

reveals that there are considerable oscillations in the response patterns of income and employment to unanticipated 
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shocks in each other. The paper observed a mismatch between the manpower needs of the country and the skills 

turned out by the educational system.  

 

Reference [34] provided empirical evidence on the role of human resource development proxied by enrolment in 

educational institutions on economic growth in Nigeria, using the augmented Solow growth model and relying on co-

integration and error-correction methodology. The results showed that human resource development does not only 

contribute positively to economic growth in Nigeria, but its impact is strong and statistically significant. This occurs 

despite the decline in the quality of education at all levels since the mid-1980s.  

 

Contrary to the conventional wisdom, [7] study observed that the growth of educational capital shows a significant 

negative effect on economic growth in Nigeria. This is in line with the studies by [28], [20] and [19]. Could this be 

interpreted to mean that educational investment is harmful to growth in Nigeria? Due caution must be exercised in 

interpreting the result. However, several factors might be responsible for this. Some possible explanations offered by 

the [28] and [7] include the following; (i) existence of brain drain; (ii) the newly created educational capital might 

have gone into privacy that is, privately remunerative but socially unproductive activities; (iii) incessant strike 

actions by the academic and non-academic staff of Nigerian universities; (iv) failure of the educational system to 

provide qualified manpower that would enhance productivity growth; (v) there may be slow growth in the demand 

for educated labour, so that the supply of educational capital has outstripped demand and returns to schooling have 

declined. 

 

Reference [4] on the “Paradox of education and Economic Growth in Nigeria” modeled for contribution of education 

growth. He considered real growth of the gross product (RGDP) as respondent variable and gross fixed capital 

formation (GFCT), aggregate labour force (LAF) and real budget allocation to education (REDUB) as explanatory 

variables. He estimated the models in both level form and in logarithmic form respectively. From the two sources, it 

was observed that the growth of real gross domestic product (RGDP) is positively affected by the amount of physical 

capital and labour inputs in all the specifications but in most cases they have insignificant effects. 

 

He observed that contrary to a priori expectations, the estimate for the impact of growth in educational capital on the 

growth of real Gross Domestic Product was consistently negative. That growth in educational capital crowd’s out-

growth of GDP was a puzzle.  

 

Reference [27], his work “Role of Human Capital in Economic Development: An Empirical Study of Nigerian 

Case”the empirical results indicate that there is, indeed a long-run relationship among labour force, physical capital 

investment proxied real gross domestic capital formation, human capital development and economic growth in 

Nigeria All the variables appear with the expected positive signs. The variable denoting human capital components 

i.e. school enrolments at the primary, secondary, tertiary levels comply with the a priori expectations. That is, they 

have positive coefficients. All the human capital variables except, primary school enrolment are significant in 

economic growth and development. In his work it is evident that there is a feedback mechanism between human 

capital investment (at least on secondary and tertiary education) and the real gross domestic product in Nigeria. 

 

III METHODOLOGY 

Econometrics methodology is employed in this study as the analytical tool for the examination of the relationship 

between human capital development and economic growth. Consequently, the Ordinary Least Squares method is 

adopted to investigate the long-run relationship between human capital development and economic growth. The 

model states that economic growth is a function of Health contribution to Gross Domestic Product in Nigeria (GCH), 

Education contribution to Gross Domestic Product in Nigeria (GCE), Primary School enrolment rate (PER), 

Secondary School enrolment rate (SER), and Tertiary Institutions enrolment rate (TER). 

 

To further examine the relationship between money supply and economic growth in Nigeria, the study employed 

Johanson’s Co integration Test. The secondary data used for this study covering the period 1980-2010 were obtained 

from the World Bank Database, Central Bank of Nigeria Statistical Bulletin, National Bureau of Statistics, Global 

Development Finance Statistics and International Development Statistics. 

 

 

A. Model Specification 
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The standard methodology of growth models begins with the neo-classical production function as extended by [3]. It 

assumes a standard neoclassical production function which begins from a premise that changes in quantities of 

factors of production account for growth. The neo-classical model is given as: 

 

Y= F (A, K, L) …………………………………………(3.1) 

 
Where: Y, K, L are aggregate real output, capital and labour respectively, and A denotes technical progress or total 

factor productivity. 
 

When we differentiate equation (2.1) with respect to time, divide by Y and rearrange the terms, it gives equation 

(2.2) as: 
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Where: 
 

Y/K  =  Rate of growth of output; 

K/K =  Rate of growth of capital; 

L/L =  Rate of growth of labour force. 

FK FL   =  Social marginal product of capital and labour respectively; 

A/A =  Hicks neutral rate of change of technological progress. 

 

In this regard, several studies have attempted to integrate exogenous forces with endogenous factors in explaining 

economic growth across countries by using augmented Solow neoclassical production function. These studies 

include but not limited to the following; [30], [22], [14], [15] and [12]generally, the impact of human capital on 

economic growth is incorporated according to the [22] framework and is given below as:  

 

Y(t)    =     K(t)    H(t)    (A (t) L(t ) )
1--

…………….(3.3)  

 

Where;  

 

Y is output; K = Physical capital and H = the Human Capital Stock; L=Labour force; A is level of technology and, 

 1, implying decreasing returns to capital. By implication, there is a strong and positive relationship between 

investment in human capital and output growth. 
 

From equation 3.3 linearizing the equation the Y (the output) is function of; K = Physical capital and H = the Human 

Capital Stock; L=Labour force; A is level of technology, which will give us equation 3.4 as: 
 

Y      =     f (K, H, A, L)………………(3.4)  
 

If equation 2.4 is written as econometrics model we the following equation  
 

Yt      =     + 1K+ 2H +3A + 4 L + Ut……… (3.5)  
 

From equation 2.5 it clearly shown that Y (output) is function of K = Physical capital and H = the Human Capital 

Stock; L=Labour force; A is level of technology. Since this study is to examine the impact of human capital 

development on economic growth, the equation above re-stated as: 
 

Yt      =     + 1H + 2L + Ut……..(3.6) in order to adopted the determinants of Human capital development. 
 

In order to examine the impact of money market oneconomic growth, variables such as Health contribution to Gross 

Domestic Product in Nigeria (GCH), Education contribution to Gross Domestic Product in Nigeria (GCE), Primary 
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School enrolment rate (PER), Secondary School enrolment rate (SER), and Tertiary Institutions enrolment rate 

(TER). 

 

If H and L =f(GCH, GCE, PER, SER, TER)………….......(3.7) 

Thus: GDP = f(GCH, GCE, PER, SER, TER)………….. (3.8) 

 

GDP is chosen as proxy for economic growth because it reveals the overall contribution of each sector of the 

economy. Health and education contribution to GDP and enrolment rates into the three levels of education are 

chosen as proxy for human capital development because the concept entails investment in health and education. The 

explanation of the multiple regression model for this study is as follows:  

 

GDP = β0 + β1GEH+ β2GEE + β3PER + β4SER + β5TER + µ……………… (3.9) 

 

Where:  

 

β0   = Intercept of the equation  

GCH = Health contribution to GDP.  

GCE = Education Contribution to GDP.  

PER = Primary School Enrolment Rate.  

SER  = Secondary School Enrolment Rate.  

TER = Tertiary Institutions Enrolment Rate.  

µ = Stochastic error term 

 

β1, β2, β3,β4, and β5 are estimate parameters. 

 

Taking the natural log of equation 3.9 above, we derive the equation below: 

 

InGDP = β0 + β1InGCH+ β2InGCE + β3InPER + β4 InSER + β5 InTER + µ………..(3.10) 

The a priori expectations of the multiple regression model for the coefficients are as follows:   β1> 0; β2> 0; β3> 0; 

β4> 0; β5> 0. 

 

Positive signs are expected for the coefficients of the explanatory variables, that is positive relationships between 

GDP and GCH, GDP and GCE, GDP and PER, GDP and SER, and GDP and TER.  

 

IV. EMPIRICAL RESULTS, INTERPRETATION AND ANALYSIS 

A. Unit Root Tests 

The unit root test was conducted to ascertain the stationarityof the data before estimation using both the Augmented 

Dickey Fuller (ADF) and the Philips-Perron (PP). The results of the test presented in Table I show that all the 

variables (except the Primary School enrolment rate (PER), Secondary School enrolment rate (SER), and Tertiary 

Institutions enrolment rate (TER)) are stationary at levels at 1 per cent significant level. 

 

Since all the variables (except the Primary School enrolment rate (PER), Secondary School enrolment rate (SER), 

and Tertiary Institutions enrolment rate (TER)) in the model are stationary at levels at 1 per cent significant level, the 

hypotheses that state the presence of unit roots in all the variables under consideration (except the Primary School 

enrolment rate (PER), Secondary School enrolment rate (SER), and Tertiary Institutions enrolment rate (TER)) are 

rejected. This shows that all the variables included in the model are stationary at level while the Primary School 

enrolment rate (PER), Secondary School enrolment rate (SER), and Tertiary Institutions enrolment rate (TER) are 

stationary at first difference at 1 per cent significant level. 

 

Given the unit-root properties of the variables, we proceeded to conduct the cointegration test to ascertain the long-

run relationship between human capital development and economic growth. 
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Table I Unit Root Test Results 

                    ADF Test Statistic       Philips-Perron Test Statistic      

Variables   Level  1
st
 Difference  level   1

st
 Difference

 Conclusion 

GDP  5.432  -0.4256   1.599  -5.176  I(0) 

GCH  2.908  3.0046   6.829  4.8642  I(0) 

GCE  5.279  1.6385   11.158  1.3470  I(0) 

PER  -0.939  -3.108   -1.198  -4.464  I(I) 

SER  -1.239  -3.707   -1.510  -3.736  I(I) 

TER  -0.885  -4.559   -0.919  -6.385  I(I) 

1% Critical -3.6752  -3.6852   -3.6661  -3.6752 

5% Critical  -2.9665  -2.9705   -2.9627  -2.9665 

10% Critical -2.6220  -2.6242   2.6200  -2.6220 

*indicates significant at 1% or a rejection of the null hypothesis of no unit root at the 1% level 

 

B.Johansen Cointegration Test Results 

The Johansen cointegration test result in Table II shows the existence of two cointegrating equations at 5% 

significance level in the model. The hypothesis which states there is no long-run relationship between human capital 

development and economic growth is rejected at 5% significance level. This implies that there exists a long-run 

relationship between human capital development and economic growth in Nigeria. 

Table II Johansen Cointegration Test 

Date: 01/25/14   Time: 11:09 

Sample: 1980 2012 

Included observations: 31 

Test assumption: No deterministic trend in the data 

      

Series: RGDP GCH GCE PER SER TER 

Lags interval: 1 to 1 

 Likelihood 5 Percent 1 Percent Hypothesized  

Eigenvalue Ratio Critical Value Critical Value No. of CE(s)  

 0.753709  111.0280  82.49  90.45       None ** 

 0.710742  70.39203  59.46  66.52    At most 1 ** 

 0.362152  34.41942  39.89  45.58    At most 2 

 0.305066  21.37941  24.31  29.75    At most 3 

 0.225435  10.82518  12.53  16.31    At most 4 

 0.111151  3.417023   3.84   6.51    At most 5 

*(**) denotes rejection of the hypothesis a 5 %( 1%) significance level L.R. test indicates 2 cointegrating equation(s) 

at 5% significance level 

 

C. The Long Run Regression Results 

Having conducted the unit root and cointegration tests, we proceeded to obtain the long-run results of the 

relationship between human capital development and economic growth using the ordinary least squares method. The 

result presented in Table III reveals that all the variables in the model (except the Education contribution to Gross 

Domestic Product in Nigeria (GCE), Primary School enrolment rate (PER)) satisfy the a priori expectations with 

respect to their signs. But the Education contribution to Gross Domestic Product in Nigeria (GCE), Primary School 

enrolment rate (PER)has negative impact on economic growth. The result further shows that the Education 

contribution to Gross Domestic Product in Nigeria (GCE) has significant impact on economic growth at 10 percent 

significant level in the long-run. This means that a unit increases in the Education contribution to Gross Domestic 

Product in Nigeria (GCE) will decrease gross domestic product by 2.18 percent. Similarly, the Primary School 

enrolment rate (PER) has a negative and statistically insignificant impact on growth at 10percent significant level in 

the long-run. The impact of the Secondary School enrolment rate (SER) and Tertiary Institutions enrolment rate 
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(TER) on growth though positive but are not statistically significant at 10 percent significant level in the long-run. 

On the other hand, Health contribution to Gross Domestic Product in Nigeria (GCH) has positive and statistically 

significant impact on growth. This means that a unit increases in Health contribution to Gross Domestic Product in 

Nigeria (GCH) will increase gross domestic product by 1.784 percent in the long-run. The adjusted R
2
of 0.838 

percent indicates that 84percent of the variations in the dependent variable are explained by variations in the 

independent variables and the Durbin Watson statistic of 1.66suggests that the model is free from serial auto 

correlation. 

 

Table III The Long Run Regression Results 

Variables Cofficient Standard Error T-Statistical Prob. 

InC 1.784 2.0919 0.853 0.4016 

InGCH 3.734 1.1264 3.314 0.0028 

InGCE -2.1843 1.0494 -2.0815 0.0478 

(D)InPER -0.3534 0.4777 -0.7398 0.4663 

(D)InSER 0.5453 0.4455 1.2239 0.2324 

(D)InTER 0.0863 0.1247 0.6919 0.4953 

R-SQUARE 0.838 

ADJ R-SQUARE 0.806 

F-STATISTIC 25.96154 

D-W STATISTIC 1.656993 

PROB 0.00000000 

Source:author’s Computation from E-views software 7.0 

 

V.SUMMARY OF MAJOR FINDINGS AND POLICY OPTIONS 

From the result analysis, it is very clear that the human capital development in any developing country like Nigeria 

become vital for economic growth, out of 5 variables used 3 variables are positively related to GDP while 2 have 

negatively to related to GDP and 2 out of 5 variables are statistically significant, but given the R
2
 the equation shows 

that there is a significant relationship between human capital development and economic growth. Therefore, we 

reject the null hypothesis and accept the alternative hypothesis of the study. This suggests that Nigerian economy is 

partly determined by the level of human capital development, particular the level of health care services and the 

activities of tertiary education system in Nigeria if well handled. 

 

The result shows that the tertiary institutions have positive impact on the economic growth in Nigeria but the impact 

is not felt because of the poor management and control of tertiary education sub-sector to yield output that will lead 

to an increased productive, this also implies that our tertiary education have the potential for economic growth in 

Nigeria only if the stakeholders can come together to draw agenda that will put the economy on the high track for 

technological development and for more productive projects than just education for administrations and polities. 

The negative relationship of the primary educational system to the economic growth in Nigeria suggests that the 

primary education sub-sector does not have much impact in the short term impact, but there is long term, since it is 

the foundation for education in Nigeria. Therefore, there is a need for proper management of this sub-sector of 

education.   

 

It is common knowledge that the rapid growth experienced by the South East Asian countries is due mostly to the 

presence of large stocks of high-level science and technology manpower. Besides, in the past decade, the Nigerian 

tertiary institutions have been characterized by incessant strikes and disruption of academic activities, leading to 

shorter academic calendar. This coupled with poor facilities such as ill-equipped libraries, laboratories, lack of 

teaching and research materials, inadequate classrooms etc. have resulted in the production of graduates who lack the 

basic skills necessary for rapid economic growth of the Nigerian economy. 

 

Many graduates are unemployed, roaming the street while are some are under- utilized having very low paid job 

from the Nigeria Bureau Statistic the rate of unemployment of 11.79 percent in 2005 has increased to 12.29 percent 

in 2010. 
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Based on these finding the following recommendations were made. Firstly, the educational system should be 

restructured to meet the needs of the changing society in terms of high-level manpower that will propel the economy 

to higher levels of productivity, income and rapid economic growth.  

 

Secondly, the government should also increase its spending on social and economic infrastructure in order to 

enhance the efficiency of labour and increase productivity, and by implication, economic growth and situation where 

school leavers and graduates are unemployed and roaming the streets should not be condoned. 

Thirdly, there is need for better economic and political governance throughout the country. State governments should 

promote transparency, accountability, the rule of law and popular participation by the people as essential ingredients 

of good governance and human development. Peoples’ human rights should be respected and deliberately promoted. 

Corruption should be regarded by all as evil and anti-people, as such existing anti-corruption laws should be more 

effectively enforced.   

 

VI. CONCLUSION 

The study focuses on the impact of human capital development on economic growth in Nigeria, 1980-2012. Ordinary 

Least Squares was used to determine the long-run relationship between human capital resources and economic 

growth in Nigeria. Neo-classical production function model was adopted in this study and the results of the study 

revealed that investment in human capital in the form of education and health can lead to economic growth because 

of their impact on labour productivity especially the health variable. However, the gains can be maximized if the 

quality of education is given to the human resources in this country, and if they are fully utilized, productive capacity 

and rapid economic growth will be promoted in Nigeria.   

 

The results also showed that health care services play a great role in human capital development which in turn will 

enhance labour productivity that will eventually foster economic growth. In addition, the health sector has much 

significant impact on economic development than the education sector. Both the primary and secondary sub- sectors 

of education in Nigeria are yet to contribute significantly to economic growth. This is sad considering the amount of 

resources that are being allocated to these sub-sectors of education in Nigeria. This calls for a rethink of the 

educational agenda and goals in Nigeria. 

 

Finally, the results show that the tertiary educational variable has a positive relationship with economic growth in 

Nigeria. Its contribution is far less than expected from the sector whose expectation is to train and develop skilled 

manpower for productive and sustainable economy, has failed to achieve its goals in Nigerian economy. 
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Abstract 

 

The tested for the impact of monetary policy transmission Mechanism on the Nigerian capital Market to ascertain 

whether or not the observed crisis in the Nigerian capital market has anything to do with changes in monetary 

policy. A parsimonious error correction model was used to determine the short and the long-run impact of monetary 

policy transmission mechanism on the capital market. The result shows that there is a long-run relationship between 

some monetary policy variables such as; exchange rate, minimum re-discount, money supply and the capital market. 

This is evidenced in the high significant level from the e-views output. Consequently, there is a negative relationship 

between some of the explanatory variables; exchange rate and minimum re-discount rate are negatively related with 

Nigerian Stock Market All Share Index, this implies the higher the exchange rate and minimum re-discount rate, the 

lower the performance of the all share index. Whereas the other variables show a positive relationship, this implies 

the higher the money supply and Treasury bill the higher the performance of the capital market. Given the empirical 

evidence from impulse response and variance decomposition and also the parsimonious error correction model of a 

long-run relationship, it is recommended that Monetary authorities should exercise restraint in the use of policy 

instruments indiscriminately because it is clearly evident that the uses of monetary policy instruments affect the 

performance of the capital market to a very large extent in the long-run. 

 

Keywords: Transmission Mechanism, Cointegration, monetary policy, stock market index, Vector Error Correction 

and Parsimonious 

 

JEL Classification No.: C510 

 

1 Introduction 

Monetary policy attempts to achieve a set of objectives that are expressed in terms of macroeconomic variables such 

as inflation, real output and employment. However, monetary policy actions such as changes in the Central Bank 

discount rate have at best an indirect effect on these variables and considerable lags are involved in the policy 

transmission mechanism. Broader financial markets though, for example the stock market, government and corporate 

bond markets, mortgage markets, foreign exchange markets, are quick to incorporate new information, Osuagwu 

(2009). Therefore, a more direct and immediate effect of changes in the monetary policy instruments may be 

identified using financial data. Identifying the link between monetary policy and financial asset prices is highly 

important to gain a better insight in the transmission mechanism of monetary policy, since changes in asset prices 

play a key role in several channels. 

 

Stock prices are among the most closely monitored asset prices in the economy and are commonly regarded as being 

highly sensitive to economic conditions. In the context of transmission mechanism monetary policy to capital 

market, monetary policy actions impact on stock prices and are themselves linked to the real economy through their 

influence on consumption spending (wealth effect channel) and investment spending (balance sheet channel). As 

Bernanke and Kuttner (2005) noted some observers view the capital market as an independent source of 

macroeconomic volatility to which policymakers may wish to respond. Stock prices often exhibit pronounced 

volatility and boom-bust cycles leading to concerns about sustained deviations from their ‘fundamental’ value s that, 

once corrected, may have significant adverse consequences for the broader economy. Hence, establishing 

quantitatively the existence of a stock market response to monetary policy changes will not only be germane to the 

study of stock market determinants but will also contribute to a deeper understanding of the conduct of monetary 

policy and of the potential economic impact of policy actions or inactions. 

 

The interaction between monetary policy and Nigerian capitalmarket is a critical issue to the economic growth. The 

continued interaction and deepening of stock markets is a significant issue for policy-markets, since the smooth 

functioning and performance of the capitalmarket are crucial in ensuring a smooth transmission of monetary policy 
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impulses to the economy. It is also known that monetary policy helps to promote orderly development of the stock 

market as well as shape the behaviour of the market participants in the area of investment. 

 

However, the inconsistence monetary policy formulation and implementation, financial crisis of 2008 and 

peculiarities characterized by sharp practices which led to the erosion of investor confidence brought issues to the 

fore which requires careful consideration by the researchers if we intend to bring back confidence of investors, 

marketing the capital market to be an anchor to the entire economy and to survive a future occurrence of any 

financial crisis. 

 

In this paper the issues for determination are as follows: 

 

(i) Is the observed crisis in Nigerian capital market caused largely by past monetary policy? 

 

(ii) Can the specific nature monetary policy-capital market performance transmission mechanism be 

identified? 

 

This study covers the capital market and monetary policy variables, particularly the Nigerian capitalmarket. 

However, the study primarily considers population from annual capital market indicators such as: market 

capitalisation, stock market index of turnover ratio of number of listed securities. While monetary policy variables 

are interest rate, money supply, exchange rate, minimum re-discount rate, treasury bill, consumer price index and 

dummy variable (0 for pre consolidation and 1 for post consolidation). Based on the knowledge of the researcher, 

there is no study testing these relationships in recent years. The period of study covers from 1984-2010. The base 

year is justified because it is also the base year for the computation of stock market index in the Nigerian capital 

market (Okpara, 2010). 

 

The organization of the paper is as follows. The literature review is provided in Section 2. In Section 3, we discuss 

the methods used in this paper, including unit root test, cointegration test and vector error correction model (VEC). 

Descriptions of the data and the results are provided in Section 4 and 5, respectively. A conclusion is provided in 

Section 6. 

 

2 Literature Review 

According to Osuagwu (2009), Economists generally agree that restrictive monetary policy leads to lower stock 

prices. On the other hand expansionary monetary policy leads to higher stock prices. Some researchers also argue 

that changes in monetary policy influence forecasts of market determined interest rates, equity cost of capital, and 

expectations of corporate profitability (Waud, 1970). The fundamental approach is that an increase in interest rates 

due to a contractionary or restrictive monetary policy will leave investors with no other opportunity to raise funds 

except through the equity market. In a bid to boost the demand for their stock, the price will fall to a level that will be 

attractive to an investor at least in the short run, perhaps through public offers. 

 

A successful implementation of monetary policy requires an accurate assessment of how fast the effects of policy 

changes propagate to other parts of the economy and how large these effects are. This requires a thorough 

understanding of the mechanism through which monetary policy affects economic activity. The process that 

describes how changes in monetary policy propagate to other parts of the economy is called the transmission 

mechanism of monetary policy. It describes how changes in policy transmit through the financial system, via 

financial prices and quantities, to the real economy, affecting aggregate spending decisions of households and firms, 

and from there to aggregate demand and inflation. Given the paramount importance of the transmission mechanism 

for the understanding of monetary policy it is surprising that, until very recently, relatively little effort has been 

invested in understanding exactly how the transmission mechanism works. In the words of Bernanke and Gertler 

(1995) 

 

“The same research that has established that change s in monetary policy are eventually followed by 

changes in output is largely silent about what happens in the interim. To a great extent, empirical analysis of 

the effects of monetary policy has treated the monetary transmission mechanism itself as a ‘black box’.” 

 

The transmission mechanism logically involves two stages. The first stage involves the propagation of changes in 

monetary policy through the financial system. This stage of the transmission mechanism explains how changes in the 
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market operations of central banks transmit through the money market to markets which directly affect spending 

decisions of individuals and firms, i.e. the capital and bond market and the bank loan market. This involves the term 

structure, through which short term money market rates affect longer-term bond rates, and the marginal cost of loan 

funding, through which bank loan rates are affected. The second stage of the transmission mechanism involves the 

propagation of monetary policy shocks from the financial system to the real economy. This explains how monetary 

policy shocks affect real production and aggregate prices. It seems obvious that in order to fully understand the 

transmission from central bank actions to the real economy, the first stage needs to be fully understood. Because of 

the impact monetary policy has on financing conditions in the economy (not just the costs, but also the availability of 

credit or banks’ willingness to assume specific risks) but also because of its influence on expectations about 

economic activity and inflation, monetary policy can affect the prices of goods, asset prices, exchange rates as well 

as consumption and investment. 

 

Interest rate cuts, for example, lower the cost of borrowing, which results in higher investment activitiy and the 

purchase of consumer durables. The expectation that economic activity will strengthen may also prompt banks to 

ease lending policy, which in turn enables businesses and households to boost spending. In a low interest-rate 

environment, shares become a more attractive buy, raising households’ financial assets. This may also contribute to 

higher consumer spending, and makes companies’ investment projects more attractive. Lower interest rates also tend 

to cause currencies to depreciate: Demand for domestic goods rises when imported goods become more expensive. 

All of these factors raise output and employment as well as investment and consumer spending. However, this 

stepped-up demand may cause prices and wages to rise if goods and labor markets are fully utilized. The process 

through which monetary policy decisions impact on an economy in general and the price level in particular is known 

as the monetary policy transmission mechanism. The individual links through which monetary policy impulses 

proceed are known as transmission channels. 

 

Empirical research on the interest rate channel operating through the cost of capital market has provided conflicting 

results. Most existing empirical studies use a standard Vector Auto Regression (VAR) methodology, and as a result 

the literature lacks a panel data-based approach and gives conflicting results on the transmission channels of 

monetary policy in emerging market economies. Neaime (2008) for example concludes that the traditional Keynesian 

interest rate channel dominates the transmission mechanism of monetary policy in Morocco and Tunisia, and that the 

direct linkages between the interest rate and inflation rates are highly significant. 

 

Boughrara (2009) finds that the credit channel is stronger than the traditional interest rate channel in Tunisia, and that 

neither the exchange rate channel nor the asset price channel are operative in either Tunisia or Morocco. By contrast 

Jardak and Wrobel (2009) conclude that the exchange rate channel is the most important in the Tunisian economy. 

Mishra et al. (2010) argue that for low income countries the strength and reliability of the monetary transmission 

mechanism depend critically on the effectiveness of the bank lending channel in the presence of limited financial 

development. Also, they argue that the bank lending channel will operate quite differently in low income countries 

from what we observe in industrial and emerging economies because of the limited degree of financial development 

in many low income countries. They primarily compare the correlation between changes in money market rate and 

lending rates in advanced, emerging and low income countries, and find the correlation coefficient to be weaker for 

the low income countries relative to advanced and emerging market economies. They explain the weaker coefficient 

in low income countries in terms of the institutional deficiencies that discourage bank lending activity. There is a 

large body of empirical literature on the impact of interest rates on private consumption in advanced economies, but 

there are relatively few cross-country studies for emerging market economies. Fry (1978) estimates a (national) 

savings function for seven Asian countries for the period 1962–72 and finds strong support for the hypothesis of a 

negative and statistically significant real interest rate elasticity of domestic consumption. He estimates this elasticity 

to be about -0.2. Similar conclusions are reached by McDonald (1983). McDonald focuses on factors determining 

savings behavior in 12 Latin American countries and finds evidence of a statistically significant negative relationship 

between the real interest rate and private consumption in most of the countries examined, with estimated elasticities 

roughly comparable with that found by Fry (1978). Giovannini (1983) uses the same specification and the same set 

of countries as Fry (1978) but extends the analysis through the late 1970s. However, he does not find any significant 

relationship between consumption and the real interest rate. Ross et al. (1995) argues that in low-income developing 

countries that are characterized by pervasive liquidity constraints, consumption growth is more likely to follow 

income growth than changes in expected rates of return. Reinhart and Ostry (1995) describe that for a large number 

of developing countries, there does not appear to be any systematic relationship between rates of return and private 

consumption behavior due to the poor quality of data in general and the fact that there is considerable variation in the 
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economic significance and informational content of available data on real rates of return. They also argue that the 

lack of sophistication and depth in financial markets or direct regulation may result in interest rates that do not 

adequately reflect expectations about underlying economic fundamentals. Using a panel of 16 emerging markets 

Funke (2002) finds a small but statistically significant effect of stock market developments on private consumption. 

 

More empirical work has been done to assess the impact of the real interest rate on private investment in emerging 

market economies. Sundararajan and Thakur (1980), TunWai and Wong (1982), and Blejer and Khan (1984) address 

the analytical and data problems involved in its application to developing countries, in particular the lack of data and 

the resource constraints facing private investors in developing countries. Regarding the determinants of private 

investment, the neoclassical model suggests that a rise in the real interest rate raises the cost of borrowing, thereby 

reducing the private investment. Further, a flexible accelerator model of investment suggests that private investment 

should be positively related to expected future real GDP growth. Greene and Villanueva (1991) estimate the 

investment function for 23 developing economies from 1975–87 and find that the real inter est has a significantly 

negative effect on private investment. They find that a one percentage point rise in the real interest rate reduces the 

private investment by 0.1 percentage point. Serven (2003) also finds that private investment in less developed 

countries responds significantly to interest rate changes. Using a panel data approach, Aysan et al. (2005) find that 

the real interest rate had a negative impact on firms’ investment projects in five countries (Egypt, Iran, Jordan, 

Morocco and Tunisia) throughout the 1980s and 1990s, while Bader and Malawi (2010) provide evidence of a 

significant negative impact of the real interest rate on private investment in Jordan between 1990 and 2005. Turning 

to Africa, Misati and Nyamongo (2010) also find a significant and negative relationship between the interest rate on 

deposits and private investment for 18 African countries over the period 1991–2004. However, they do not find any 

impact of stock market turnover on private investment. Misati (2007) examines the effect of stock market 

development on investment efficiency in Africa and finds that stock market development matters for investment 

efficiency in countries in Africa with relatively developed stock markets; however, no consistent results are obtained 

for countries with relatively underdeveloped stock markets such as Nigeria. The study concludes that African stock 

markets can boost investment efficiency by enhancing privatization and diversifying financial instruments. 

 

Several studies have argued that capital account openness is an important determinant of investment decisions in 

emerging market economies. With closed capital markets investment only takes place up to the point where domestic 

savings equal domestic investment at a given rate of interest. With liberalization of capital account, resources should 

flow—at least in theory—from capital-abundant developed countries (w here the return to capital is low) to capital-

scarce developing countries (where the return to capital is high). The flow of resources to developing and emerging 

market economies reduces their cost of capital, triggering a temporary increase in investment (Fischer (1998, 2003), 

Obstfeld (1998), Rogoff (1999), Summers (2000). 

 

Existing empirical studies find contradictory results on the effect of financial liberalization on private investment in 

low income and emerging market economies. Henry (2000a) examines the relationship between stock market 

liberalization and the growth of real private investment using an event study approach in 11 low income and 

emerging market economies. His study suggests that, on average, these economies experienced a large but temporary 

increase in the growth rate of real private investment on the heels of stock market liberalization. Henry (2000b) also 

argues that stock market liberalization decreases the cost of equity capital and thereby boosts private investment. 

Achy (2003) finds a significant negative impact of financial liberalization on private investment for five MENA 

countries over the period 1970–1998.7 He argues that, by distorting private credit allocation in favor of households at 

the expense of firms, financial liberalization has tended to reduce available loans for the business sector, and in 

particular for small and medium-sized enterprises. Naceur et al. (2008) by contrast fail to find any significant impact 

of stock market liberalization on investment growth using annual data for 11 countries over the period 1979–2005. 

The of the recent study by Mukher jee et al. (2011) examine the operation of the traditional Keynesian interest rate 

channel of the monetary policy transmission mechanism in five potential inflation targeting economies in the 

emerging economies and compare it with fourteen inflation targeting emerging market economies using panel data 

analysis. Contrary to some existing studies, their empirical results suggest that private consumption and investment 

in both groups of countries are sensitive to movements in real interest rates. Furthermore, their study finds that the 

adoption of inflation targeting did not significantly alter the operation of the interest rate channel in inflation 

targeting emerging economies. 

 

The most recent study by Ovidiu etal. (2012) investigated the impact of monetary policy on stock prices in Eastern 

European markets. The study considers short term interest rate as a proxy for the monetary policy and stock price 
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index for stock market. They employed Vector Autoregression (VAR) model over period 2000-2011. Their results 

highlight that only on the more developed stock markets the monetary policy has a significant impact. On the 

emerging market such Nigerian capital market this linkage isn’t significant because of the specific characteristics of 

economic and financial environment. Their study therefore, supports the hypothesis of uncertainty in monetary 

growth is found to have no influence on stock prices, Boyle (1990). 

 

3 Methodology and Model Specification 

Linear regression models are specified for the all the capital market and monetary policy variables. Market 

capitalisation (MC), stock price index (SPI) and turnover ratio (TOR) on one hand, are treated as a function of 

monetary policy variables – interest rate (IR), money supply (MS), consumer price index (CPI), exchange rate 

(EXR), minimum re-discount rate (MRR), and the Treasury Bill (TB). The proxy for capital market performance is 

treated as endogenous variables while the monetary variables as the exogenous variables. Thus, the simultaneous 

models are: 

 

Indirect impact of MPC on RS towards performance of Nigerian capital market 

 

Direct impact of MP on performance of Nigerian capital market 

 

 

 

 

 

 

 

 

 

 

 

 

 

where: 

 

MCt = Market Capitalisation at time t 

SPIt = Stock Price Index at time t 

TORt = Turnover Ratio at time t 

IRt = Interest Rate at time t 

MSt = Money Supply at time t 

EXRt = Exchange Rate at time t 

MRRt = minimum Re-discount Rate at time t 

TBt = Treasury Bill at time t 

CPIt, = Consumers Price Index at time t 

μt = Stochastic error term at time t 

αi bi, λi are coefficients to be estimated. 

 

Consider the structural simultaneous econometric model that is transformed to a stationary model: 
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To check for the order of integration we follow the Dickey-Fuller (DF) (1979) test for unit roots stated thus; 

 

Where D is differencing, LN is the natural logarithm to base 10. 

 

ko, k1, ….,k 6, k7 is the order of integration for k0≠ k1, k2, k3, k4, k5, k6 

 

μt  is the random error term, and α’s, b’s and λ’s,  are the intercept and the slope coefficients 

 

respectively. 

 

 

 

 

 

 

 

 

In order to estimate the models, a statistical package, Eviews 4.0 econometric software is used. 

 

4 Descriptions of the data and the results 

Stochastic Properties of Series 

We know that most economic time series data are fraught with stochastic disturbances, hence are not stationary at 

level. Therefore to obtain stationarity of the series we must apply either one or all of Augmented Dickey-Fuller, 

Phillips-Perron or Kwiatkowski, Phillips, Schmidt, and Shin test. Since all of these tests produce similar results, we 

shall adopt the most commonly used Augmented Dickey-Fuller test that is practically available on E-views 

econometric package, though, Philip-Perron is computer but the ADF is used in this study. 

 

The results in Table 1 suggest that stock market index (LNSMI), market capitalisation (LNMC), turn over ratio 

(LNTOR) interest rate (LNIR) and minimum re-discount rate (LNMRR)a are integrated of oneI(1) except the 

consumer price index (LNCPI), exchange rate (LNEXR), treasury bill (LNTB) and dummy variables integrated are 

stationary at level. Both the Augmented Dickey-Fuller and Philip Perron test statistic show similarity in all the 

results. We shall ascertain whether the variables are cointegrated by conducting a unit root test using Augmented 

Dickey-Fuller test and Philip-Perron test accordingly. 

 

Table 1Summary of Stationarity test on the Series 

 

 Variables ADF Test Statistic Philip-Perron Test Statistic Stationarity 

 LNSMI -3.028598* -3.065478* [ I[1] 1
ST

∆ 

 LNMC -4.789856** -6.165713** I[1] 2nd  ∆ 

 LNTOR -3.509544* -5.228185** I[1] 1st ∆ 

 LNIR -4.528091** -6.036298** I[1] 1
ST

∆ 

 LNMS -6.346189** -9.259087** I[1] 1
ST

∆ 

 LNCPI -3.049021* -4.212932** I[1] Level 

 LNEXR -4.072418** -4.333690** I[1] Level 

 LNMRR -3.969624** -5.900266** I[1] 1
ST

∆ 

 LNTB -3.705361* -6.299372** I[1] Level 

 DUMMY -0.439298** -0.474031** I[1] 1
ST

∆ 

Source: E-views output compiled by the author  

**Significant at 1 per cent 

*Significant at 5 per cent  

ADF Test 

MacKinnon Critical Values @ Level, 

1% = -3.7343, 5% = -2.9907, 10% = -2.6348  
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Mackinnon Critical Values @ 1st difference;  

1% = -3.7497, 5% = -2.9969, 10% = -2.6381.  

Philip-Perron Test 

MacKinnon Critical Values @ Level, 

1% = -3.7204, 5% = -2.9850, 10% = -2.6318  

Mackinnon Critical Values @ 1st difference;  

1% = -3.7343, 5% = -2.9907,10% = -2.6348. 

 

The table 1 shows the result of unit root test of all the variables in the simultaneous system of equations of 2, 3 

and 4. The results of both ADF and Philip-Perron test show that all variables are stationary at first difference 

except LNCPI, LNEXR and LNTB are stationary at level. This implies that the unit root hypothesis was rejected 

for all the variables at 1
st
 difference and level (5% significance). Thus, the first condition under the Engel and 

Granger (1987) approach is satisfied. 

 

Cointegration Analysis 

 

Johansen’s (1988, 1991) multivariate cointegration test was used to determine if the variables in the systems are 

cointegrated. 

 

Table 2 Johansen Multivariate Cointegration Test Results 

 

 Variables Max-Eigen Statistic (CV) [14.07] Trace Statistic (CV) 

   [15.41] 

 LNIR & LNMC 26.69833 30.70840 

 LNMS & LNMC 26.78467 39.19903 

 LNCPI & LNMC 10.19416* 16.97486 

 LNEXR & LNMC 14.72099* 27.41749 

 LNMRR & LNMC 17.49293 30.42951 

 LNTB & LNMC 19.55320 22.81932 

 DUM MY & LNMC 22.01231 22.72821 

 Variables Max-Eigen Statistic (CV) [14.07] Trace Statistic (CV) [15.41] 

 LNIR & LNSPI 16.93835 29.31008 

 LNMS & LNSPI 30.19572 38.57497 

 LNCPI & LNSPI 18.66311 31.09969 

 LNEXR & LNSPI 19.36277 30.06621 

 LNMRR & LNSPI 17.43210 30.71147 

 LNTB & LNSPI 14.07005* 24.94192 

 DUM MY & LNSPI 16.04140 16.04250 

 Variables Max-Eigen Statistic (CV) [14.07] Trace Statistic (CV) [15.41] 

 LNIR & LNTOR 31.54019 40.98060 

 LNMS & LNTOR 30.12197 41.23676 

 LNCPI & LNTOR 18.66311 31.09969 

 LNEXR & LNTOR 19.36277 30.06621 

 LNMRR & LNTOR 17.43210 30.71147 

 LNTB & LNTOR 16.41541* 16.70868 

 DUM MY & LNTOR 14.54166* 17.76420 

Source: E-views output Compiledby the author 

 

* Denotes: not significant at 5% 

 Max-Eigen critical value at 5% = 14.07 Trace 

test critical value at 5% = 15.41 

 

The result of the Johansen cointegration test in table 2 shows that there are only 4 equations that are not 

cointegrating for Max-Eigen critical statistic 5 percent level of significance. This implies that there are many 



 

ICSSL -2015 | The Transmission Mechanism Effect of Monetary Policy on the Nigerian Capital Market 344 

 

 

ECONOMICS International Conference on Social Science and Law 

linear combinations of the variables that are stationary. In other words the cointegration test results suggest that 

the null-hypothesis of no cointegration between monetary policy variables and capital market performances 

indicators for the systems of equations is rejected. In some cases such as LNCPI and LNMC, LNEXR and LNMC 

for the market capitalisation model, LNTB and LNSPI for stock price index while LNTB and LNTOR and 

dummy and LNTOR for turnover ration on the basis of Max-Eigen test but Trace test indicates at least 1 

cointegration equation at 5% level of significance for all variables. However, since the variables are stationary, 

integrated of order one and cointegrated except the above mention variables on the Max-Eigen test. 

 

Given that cointegration was developed to make the concept of long-run equilibrium operational, the dynamics of 

capital market is then specified in an error correction model (ECMt), incorporating the one period lagged residual 

from the static regression. The error correction model is designed to capture the short-run deviations that might 

have occurred in estimating the long-run cointegrating equations. The autoregressive distributed lag technique was 

used with a maximum lag of 2 to obtain over-parameterized equations. Through sequential reductions from the 

regression general models from tables 3, 5 and 7 parsimonious results are obtained and presented in tables 4(a-c),  

6(a-c) and 8(a-c) 

 

Error Correction Specification 

 

Error Correction Specification for LNMC 

 

The error correction model estimation follows Equation (2) 

 

The General Error Correction Model 

 

Table 3: Dependent Variable: LNMC 

 

 Variable Coefficient Std. error t-statistic Probability 

 C -1.418810 0.722788 -1.962968 0.0685 

 D(LNMC,2) -0.115395 0.070197 -1.643885 0.1210 

 LNIR 1.419669 0.170306 8.336009 0.0000 

 LNMS 1.081079 0.073418 14.72504 0.0000 

 LNCPI 1.008909 0.077695 12.98554 0.0000 

 LNEXR 0.978742 0.081091 12.06967 0.0000 

 LNMRR 2.056035 0.274804 7.481810 0.0000 

 LNTB -0.340925 0.242735 -1.404515 0.1805 

 DUMMY(-1) 0.540092 0.145776 3.704948 0.0021 

 ECM1 1.005561 0.072237 13.92035 0.0000 

 R-squared 0.998410    

 Adjusted R-squared 0.997456    

 Durbin Watson stat 1.965145    

 F-statistic (Prob.) 1046.704(0.0000)   

 Akaike info.criterion -1.082209    

 

Parsimonious Error Correction Model without Dummy variable 

 

Table 4(a): Dependent Variable: LNMC 

 

 Variable Coefficient Std. error t-statistic Probability 

 C -2.610571 0.867291 -3.010028 0.0083 

 D(LNMC,2) -0.127013 0.093965 -1.351711 0.1953 

 LNIR 1.544442 0.223692 6.904335 0.0000 

 LNMS 1.268859 0.071172 17.82796 0.0000 

 LNCPI 1.018440 0.104049 9.788125 0.0000 

 LNEXR 0.819756 0.092196 8.891450 0.0000 
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 LNMRR 1.794582 0.355871 5.042786 0.0001 

 LNTB -0.287763 0.324680 -0.886298 0.3886 

 ECM1 1.022894 0.096589 10.59017 0.0000 

 R-squared 0.996955    

 Adjusted R-squared 0.995433    

 Durbin Watson stat 1.647362    

F-statistic (Prob.) 654.9049(0.0000) 

Akaike info.criterion -0.544506 

 

Parsimonious Error Correction Model without TB variable 

Table 4(b): Dependent Variable: LNMC 

 Variable Coefficient Std. error t-statistic Probability 

 C -2.570960 0.860658 -2.987203 0.0083 

 D(LNMC,2) -0.107858 0.090867 -1.186992 0.2516 

 LNIR 1.452257 0.196786 7.379865 0.0000 

 LNMS 1.296966 0.063313 20.48484 0.0000 

 LNCPI 1.031930 0.102278 10.08948 0.0000 

 LNEXR 0.791503 0.085962 9.207560 0.0000 

 LNMRR 1.594117 0.273008 5.839082 0.0000 

 ECM1 1.036610 0.094738 10.94186 0.0000 

 R-squared 0.996806    

 Adjusted R-squared 0.995491    

 Durbin Watson stat 1.6677054    

 F-statistic (Prob.) 757.9125(0.0000)   

 Akaike info.criterion -0.544506    

 

Parsimonious Error Correction Model without LNMC lagged 

Table 4(c): Dependent Variable: LNMC 

 Variable Coefficient Std. error t-statistic Probability 

 C -2.665800 0.879950 -3.029489 0.0066 

 LNIR 1.482341 0.202545 7.318583 0.0000 

 LNMS 1.252895 0.057193 21.90635 0.0000 

 LNCPI 1.004402 0.100400 10.00398 0.0000 

 LNEXR 0.852539 0.081420 10.47085 0.0000 

 LNMRR 1.448610 0.262203 5.524770 0.0000 

 ECM1 0.999318 0.091964 10.86638 0.0000 

 R-squared 0.996647    

 Adjusted R-squared 0.99641    

 Durbin Watson stat 1.364320    

 F-statistic (Prob.) 990.7641(0.0000)   

 Akaike info.criterion -0.516597    

 

 

Error Correction Specification for LNSPI 

 

The error correction model estimation follows Equation (3) 

 

 

 

 

 

The General Error Correction Model 

Table 5: Dependent Variable: DLNSPI 
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 Variable Coefficient Std. error t-statistic Probability 

 C -1.225446 0.626047 -1.957434 0.0692 

 D(LNSPI,2) -0.162937 0.063085 -2.582823 0.0208 

 LNIR 1.274876 0.169277 7.531312 0.0000 

 LNMS 1.019936 0.083240 12.25299 0.0000 

 LNCPI 0.930168 0.074332 12.51368 0.0000 

 LNEXR 0.959386 0.070352 13.63689 0.0000 

 LNMRR 1.971337 0.243969 8.080261 0.0000 

 LNTB -0.394521 0.215782 -1.828333 0.0875 

 DUMMY(-1) 0.536049 0.131405 4.079375 0.0010 

 ECM2 0.920934 0.074420 12.37485 0.0000 

 R-squared 0.997703    

 Adjusted R-squared 0.996325    

 Durbin Watson stat 2.011643    

 F-statistic (Prob.) 724.0327(0.0000)   

 Akaike info.criterion -1.302873    

 

Parsimonious Error Correction Model without dummy variable. 

 

Table 6(a): Dependent Variable: LNSPI 

 

 Variable Coefficient Std. error t-statistic Probability 

 C -2.356563 0.789330 -2.985522 0.0087 

 D(LNSPI,2) -0.166435 0.088706 -1.876260 0.0790 

 LNIR 1.306302 0.237801 5.493252 0.0000 

 LNMS 1.164229 0.105963 10.98714 0.0000 

 LNCPI 0.880650 0.103127 8.539438 0.0000 

 LNEXR 0.793408 0.080710 9.830308 0.0000 

 LNMRR 1.615631 0.320425 5.042157 0.0001 

 LNTB -0.347883 0.303020 -1.148051 0.2678 

 ECM2 0.877890 0.103597 8.474113 0.0000 

 R-squared 0.996955    

 Adjusted R-squared 0.992733    

 Durbin Watson stat 1.540355    

 F-statistic (Prob.) 410.8334(0.0000)   

 Akaike info.criterion -0.636460    

 

Parsimonious Error Correction Model without LNTB variable 

 

Table 6(b): Dependent Variable: LNSPI 

 

 Variable Coefficient Std. error t-statistic Probability 

 C -2.394331 0.795987 -3.008002 0.0079 

 D(LNSPI,2) -0.142653 0.087056 -1.638630 0.1197 

 LNIR 1.188201 0.216395 5.490886 0.0000 

 LNMS 1.197700 0.102822 11.64832 0.0000 

 LNCPI 0.886732 0.103950 8.530361 0.0000 

 LNEXR 0.755903 0.074490 10.14765 0.0000 

 LNMRR 1.347612 0.221521 6.083446 0.0000 

 ECM2 0.885556 0.104344 8.486909 0.0000 

 R-squared 0.994756    

 Adjusted R-squared 0.992597    
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Durbin Watson stat 1.588309 

F-statistic (Prob.) 460.7169 (0.0000) 

Akaike info.criterion -0.637301 

 

Parsimonious Error Correction Model without LNSPI Lagged variable 

 

Table 6(c): Dependent Variable: LNSPI 

 

 Variable Coefficient Std. error t-statistic Probability 

 C -2.292178 0.790900 -2.898191 0.0089 

 LNIR 1.203821 0.213658 5.634326 0.0000 

 LNMS 1.146485 0.082275 13.93485 0.0000 

 LNCPI 0.860517 0.092794 9.273458 0.0000 

 LNEXR 0.808733 0.064429 12.55229 0.0000 

 LNMRR 1.267321 0.198898 6.371699 0.0000 

 ECM2 0.853713 0.090167 9.468153 0.0000 

 R-squared 0.995066    

 Adjusted R-squared 0.993585    

 Durbin Watson stat 1.227052    

 F-statistic (Prob.) 672.2186 (0.0000)   

 Akaike info.criterion -0.640235    

 

Error Correction Specification for LNTOR 

The error correction model estimation follows Equation (4) 

 

The General Error Correction Model 

Table 7: Dependent Variable: DLNTOR 

 

 Variable Coefficient Std. error t-statistic Probability 

 C -1.357214 0.794348 -1.708590 0.1081 

 D(LNTOR,2) -0.031897 0.053159 -0.600033 0.5574 

 LNIR 1.348493 0.282346 4.776029 0.0002 

 LNMS 1.068292 0.083455 12.80084 0.0000 

 LNCPI 0.988258 0.114495 8.631426 0.0000 

 LNEXR 0.967048 0.128674 7.515482 0.0000 

 LNMRR 1.968172 0.375997 5.234541 0.0001 

 LNTB -0.282274 0.288191 -0.979470 0.3429 

 DUMMY(-1) 0.553825 0.174306 3.177316 0.0062 

 ECM3 0.986697 0.094008 10.49592 0.0000 

 R-squared 0.994451    

 Adjusted R-squared 0.991121    

 Durbin Watson stat 1.978195    

 F-statistic (Prob.) 298.6693 (0.0000)   

 Akaike info.criterion -0.937826    

 

 

 

 

 

 

 

Parsimonious Error Correction Model without dummy variable 
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Table 8(a): Dependent Variable: LNTOR 

 

 Variable Coefficient Std. error t-statistic Probability 

 C -2.831949 0.807332 -3.507788 0.0029 

 D(LNTOR,2) -0.005168 0.065737 -0.078624 0.9383 

 LNIR 1.097359 0.339467 3.232595 0.0052 

 LNMS 1.169687 0.096574 12.11180 0.0000 

 LNCPI 0.826689 0.128474 6.434694 0.0000 

 LNEXR 0.692515 0.119413 5.799334 0.0000 

 LNMRR 1.334488 0.399188 3.343002 0.0041 

 LNTB -0.045729 0.348674 -0.131150 0.8973 

 ECM3 0.856874 0.106031 8.081322 0.0000 

 R-squared 0.990716    

 Adjusted R-squared 0.986074    

 Durbin Watson stat 1.759384    

 F-statistic (Prob.) 213.4204 (0.0000)   

 Akaike info.criterion 0.503194    

 

Parsimonious Error Correction Model without LNTOR Lagged variable Table 8(b): 

Dependent Variable: LNTOR 

 

 Variable  Coefficient Std. error t-statistic Probability 

 C  -2.833738 0.772241 -3.669501 0.0016 

 LNIR  1.201209 0.311854 3.851837 0.0011 

 LNMS  1.136738 0.084812 13.40296 0.0000 

 LNCPI  0.838993 0.116288 7.214801 0.0000 

 LNEXR  0.762107 0.099808 7.635761 0.0000 

 LNMRR  1.382051 0.372086 3.714336 0.0015 

 LNTB  -0.148001 0.316017 -0.468334 0.6449 

 ECM3  0.856948 0.098127 8.733021 0.0000 

 R-squared  0.990856    

 Adjusted R-squared 0.987487    

 Durbin Watson stat 1.506807    

 F-statistic (Prob.) 294.1209(0.0000)   

 Akaike info.criterion -0.604921    

 Parsimonious Error Correction Model without LNTB variable  

 Table 8(c): Dependent Variable: LNTOR   

       

 Variable  Coefficient Std. error t-statistic Probability 

 C  -2.861013 0.754863 -3.790107 0.0011 

 LNIR  1.111283 0.240887 4.613293 0.0002 

 LNMS  1.132638 0.082697 13.69630 0.0000 

 LNCPI  0.819129 0.106142 7.717281 0.0000 

 LNEXR  0.739249 0.085345 8.661915 0.0000 

 LNMRR 1.236445 0.200390 6.170195 0.0000 

 ECM3 0.839449 0.088947 9.437670 0.0000 

 R-squared 0.990750    

 Adjusted R-squared 0.987975    

 Durbin Watson stat 1.561298    

 F-statistic (Prob.) 357.0409(0.0000)   
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 Akaike info.criterion -0.667517    

 

 

5 Discussion of Results 

Since the variables are all integrated of order one I(1) and are co-integrated of the same order it means there is a 

long-run relationship between the dependents and independent variables. Therefore results error term as the 

equilibrium error term that is used to adjust short-run behaviour of market capitalisation, stock price index and 

turnover ratio to its long-run value and the result is as shown in Tables 3, 5 and 7. 

 

From these Tables we observe that the general error correction model for each model is a best fit for the linear 

combination of the three dependent variables; market capitalisation, stock price index and turnover ratio and all the 

identified explanatory variables, this is not only as a result of the high adjusted R-squared and the acceptable Durbin 

Watson statistic but for the least Akaike Information Criterion value compared to the other parsimonious error 

correction specifications. We observe that the all the equilibrium error term for the three model are statistically 

different from zero, though the coefficients are positive. This implies that changes in the market capitalisation, stock 

market index and turnover ratio depend on changes in all the monetary policy variables and the equilibrium error 

term. Since the error term is non-zero, the models are out of equilibrium. To restore equilibrium, since the sign of 

ECM is positive therefore changes in all the explanatory variables including the error term must be negative for 

equilibrium to be restored. The result in Tables 3, 5 and 7equally show that the dependent variables adjusts to two 

lagged changes of its own value, all the explanatory variables except treasury bill have have positive coefficients. 

This implies that interest rate, broad money supply, consumer price index exchange rates movement minimum re-

discount rate and the dummy variable have positive impact on the market capitalisation, stock price index and 

turnover ratio. Secondly, we observe that short run changes in interest rate, broad money supply, consumer price 

index, minimum re-discount rate and dummy variables have a positive and very significant relationship with capital 

market performance indicators movements. On the contrary, we observe that two lagged difference stock market 

indicators and treasury bill rates have negative relationship with capital market performance indicators movements 

and their coefficients are not significant at the 5% level in explaining variations in capital market performance 

indicators movements and are also not significant in the short run. The dummy variable which has been used to 

indicate the presence of deregulation is significant at the 5% level, but with a positive impact on capital market 

performance indicators changes in the short run and long-run. 

 

Parsimonious results in the following Tables 4(a-c), 6(a-c) and 8(a-c) show the dropping of dummy effect on all the 

models follow by insignificant variables such as the all the lagged of market capitalisation, stock price index, 

turnover ratio and the treasury bill. 

 

The research findings reveals that since the variables are all integrated of order one I(1) and are co-integrated of the 

same order it means there is a long-run relationship between the dependents and independent variables. Therefore 

results error term as the equilibrium error term that is used to adjust short-run behaviour of market capitalisation, 

stock price index and turnover ratio to its long-run value and the result is as shown in Tables 3, 5 and 7. 

From these Tables we observe that the general error correction model for each model is a best fit for the linear 

combination of the three dependent variables; market capitalisation, stock price index and turnover ratio and all the 

identified explanatory variables, this is not only as a result of the high adjusted R-squared and the acceptable Durbin 

Watson statistic but for the least Akaike Information Criterion value compared to the other parsimonious error 

correction specifications. We observe that the all the equilibrium error term for the three model are statistically 

different from zero, though the coefficients are positive. This implies that changes in the market capitalisation, stock 

market index and turnover ratio depend on changes in all the monetary policy variables and the equilibrium error 

term. Since the error term is non-zero, the models are out of equilibrium. To restore equilibrium, since the sign of 

ECM is positive therefore changes in all the explanatory variables including the error term must be negative for 

equilibrium to be restored. The result in Tables 3, 5 and 7 equally show that the dependent variables adjusts to two 

lagged changes of its own value, all the explanatory variables except treasury bill have positive coefficients. This 

implies that interest rate, broad money supply, consumer price index exchange rates movement minimum re-discount 

rate and the dummy variable have positive impact on the market capitalisation, stock price index and turnover ratio. 

Secondly, we observe that short run changes in interest rate, broad money supply, consumer price index, minimum 

re-discount rate and dummy variables have a positive and very significant relationship with capital market 

performance indicators movements. On the contrary, we observe that two lagged difference stock market indicators 

and treasury bill rates have negative relationship with capital market performance indicators movements and their 



 

ICSSL -2015 | The Transmission Mechanism Effect of Monetary Policy on the Nigerian Capital Market 350 

 

 

ECONOMICS International Conference on Social Science and Law 

coefficients are not significant at the 5% level in explaining variations in capital market performance indicators 

movements and are also not significant in the short run. The dummy variable which has been used to indicate the 

presence of deregulation is significant at the 5% level, but with a positive impact on capital market performance 

indicators changes in the short run and long-run. 

 

One very interesting observation from the short run general error correction specification in Tables3, 5, and 7 and the 

long-run static behaviour of the variables in Parsimonious results is that the behaviour of the variables did not 

deviate. 

 

In other words the general regression results for all the simultaneous system models (Tables 3, 5 and 7, reveals that 

about 99.44% of the systematic variation in the dependent variables that is market capitalization (MC), stock price 

index (SPI) and turnover ratio (TOR) explained by the seven independent variables; interest rate (IR), money supply 

(MS), consumer price index (CPI) exchange rate (EXR), minimum red-discount rate (MRR), treasury bill (TB) and 

dummy variables (dummy). The F value is significant at the 5% level showing that there is a linear relationship 

between the capital market performance indicators and the independent variables. On the basis of apriori expectation, 

only the coefficient of the money supply, consumer price index, exchange rate, pre and post consolidation of 

financial sector have positive coefficient. This implies one unit increase in all the positive coefficients results in an 

increase in the capital market performance indicators on the Nigerian stock market. Treasury bill had negative sign; 

all other two a priori expectation; interest rate and minimum red-discount rate have positive coefficients contrary to 

the a priori expectation that is negative. The other variables were correct and positively signed. In fact a unit increase 

in TB results in a decrease in the capital market performance indicators. The implication is that the market responds 

favorably to measures taken to increase in interest rate money supply, consumer price index, exchange rate, 

minimum re-discount rate and the dummy variable. Similarly, a unit increase in treasury bill will lead to a decrease 

in the capital market performance indicators. All the t-values are statistically significant at 5% level for the entire 

general models at their various integrations except TB and the lagged of the dependent variables. 

 

All the significant explanatory variables in the short run also remained significant in the long run estimation with the 

adjustment of the error correction factor. The insignificant explanatory variables – Treasury bill rate (TBR) called for 

fur ther parsimonious modeling to determine whether their behaviour will change in any case. This result became 

explicit in Tables 4(a-c),6(a-c) and 8(a-c) that in the absence of deregulation, the constant became significant at 5% 

level and with the expected negative sign. When treasury bill rate was dropped from the estimation in parsimonious 

Tables the behaviour of all the variable improved in the level of significance and maintained the expected sign. This 

implies that all the variables except TB they serve the same purpose and pursue similar policy objective. There is a 

semblance of mutual exclusivity on the impact on the capital market changes. 

 

A major implication of the result in Tables3, 5 and 7 is that short-run changes in the explanatory variables have 

significant effect on the dependent variable and that about 0.1.006, 0.921 and 0.967 of the difference in the actual 

and disequilibrium in stock price changes is adjusted yearly. The significance of ECM indicates that there exists a 

long-run equilibrium relationship between changes in stock price movements and the explanatory variables. Another 

important observation is the significance of current stock market indices and its lagged values which implies that 

current stock prices is largely dependent on the previous stock prices and this follows rational expectations of market 

participants. 

 

The positive relationship between money supply and capital market performance observed in this study confirms the 

findings in Ibrahim (2003), Mukherjee and Naka (1995), and Udegbunam, Eriki (2001) and the underlining theoretic 

perspective of Mishkin (2007). 

 

The negative relationship between treasury bill and capital market performance indicators movements show that 

reduction in treasury bill leads to disincentive to investment in the capital market. Worthy to note is depreciating 

Naira increases the performance of the capital market. The positive relationship observed here is in tandem with 

Mukherjee and Naka (1995), Kim (2003). Whereas it contradicts with the negative relationship found in Ibrahim 

(2003) and Osugwu (2009). 

 

Another important variable that meets apriori expectation is consumer price index that shows a positive relationship 

with stock price movements both in the short and long-run estimation. However, many studies have observed 

negative relationship between inflation and real stock prices Eugene Fama (1981), Benderly and Zwick (1985). This 
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is true because the real value of stocks decreases as the nominal price level is going up. The real value of returns in 

the upward movement of stock prices is eroded by rapid changes in consumer prices. 

 

The interest rate commonly referred to as the monetary policy rate in Nigeria is found here to have a positive 

relationship with stock price movements both in the short and long-run. This monetary policy variable is the anchor 

of prime lending rate in the banking system. It does not meet apriori expectation of negative coefficient and in 

contrast with Friedman (1956) conclusions of the quantity theory. Investors who are unwilling to borrow from the 

money market due to an increase in interest rate will rather sell existing stocks in the capital market or create new 

stocks through public offers. The excess supply of stocks will force down the price (Waud 1970, Bofinger 2001, 

Bernanke and Blinders 1992). 

 

The relationship between treasury bill rates and stock price movements has been found to be negative in the short-

run and still negative in the long-run. Treasury bills are money market instrument and it is acclaimed to be the most 

risk free asset because it is backed by the federal might. As interest rate in the money market is increasing, investors 

will be attracted to invest in the money market due to higher expected returns. Treasury bills are largely seen as an 

alternative investment portfolio to stocks. The negative finding is a corroboration of Friedman (1956), Mishkin 

(2007) and Osuagwu (2009). 

 

Finally, we have observed the effect of deregulation to be positive in the long-run and negative in the short run. This 

is as a result of the short period of the dummy variable zero for the period under regulation (1984 to 2005), compared 

to the deregulation era (2006 to 2010). Deregulation has a positive impact on capital market changes. 

 

6 Conclusion 

Monetary policy is a significant determinant of long-run stock market returns in Nigeria. In other words, long-run 

behavior of capital market in Nigeria is influenced largely by monetary variables.The basic general intuition behind 

cointegration is that certain economic variables should not diverge substantially in the long-run. While such variables 

can drift apart in the short-run, economic forces eventually bring them together again. An error-correction 

specification of stock prices is perhaps particularly appealing with respect to monetary policy, which should have 

transitory effects on asset prices. In this study, we have assumed that asset prices such as stocks and treasury 

securities contain data about expectations for inflation and real activity that might in turn inform monetary policy 

decisions. Therefore, this study uses error-correction framework and treats short-run changes in stock prices as 

endogenous. Cointegration methodology is particularly useful in this regard, as the error-correction model is useful 

instrument for estimating endogenous variables. 

 

We have observed in this study that a change in capital market indexes is largely influenced by monetary policy 

variables both in the short and long-run. Worthy of note is that interest rate, broad money supply, consumer price 

index, exchange rates minimum re-discount rate, and consolidation of financial sector move in the same direction, 

this implies that spiral increases in the interest rate, quantity of money in circulation, the domestic price level, 

minimum re-discount rate and consolidation is largely attributable to devaluation of the local currency (Naira) 

relative to major foreign currencies such as the US Dollar. It is very obvious that in Nigeria the liquidity, price level 

and exchange rate channel of monetary policy are all effective tools of determining changes in the performance of 

the capital market. 

 

Another major discovery of this study is that treasury bill rate (TB) exhibit a substitutability behaviour, following the 

insignificance when both is applied, and significance if applied discriminately. If the Central Bank wishes to 

decrease (increase) treasury bill in a bid to pursue an expansionary (contractionary) monetary policy aimed at 

improving the performance of the real sector, there will be no need to buy (sell) treasury bills at the open market 

simultaneously. Therefore, in the short and long-run the interest rate channel of monetary policy transmission is not 

supported by empirical evidence in determining the changes in capital market performance indexes in Nigeria for the 

period under study. This result in sum indicates that the innovations of interest rate, money supply, consumer price 

index exchange rate, minimum re-discount rate, treasury bill and consolidation of the financial sector can be a better 

predictor of stock market returns in Nigeria. 

 

Monetary authorities should exercise restraint in the use of policy instruments indiscriminately because it is clearly 

evident that the uses of monetary policy instruments affect the performance of the stock market to a very large extent 

in the long-run 



 

ICSSL -2015 | The Transmission Mechanism Effect of Monetary Policy on the Nigerian Capital Market 352 

 

 

ECONOMICS International Conference on Social Science and Law 

 

References 

Aysan, A., Gaobo P. and Marie-Ange V., (2005),How to Boost Private Investment in the MENA Countries: The 

Role of Economic Reforms, Topics in Middle Eastern and North African Economies, MEEA, Online Journal, pp. 1-

15. 

 

Bernanke, B.S. and Blinders, A.S. (1992), The Federal Funds Rate and the channels of Monetary 

Transmission,American Economic Review, 82, 901-902. 

 

Bernanke, B., and Kuttner N., (2005),“What Explains the Stock Market’s Reaction to Federal 

 

Blejer, M. I. and Mohsin S. K., (1984), Government Policy and Private Investment in Developing Countries, IMF 

Staff Papers, Vol. 31, pp. 379-403. 

 

 

Boughrara, A., (2009), Monetary Policy Transmission Mechanisms in Morocco and Tunisia, Economic Research 

Forum Working Paper No. 460, April, Tunis. 

 

Boyle, G.W. (1990), Money Demand and The Stock Market in The General Equilibrium Model and Variable 

Velocity, Journal of Political Economy, No. 98. 

 

Dickey, D.A. and Fuller. (1979), “Distribution of t he Estimator for Autoregressive Time Series with aUnit Root. 

Journal of the American Statistical Association, No. 74. 

 

 

Emenike, K. O. (2008), “Efficiency across Time: Evi dence fromthe Nigerian Stock Exchange” Online 

athttp://mpra.ub.uni-muenchen.de/22901/PRA Paper No. 22901, posted 29. May 2010 / 19:55 

 

Fama E., (1981), “Stock Returns, Real Activity, Inf lation and Money” American Economic Review, Vol. 71. 

 

Fischer, S., (1998). Capital Account Liberalization and the Role of the IMF, Princeton Essays in International 

Finance 207, pp. 1-10. 

 

Friedman, Milton (1956), The Quantity Theory of Money – A Restatement, Reprinted from Studies in the Quantity 

Theory of Money, University of Chicago Press. 

 

Fry, M. J., (1978), Money and Capital or Financial Deepening in Economic Development?Journal of Money, Credit, 

and Banking, Vol. 10, pp. 464-475. 

 

 

Funke, N., (2002), Stock Market Developments and Private Consumer Spending in Emerging Markets, IMF 

Working Paper 02/238. 

 

Gertler, M., and Gilchrist, S., (1993), The Role of Credit Market Imperfections in the MonetaryTransmission 

Mechanism: Arguments and Evidence, Scandinavian Journal of Economics,95. 

 

Granger, C. (1981), “Some properties of Time Series Data and Thei Model Specification” Journal of Econometrics, 

16, pp121-132. 

 

Greene, J. and Delano V., (1991), Investment in Developing Countries: An Empirical Analysis, Staff Papers – 

International Monetary Fund , Vol. 38, pp. 33-58. 

 

Gujarati, D.N. (2003), Basic Econometrics (4th Ed), Delhi: McGraw Hill Inc. 

 

 

 



 

ICSSL -2015 | The Transmission Mechanism Effect of Monetary Policy on the Nigerian Capital Market 353 

 

 

ECONOMICS International Conference on Social Science and Law 

Henry, P. B. (2000a), Do Stock Market Liberalization Cause Investment Booms? Journal of Financial Economics, 

Vol. 58, pp. 301-334. 

 

Henry, P. B., (2000b), Stock Market Liberalization, Economic Reform, and Emerging Market Equity Prices, The 

Journal of Finance, Vol. 55, pp. 529-564. 

 

Harjito D.A., Bany A.A.N., Ahmad R.C.O., (2006),“Th e effect of monetary growth Variability on the indonesian 

capital marketInvestment Management and Financial Innovations”Vol. 3, Issue 2, 

 

Jardak, T. and Ewa W., (2009), The Monetary Transmission Mechanism in Tunisia: Recent Developments, Banque 

Centrale de Tunisie, unpublished manuscript. 

 

Johansen, S. and K. Juselius (1990),“The Full Infor mation Maximum Likelihood Procedure for Inferenceon Co-

integration – With Application to th e Demand of Money” Oxford Bulletin ofEconomics and Statistics, No 55. 

 

Mackinnon J.G. & Davidson, R. (1993), Estimation and Inference in Econometrics, New York: Oxford University 

Press, P. 722 

 

McDonald, D., (1983), The Determinants of Saving Behavior in Latin America, (unpublished; Washington: 

International Monetary Fund). 

 

Misati, R. N., (2007), Liberalization, Stock Market Development and Investment Efficiency in Africa, International 

Review of Business Research Papers, Vol. 3, pp. 183-191. 

 

Misati, R. N. and Esman M. N., (2010), Financial Development and Private Investment in Sub-Saharan Africa, 

Journal of Economics andBusiness.1 

 

Mishra, P., Peter J. M. and Antonio S., (2010), Monetary Transmission in Low Income Countries, IMF Working 

Paper WP/10/223, October, International Monetary Fund, Washington, D.C. 

 

Mukherjee S. and Bhattacharya R.(2011), Inflation Targeting and Monetary Policy Transmission Mechanisms in 

Emerging Market Economies, IMF Working Paper Middle East and Central Asia Department 

 

Naceur, S. B., Samir G. and Omran M., (2008), Does Stock Market Liberalization Spur Financial and Economic 

Development in the MENA Region?Journal of Comparative Economics, Vol. 36, pp. 673-693. 

 

Neaime, S., (2008), Monetary Policy Transmission and Targeting Mechanisms in the MENA region, Economic 

Research Forum Working Paper No. 395, April, Beirut. 

 

Obstfeld, M. (1998), The Global Capital Market: Benefactor or Menace?, Journal of Economic Perspectives, Vol. 

12, pp. 9-30. 

 

Okpara GC (2009). Capital Market and the Development of Nigerian Economy, Nig. Econ.Financ. Rev. 1(1) March. 

 

Osuagwu, E. S. (2009), “The impact of Monetary poli cy variables on the performance of the stock market,” 

Nigerian Journal of Securities and finance Vol. 14 no. 2 pp.. 17-39 

 

Ovidiu S. Delia-Elena, D. and Anca, E. N., (2012), The Impact of Monetary Policy on Stock Prices in Eastern 

European Markets, Department of Business Administration “Alexandru Ioan Cuza” University of Iasi Carol I Bd., 

no. 11, 700505 ROMANIA 

 

Reinhart, C. M. and Jonathan O., (1995), Saving and Real Interest Rates in Developing Countries, University 

Library of Munich, Germany, MPRA Paper Number 13352. 

Rogoff, K. (1999). International Institutions for Reducing Global Financial Instability,, Journal of Economic 

Perspectives, Vol. 13(4), pp. 21-42. 

 



 

ICSSL -2015 | The Transmission Mechanism Effect of Monetary Policy on the Nigerian Capital Market 354 

 

 

ECONOMICS International Conference on Social Science and Law 

Ross, S.A., Westerfield, R.W. and Jordan, B.D., (1995), Fundamentals of Corporate Finance. 3rd Edition. Chicago, 

Illinois: Rirchard Irwin Inc.. 

 

Serven, L., (2003), Real-Exchange-Rate Uncertainty and Private Investment in LDCS, The Review of Economics 

and Statistics, Vol. 85, pp. 212-218. 

 

Schwert, G.W. (1977), “Asset Returns and Inflation Economics 5 (November): 115-146. 

 

Sims, C., (1982); Policy Analysis With Econometric Models. Brookings Paper on Economic Activity, 1982. No. 1. 

 

Summers, L. (2000), International Financial Crises: Causes, Prevention, and Cures, American Economic Review, 

Vol. 90, pp. 1-16. 

 

Sundararajan, V. and Subhash T. (1980), Public investment, crowding-out and growth: A dynamic model applied to 

India and Korea, IMF Staff Papers, Vol. 27, pp. 814-855. 

 

Udegbunam, R. and Eriki P.O., (2001), Inflation and Stock Price Behavior: Evidence from Nigerian Stock 

Market,Journal of Financial Management & Analysis,20 (14) (1), 1-10. 

 

Waud, R., (1970), Public Interpretation of Federal Reserve Discount Rate Changes: Evidence on the Announcement 

Effect, Econometrica, Vol.38, 231-250. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

ICSSL -2015 | Global Flows and External Exposure of Turkey 355 

 

 

ECONOMICS International Conference on Social Science and Law 

Global Flows and External Exposure of Turkey 
 

 

Amira Karimova: 

Graduate Assistant, Department of International Trade, Fatih University, 

34500 Büyükçekmece, Istanbul, Turkey. Office: 90- 212- 866 33 00 - 

5061 ext. 

Email: karimovaamira@gmail.com 

 

Abstract. In this paper, we attempt to explain that expanding current account deficit of Turkey can be a 

highlighting signal of its dependency on foreign capital inflows. When private non-financial firms borrow in 

foreign currency, they face currency mismatch in their balance sheets. Statistical analyses of aggregated balance 

sheet data of non-financial sector revealed that the negative gap between firms’ dollarized assets and liabilities 

has been increasing considerably in Turkey. This creates financial exposure by private non-financial sector. 

Given a high level of liability dollarization by firms in Turkish economy, it is exposed dramatically to the changes 

in external and domestic conditions. 

 

Keywords: dollarization, balance sheets, capital flows, external exposure 
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1. Introduction. 

 

Over the recent decade, Turkey has experienced considerable economic growth. However, high level of its current 

account deficit (CAD) raises concerns about its external sustainability. The downward trend of the current account 

balance has been observed in some of the emerging markets (EM)
15

. This is because these economies are dependent 

on the foreign capital inflows to fuel their investments and generate growth. 

 

Together with capital liquidity, these inflows bring in the risk of external vulnerability for the domestic economy. 

These inflows are usually denominated in foreign currency due to the inability of EMs to borrow in domestic 

currency. This refers to the “original sin” phenomenon, mentioned by Eichengreen and Hausmann (1999). 

Borrowing in foreign exchange (FX) generates high levels of liability dollarization in the balance sheets when the 

foreign currency debt is not properly hedged. In practice, banks could hedge against exchange rate (ER) exposure by 

issuing foreign currency denominated loans. In this case however, the financial sector transfers the exposure risk to 

the non-financial sector, which constitutes the most of the total borrowers from banks. In this way, persistence of 

high liability dollarization in the economy creates fragility to any fluctuations in both external and domestic 

conditions. 

 

Current account deficit can be a reflection of the capital account surplus at the same time. The capital account, in 

turn, reveals the quality of deficit financing. When the financing consists of short-term foreign loans (also called as 

hot-money flows) domestic economy becomes highly vulnerable to the changes in the capital flows. The same can be 

attributed to the portfolio investments, which have relatively short-term character and higher liquidity. Firms, which 

hold the short-term capital in their balance sheets as dollarized liabilities, may find it hard to rollover their debt in 

case of capital reversion. The risk of defaults may spread to the banking and financial sector as a whole, which 

eventually, result in crisis and economic recession. The episodes of massive inflows, currency mismatches in balance 

sheets and current account reversal have been observed in a number of EMs such as Latin America in 1990s, Asian 

financial crisis in 1997-98, and Russia in 1998. Turkey also had two financial crises in 1994 and 2000-02. These 

crises were preceded by worsening of the current account and followed by reversion in external financing. 

Macroeconomic situation in these countries has been considerably improved by policies such as launching floating 

exchange rate regimes and imposing regulations on the activities of the financial sector. However, we consider that 

Turkish economy is not immune to financial crisis contagion as long as external funds flow and dollarization process 

takes place. 

 

                                                 
15

 Examples include Brazil, India, South Africa, Indonesia. These countries are also known as “top fragile five” 

(including Turkey) for their massive axternal debt and financial exposure (Morgan Stanley, August 2013). 
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The purpose of this work is to discuss the quality of the external borrowing in Turkey based on economic statistics 

and to discuss how these foreign loans have been generating external exposure of private corporate sector. We will 

look at the aggregated balance sheet data of the non-financial sector in Turkey in order to reveal amounts of 

dollarized debt and consequently, the risks of currency mismatches in these accounts. When there are considerable 

currency mismatches in the economy, exchange rate policies may be ineffective to reduce external exposure. 

Therefore, alternative measures on macro prudential policies are discussed and recommended in the final part. 

 

2. Overview at the external imbalances: current and capital accounts of Turkey. 

Surge of capital flows to emerging market economies (EMs) partly resulted from new market structures and financial 

conditions (Calvo 2001). Increased global liquidity since 2000s (Chung et al. 2014; Shin 2013) combined with 

perceptions of better macroeconomic foundations in EMs are among these conditions. Although CAD in Turkey has 

been long and persistent, the drastic fall in the balance is coincided with globally falling interest rates and monetary 

spillovers from developed economies. 

 

Most of the research emphasize on the trade deficit and structural characteristics of Turkish economy to explain 

current account deficit (Ozata 2014; Kayikci 2012; Özlale and Pekkurnaz 2010). Oil dependency, imports of 

intermediate goods in manufacturing and a low value added can be among these characteristics. While trade deficit 

play an important role in generating imbalances in the external account, capital surplus can signal significant 

implications about its sustainability. 

 

Figure 1 illustrates annual trends in current account balance of Turkey from 1975 to 2013. The deficits reveal 

“chronic” character over the stated period with occasional improvements. We can see improvements in 1994 and 

2001, which can be attributed to the financial crises associated with capital flight. Long lasting negative balance of 

the current account over the period certainly shows the structural problems and can be related to the tendency of 

Turkish imports to be higher that its export levels. However, current account has started to fall drastically, especially, 

after 2001 post-crisis period. This phenomenon signals that there are some other factors affecting CA beyond the 

trade deficit per se. 

 

Figure 1. Current Account of Turkey (in millions of US dollars). Source: CBRT. 

 

 
 

The investigation of the capital account (given in Appendix A.1) reveals that capital inflows to Turkey dramatically 

intensified from 1.1 billion of USD in 2002 to over than 70 billion in 2013. Out of this huge amount, net foreign 

direct investments (FDIs) constituted for only about 9 billion or one eighth of the total net inflows. The rest of the 

capital surplus was financed by portfolio investments and other types of investments, which unlike FDIs, can hold 
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speculative characteristics, validating financial fragility. Capital account analyses reveal that the roots of rapidly-

expanding CAD problem in Turkey lie indeed in massive capital account surpluses rather than in trade deficit alone. 

This can be combined effect of external conditions in global financial markets, such as excess liquidity and improved 

risk perceptions towards Turkey by global investors over the last decade. 

 

Together with dollarized capital, these inflows can bring in financial risks. Maturity and currency mismatches are 

among these risks. At first stages, these inflows generate loan availability, excess liquidity, currency appreciations 

and boom in asset prices. Investments, consumption and growth start to rise considerably. However, when 

conventional optimism of global investors becomes reversed in bad times, the inflows begin to stop, if not pulled out. 

This condition may facilitate contagion of defaults in whole economy. Firms with FX debt find it hard to rollover 

their debt, net worth fall, credits shrink and risk of defaults can spread to the banking activity. In 2001 many banks 

become insolvent in Turkey due to busts in financial markets and capital flight out of the country. Evidence from EM 

crises showed that net capital inflows to emerging markets are often pro-cyclical, increasing when the economies are 

booming and retreating when the economies are slowing (Kaminsky et al. 2005). 

 

3. Liability Dollarization in Turkey: Why and How Big? 

Dollarization is the process of substituting a foreign currency for a domestic currency to fulfill the essential functions 

of money as a medium of exchange and/or as a store of value. Full or official dollarization is the adoption of foreign 

currency as a legal tender (Feige, 2003). In high inflation countries, dollars or some other hard currency may be in 

widespread use in daily transactions, alongside the local currency. However, Turkey does not have these “extreme” 

cases of dollarization. It is typically prone to have a liability dollarization (LD), which means that loans are mostly 

denominated in foreign currency. Most developing economies have a limited, unofficial form of dollarization in 

different types. To a greater or lesser degree, their residents may already hold foreign currency and foreign currency-

denominated deposits at domestic banks. 

 

Alternatively, firms can be borrowing loans in dollars, especially if the level of imports is relatively high. 

 

The term LD is typically characteristic for emerging economies, where emerging markets’ demand for financial 

assets is in excess of their ability to produce them, since they have very limited institutional capability to produce 

these assets. Therefore, a country can be not as highly dollarized on the asset side, but subject to high dollarization 

with respect to its external debt. This is because the sources of loans are merely from abroad and are denominated in 

FX. The holders of the liability dollarization can be both public sector as well as private industries. 

 

Dollarization can take place due to different factors. As main factors we can state inflation differentials, exchange 

rate changes, interest rate spread, credibility in macroeconomic policy and market structure imperfections (Savastano 

1996; Levy-Yeyati and Arias 2003; Reinhart et al. 2003; Luca and Petrova 2008 and Havrylyshyn and Beddies 

2003). Certainly, dollarization is not limited to these factors. It is crucial to note about interaction of the economic 

agents with one another. Interactions of banking sector with the household, business and government sectors as well 

as interaction of firms with their foreign affiliates have significant impact on level of financial dollarization. The 

studies (Ize 2005) have shown that the behavior of each sector affects the decision of another sector and hence affect 

the level of financial dollarization in the economy. For example, increase in the level of deposit dollarization, in turn, 

raises the level of banks’ loan dollarization. 

 

On the other hand, the factors that affect dollarization may have unequal influence on the different types of 

dollarization. For example high differentiation of the domestic interest rates from the rest of the world in favor of the 

domestic currency deposits may reduce dollar deposits; but at the same time this may generate more foreign inflows 

and greater availability of dollar debt from abroad (Ize and Levy-Yeyati 2003). 

 

Study of supply-side factors and demand-side factors in build–up of dollarization is crucial. Whereas emerging 

economies need higher capital inflows to fuel investments from the demand-side, supply factors such as high global 

liquidity or interest spread conditions play important role. Besides domestic factors, the stance of external interest 

rates, availability of direct dollar loan instruments due to financial integration and global accommodative 

macroeconomic policies have large impact on cross-border dollarization levels. Usually, high savings in wealthier 

countries show reflection in emerging economies in forms of hot money inflows, as these developing economies 

offer higher returns and more promising productive capability in the following years. Main signal or side-effect of 
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this reflection is, unfortunately, high current account deficits of emerging economies and the sustainability of these 

deficits is still under debate. 

 

Figure 2 illustrates the aggregated liability dollarization (LD) ratio
16

 for all non-financial sectors in Turkey as well as 

for manufacturing and the real estate sector. The relative improvement of the macroeconomic conditions since 2002 

appears to be effective in decreasing total average liability dollarization ratio from 80% in 2001 to about 60% in 

2014, albeit which is still a very high one. While in the manufacturing sector the level of dollarization fluctuates 

around 70%, this rate is considerably elevated in the real estate sector with around 90%. Real estate is indeed the 

highest dollarized sector among all sectors in non-financial activity in Turkey
17

.
3
 High rates of dollar debt and 

increasing leverage ratio of non-financial firms still make them very vulnerable to the combined effects of ER 

fluctuations and rising interest rate globally. 

 

The reforms oriented towards liberalization of the commodity and financial markets since late 1980s have 

contributed to the changes in macroeconomic environment in Turkey. However, domestic equity market has 

remained as marginal source of finance. The fundamentals of equity markets or of other alternative financial markets 

have been very week. Shadowed transparency of firm performance and indexing values has been among other 

problems that created obstacles to the development of direct finance in EMs. As the main sources of finance firms 

had to rely on either retained profits or raise debt from banks. 

 

 

Figure 2. Total Average Dollarization Ratio in Turkey for All Non-Financial Sectors; Manufacturing Sector; 

and Real Estate. Source: CBRT, Corporate Sector Statistics. 
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 Liability dollarization ratio is calculated as the percentage of FX loans over total loans. 
17

 This tendency of high LD in real estate can be related to the “risk appetite” with increasing asset prices in housing 

in Turkey over the recent decade. 
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Figure 3 plots the figures on outstanding short term loans received from abroad by financial and non-financial private 

sector. According to the same statistics, which were obtained from the CBRT online data, 86% of these loans are 

denominated in foreign currencies
18

. The figure illustrates that flow of funds intensified considerably after 2009 post-

crisis period. Given that Turkish financial sector is dominated by banks
19

 (Caliskan 2011), we can conclude that the 

share of foreign liabilities in the balance sheets of banking sector is still rising. Although banks can hedge against 

exchange rate risk by issuing FX denominated assets, such strategy can be considered as not necessarily hedging but 

merely a transfer from one form of risk into another, namely foreign exchange risk into default risk. Indeed, high 

levels of banks’ dollarized liabilities lead to more issuance of FX credits in domestic economy. 

 

Figure 3. Outstanding Short Term Loans Received From Abroad by Financial and Non-Financial Private Sector (Mln 

US $). 
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CBRT, Outstanding loans received from abroad by private sector (currency composition). 

http://www.tcmb.gov.tr/wps/wcm/connect/TCMB+EN/TCMB+EN/Main+Menu/STATISTICS/Balance+of+Payment 

s+and+Related+Statistics/Outstanding+Loans+Received+From+Abroad+by+Private+Sector-/Data
 

 
19

 In 2009, share of banks constituted 81.2% in term of asset size (Caliskan, 2011) 
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4. Corporate Balance Sheet Exposure in Turkey and Associated Risks. 

If corporate debts are denominated in dollars while the value of corporate assets depends on local currency (or if 

corporate revenues increase with the relative price of goods produced at home), sharp and unexpected currency 

movements matter for financial and external stability (Chang and Velasco 2006). In case of exchange rate 

depreciations, for example, firms with high dollarized debt and currency mismatch will face the risk of debt default. 

Table 1 shows total FX denominated assets and liabilities from 2002 till 2014 present in the balance sheets of 

Turkish corporates. The gap between dollarized assets and liabilities has been expanding notably. In 2014 

accumulated FX liabilities reached 265 billion of US dollars while assets constituted less than a half of all dollar 

liabilities, staying at only 101 billion. Rapidly increasing negative financial position of the private sector indicates 

that it is involved in the extremely high risk taking. Increasing gap between assets and liabilities incurs larger 

currency mismatches and consequently, higher ER exposure and vulnerability of firms. On the other hand, 

appreciation of the domestic currency contributes to improved net worth positions of firms and makes them engage 

in even more credit taking. 

 

Strengthened borrower balance sheets resulting from the periods of permissive financial conditions expand 

investment demand, which in turn, tends to propagate and amplify the upturn. On the contrary, weakened balance 

sheets in bad times just do the opposite and cut investments. Fall in economic activity further cuts the asset prices 

down. This facilitates a feedback cycle of falling asset prices, deteriorating balance sheets, tightening financial 

conditions and declining economic activity (Bernanke and Gertler 1989). 

 

Table 1. Foreign Exchange Assets and Liabilities of Non-Financial Companies in Turkey 

 

2002-2014 (MLN USD). Source: CBRT, Corporate Sector Statistics. 

 

 

Date FX Assets FX Liabilities 

2002 25100 31638 

2003 30202 48651 

2004 37671 56660 



 

ICSSL -2015 | Global Flows and External Exposure of Turkey 361 

 

 

ECONOMICS International Conference on Social Science and Law 

2005 45392 67123 

2006 62659 91186 

2007 76131 129941 

2008 80465 151709 

2009 76994 147734 

2010 84180 176536 

2011 77788 200635 

2012 85662 225649 

2013 89875 266153 

2014 101189 265034 

 

Kesriyeli (2005) states that there is a high tendency for countries with fixed exchange rate regimes to hold higher 

levels of LD, since fixed ERs encourage more FX borrowing. However in Turkey, despite the adoption of flexible 

exchange regime since 2000 LD ratio among non-financial sector has not fallen significantly. There can be different 

reasons. First, although official exchange rate regime was floating, it was based on managed float, which gave 

authorities more room to intervene to the FX market to smoothen ER fluctuations when needed. There are instances 

of the Turkish central bank’s tendency to support real appreciations, whereas during depreciations, it typically 

intervened with FX sales and raising domestic interest rates (Baydur 2007). Apart from that, rise in global liquidity 

and monetary spillovers post 2008-crisis may have contributed greatly to the massive FX debt accumulation in 

Turkey and other EMs. 

 

It is noteworthy to emphasize on the role of exchange rate appreciation in obtaining dollar funding from abroad. 

Over the recent decade Turkish Lira stayed relatively appreciated against other hard currencies such as US dollar. 

There was exception during the global financial crisis in 2008, but as the effects of crisis faded TL tendency to 

appreciation has returned. Kutan et al. (2012) mention that TL appreciated 27% against the US dollar between the 

first quarter of 2003 and the end of 2007. Total foreign loans rose substantially in value over the same period. This 

increase shows borrowers’ preference to borrow in foreign currency as the local currency appreciates. Analyses 

estimating real ERs in EMs prior to the crisis showed that the currencies of Indonesia, Korea, Malaysia, the 

Philippines, and Thailand were overvalued, as were the currencies of Hong Kong and Singapore (Edwards 2000)
20

.
6
 

When local currency is stable and forecast of future exchange rate appreciation, borrowers may prefer to take loans 

in foreign currencies due to the fact that their loan commitments in terms of local currency decrease with an 

appreciating local currency. Alternatively, corporates’ net worth keeps increasing in value. 

 

We can summarize the following reasons of why Turkish firms can have currency mismatch in their balance sheets: 

 

 Turkey’s immature financial markets cannot borrow in domestic currency due to the inability of EMs in 

borrow in own currency 

 

 Elevated global liquidity conditions and easily available FX debt from regional banks 

 

 Willingness of local banks to hedge against currency mismatch, which appears in their balance sheets due to 

the external dollar debt outstanding 

 

 As a result of advanced economies’ monetary policy spillovers, there is rapidly expanding global funds’ 

market, which led to the issuance of direct international debt securities by firms. This debt issuance can be 

also carried out through firms’ foreign subsidiaries 

 

                                                 
20

 Erwards (2000) adds that in real practice it can be hard to asses real ER and its deviations from equilibrium points. 
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 Appreciation of TL versus other hard currencies. It could have facilitated firms’ preferences to borrow in 

FX based on the motives for speculative activity by firms as well as valuation expectations in their future 

net worth 

 

 Importing firms’ needs for dollar payables 

 

Financial liberalization, carried out without strong macroeconomic fundamentals, has generated mostly speculative-

led and consumption-based economic growth in Turkey. This type of economic growth can hold several 

implications. Firstly, investments which are highly risky and have higher returns can become dominant while low 

risk – low expected return investments can be discouraged. Secondly, economy becomes more vulnerable to 

financial and external crisis due to disruptive effects in the real sector (Grabel, 1995). Thirdly, speculative-led 

economic growth exposes the economy directly to unproductive profit seeking investments (such as property 

ownership in Turkey). 

 

ER exposure, sensitivity to the changes in external conditions, contagion and reversal in the current account are 

examples of mentioned risky features associated with external borrowing (Dornbusch 1999; Levy-Yeyati and 

Stuzenegger, 2007; Krugman 1999; Calvo 1999; Yeldan 2006). Instance of capital reversal risk includes capital 

outflows from Turkey during the 2008 global crisis; the amount of the outflow reached about 35 billion of USD. In 

practice this swing is usually achieved partly through massive real depreciation that leads to debt defaults, economic 

contraction and the consequent recession. 

 

Although Turkey managed to escape 2008 crisis without major damages, it does not remain immune to possible 

shocks in the future. Quick recovery of Turkey post 2008 crisis may have been due to the low interest stimulation 

programs in developed world. In this way, expansionary monetary spillovers may have been directed towards the 

developing countries with higher interest rates such as Turkey, which offered higher yields. However, these 

conditions in the rest of the world can change and unequal spread of global capital may take another shaping and 

distribution among countries. For long-term current account stability, capital inflows can be sustained by regulations 

imposed on capital flows. Since exchange rate depreciation is not the best choice to achieve improvement in the 

current account due to the balance sheets exposure, alternative methods should be implemented. 

 

Some of the preventive monetary policies have already been established in Turkey. Setting interest rate corridor by 

monetary authorities is one example to reduce interest and exchange rate fluctuations. Turkey also has been imposing 

limits on the FX borrowing, particularly on consumption credits since 2009
21

. Although banking sector regulations 

have been improved greatly since 2001 crisis
22

, corporate sector regulations have not been implemented and 

monitored effectively. Provision of transparency in the balance sheet activities of corporate sector as well as 

monitoring hedging operations would contribute greatly to the financial stability of the country. Central bank also 

can assist in the diversification of FX hedging market instruments and in the provision of sound regulations towards 

short-term capital controls. 

 

5. Conclusions. 

An examination of the external account of Turkey creates concerns about its sustainability over the longer term. In 

addition to the structure of current account deficits that are mainly driven by trade mismatches, the quality of the 

capital account surplus is crucial in the analysis of external sustainability. Investigation of the financial flows in the 

capital account revealed that most of the funds consist of short-term capital with speculative character. Moreover, 

amount of this short-term capital has been increasing dramatically since 2002. 

 

                                                 
21

 A new provision was added to Decree No. 32, ”the Law Regarding the Protection of Value of Turkish Currency” 

which enabled Turkish banks to provide foreign currency loans to Turkish residents provided that the average 

maturity of each loan is more than one year and the loan amount is more than USD 5 mln. On the other hand, 

following these amendments Turkish residents were now only able to obtain foreign indexed loans from Turkish 

banks for commercial or professional purposes, which meant that Turkish banks could no longer provide foreign 

indexed consumer loans. The law was made effective immediately (Kutan, 2012).
 

22
 For example Banking Regulation and Supervision Agency (BRSA) were established to supervise financial 

sector activity with tighter regulations. Apart from that, other regulatory institutions such as the independent 

central bank (CBRT) and Saving Deposit Insurance Fund (SDIF) were launched
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Investigation of the corporate sector aggregated balance sheets in Turkey disclosed evidence of high liability 

dollarization and widened negative gap between the sector’s FX assets and liabilities. Currency mismatches and 

reliance on foreign loans create significant ER exposure of the domestic economy to the changes in global and/or 

domestic financial conditions. High level of liability dollarization and currency mismatches also make ER policies 

irrelevant to fight against persistent CADs. This creates the necessity for alternative macro-prudential measures. 

 

Provision of transparency in the balance sheets of corporates can be a good starting point. Besides, developments in 

risk management, especially in FX hedging, can be especially useful tool in reduction of external vulnerability in 

emerging economies. Central bank also can play important role in provision and maintenance of diversified hedging 

instruments in the hedging markets. Preventive regulations on the capital flows, hopefully, help diminish future 

vulnerability, which usually have sudden and unpredicted character in the case of emerging markets. 
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Appendix. 

A.1. Capital (financial) account of Turkey between 2002-2013 (in billions of US dollars). 

  2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

Capital 

account 
1.1 7.1 17.7 42.7 42.7 49.2 34.8 9.9 59.5 66.9 70.3 72.7 

FDI abroad -0.1 -0.5 -0.8 -1 -0.9 -2.1 -2.5 -1.6 -1.5 -2.3 -4 -3.1 

FDI in 

Turkey 
1.1 1.7 2.8 10 20.2 22 19.8 8.6 9 16.1 13.2 12.9 

Portfolio I. 

Assets 
-2.1 -1.4 -1.4 -1.2 -4 -1.9 -1.2 -2.7 -3.5 2.7 2.7 2.6 

Portfolio I. 

Liabilities 
1.5 3.9 9.4 14.7 11.4 2.7 -3.8 2.9 19.6 19.3 38.1 21 

Other I. 

Assets 
-0.8 -1 -6.9 -0.6 -13.5 -5 -12 10.9 7 11.2 -0.7 1.8 

Other I. 

Liabilities 
1.6 4.5 14.7 20.8 29.5 33.5 34.6 -8.4 28.9 19.9 21 37.4 

Private 

sector other 

I. liabilities 

1 6.1 15.9 23.7 31.4 34.8 34.6 -9.1 25.6 19.8 23.4 39.4 

Net Errors 

&Omissions 
-0.7 4.4 0.8 1.9 -0.2 0.5 2.9 3.1 0.9 9.1 1 3.1 

Reserve 

Assets 
0.2 -4 -4.3 -23.2 -10.6 -12 2.8 -0.8 -14.9 -1 -22.8 -10.8 
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ABSTRACT 

This paper examines the economics of Public Private Partnership (PPP) and Abuja Industrial Park (AIP): Role of 

Zeberced Construction Ltd. The study utilized six indicators of growth and development to examining the impact or 

otherwise of the proposed Abuja Industrial Park (AIP). Those indicators include: infrastructural development and 

service delivery, unemployment rate, technological development, financing and tourism and trade. The study 

employed descriptive and SWOT analysis in arriving at its findings. The study carried out purposive sampling 

technique difference-in-difference groups’ case and without case bases of AIP. The study found significance impact 

of operating AIP on infrastructural development and service delivery, unemployment rate and tourism and trade. We 

therefore recommend that AIP is potent towards economic diversification and enhanced private sector participation 

led growth where Micro, Small and Medium Scale Enterprises (MSMEs) play important role in growth and 

development. 

 

Keywords: AIP, Public Private Partnership (PPP), Growth and development, Mean differential statistic. 

 

(iii) Introduction 

 

Governments in most developing countries face the challenge of meeting the growing demand for new and better 

infrastructure services. As a result, available funding from the traditional sources and capacity in the public sector to 

implement many projects at one time remain limited, governments have found that partnership with the private sector 

is an attractive alternative to increase and improve the supply of infrastructure services. The partners in a PPP, 

usually through a legally binding contract or some other mechanism, agree to share responsibilities related to 

implementation and/or operation and management of an infrastructure project via collaboration or partnership built 

on the expertise of each partner that meets clearly defined public needs through the appropriate allocation of 

resources. 
 

Public private partnerships; P3 as is often called is seen to be the long-awaited solution for the construction 

industry, particularly in most developing nations. Public-private partnership is a contractual agreement formed 

between public and private sector partners, which allow more private sector participation than is traditional. The 

agreements usually involve a government agency contracting with a private company to renovate, construct, operate, 

maintain, and/or manage a facility or system. While the public sector usually retains ownership in the facility or 

system, the private party will be given additional decision rights in determining how the project or task will be 

completed (USDOT, 2007). This is because it becomes essential in developing new strategic alliances, improving 

public services and reducing government costs. Depending on the job being executed P3 will result in greater 

benefits and allow for businesses to develop into an exciting emerging market. 
 

Apparently, one major factor seen to have bedeviled successful governance in most Sub-Saharan Africa (SSA) 

countries is that most of the states are considered weak and inefficient in resource management(Ayooba,1995). 

Chazan et al (1999) succinctly captured it as state of scarcity of resources, politicized patterns of social 

differentiation, over-expanded state structures, insufficient state legitimacy, inadequate, inefficient or underutilized 

state power and resources, lack of adaptation of alien institutions to local conditions etc. Meanwhile, African state is 

argued to be characterized by a general inability to organize material and human resources, mobilize its citizens 
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efficiently, and implement policies for general societal growth (see also Ayoob 1995; Dia 1996; Englebert 1997; 

Migdal 1988; Tilly 1985). 

 

2. Historical and Stylized Facts of PPP in Nigeria 

Prior to the 1980s, the Nigerian private sector was generally marginalized by the huge public sector with its attendant 

consequent of crowding –out effect (UNDP,2003). This led to the formation of the first business association in 

Nigeria known as the Lagos Chamber of Commerce (LCC), and the creation of the Manufacturers Association of 

Nigeria (MAN) in 1950 and 1971 respectively. These formations provided a suitable counterweight to the state 

otherwise acted as a stimulus to effective public-private sector dialogue. Although, by late 1980s, it was apparent 

that Nigeria’s version of big government had failed. Oil rather than agriculture sector dominated economic activity, 

accounting for 95 per cent of exports, 42.5 per cent of Gross Domestic Product, and 75 per cent of government 

revenues (Oyinlola and Adam, 2003). 
 

This led to the country further becoming out of step with thinking in development economics, which increasingly 

recognized the role of private enterprise in determining economic growth and development. Central to this new 

thinking is the idea that creating an environment that promotes and supports entrepreneurship and private investment 

was a primary function of governments. Therefore, the Federal Government adopted the Public Private Partnership 

(PPP) initiative to turnaround the fortunes of the nation’s economy. 
 

Apparently, this led to creation of free trade zone (industrial parks) seen as a tract of land developed and subdivided 

into plots according to a comprehensive plan with or without built-up factories, sometimes with common facilities 

for the use of a group of industries. While economic or political reasons may mean that nationwide provision of such 

infrastructure is impossible, the creation of these conditions is feasible within the confines of a park. Industrial parks 

are normally classified according to different characteristics such as: Park specialization in terms of- a 

science/technology park, research park, eco-industrial park or export processing zone/free trade zone. 

 

More so, studies have shown that a country cannot be rich without good infrastructure. For instance, the World Bank 

estimates that every 1% of government funds spent on infrastructure leads to an equivalent 1% increase in Gross 

Domestic Product (GDP), which invariably means that there is a correlation between any meaningful inputs in 

infrastructure development which reflects on economic growth indices, hence the value of infrastructure cannot be 

underplayed (Chete and Adeoye, 2001). In order that the benefit as seen above is sustained, the Infrastructure 

Concession Regulatory Commission Act of 2005 was enacted which seeks to provide for the participation of the 

private sector in financing, construction, development, operation, and maintenance of Government infrastructure or 

development of projects through concession or contractual arrangements. Also they are equally empowered to setting 

forth guidelines to promote, facilitate and ensure implementation of Public Private Partnership (PPP) Projects in 

Nigeria with the objective of achieving better value for money (vfM) for infrastructure services and enhanced 

economic growth. 
 

The above therefore culminated to success story of major investment breakthroughs in major sectors of the economy, 

particularly in the development of Free Trade Zones in the country. One of such unprecedented PPP developmental 

projects is the Lekki Free Trade Zone, LFTZ, a state partnership initiative with over N170 billion investments. In 

addition, the Onne Oil and Gas Free Zone in Rivers State equally came up and attracted over $6 billion (N930 

billion) in Foreign Direct Investments (FDI) with rapid increase in economic activities at the Onne Port and currently 

recorded the registration of about 150 investors in the zone with a well over 30,000 direct and indirect jobs, both 

skilled and semi-skilled, as well contributed immensely to government’s revenue earnings. The Onne Oil and Gas 

Free Zone are today adjudged the single largest and fastest growing Free Zone in the world dedicated to the oil and 

gas industry (Dailami and Hauswald 2003). 

 

In the same vein, the Abuja Industrial park (AIP), as was conceived by the construction giant-Zeberced Nig. Ltd. 

with antecedent in mining and quarry running for years now proposed over 177 parcels area measuring a total area of 

245 hectares; including road and storm water line, electrical and telecommunication cables etc. The park, when 

completed is expected to increase domestic production by throwing up modern industrial culture, creating an average 

of 40,000 domestic employmnet with a great value to Abuja. In furtherance, the PARK will host 177 factories with 

new support services, numerous small-to medium- sized workshops and new workplaces to supply the needs of these 

factories in addition to technical schools meanrt to re-educate hundreds of unskilled workers yearly on how to be 

skilful in productive processes. 
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Fig 1.1 pictorial design of the Abuja Industrial Park (AIP); source, Zeberced group, Abuja. 

 
There is no doubt Nigeria economy has now become the largest economy in Africa with an estimated nominal GDP 

of USD 522.6 billion, surpassing South Africa’s USD 352 billion. The performance of the Nigerian economy is 

underpinned by favorable improvements in the non-oil sector, with real GDP growth rate of 5.4%, 8.3% and 7.8% 

in 2011, 2012 and 2013 respectively (AEO,2012; NBS, 2013). Nigeria’s economy is predicted to grow at twice the 

world average making it the fastest growing economy in Sub-Saharan Africa. More so, its large and growing 

population equally means supply of economical labour and a growing consumer market. More so, despite Nigeria’s 

large population, over 109 million Nigerians (about 79.2% of the population) earn between the sums of $100 - $1750 

annually. This has resulted in a rapid increase in urbanization driven by the need to access better jobs/income 

opportunities in urban regions. 
 

This is therefore expected to boost consumer spending due to the likely increase in purchasing power. Analysis of 

consumer spends shows that most of them were focused on essential categories of food and beverages, housing, 

clothing and footwear, which are expected to remain the bulk of consumer expenditure. This is because majority of 

the population fall within the low income bracket of $100 – $1750 per annum and are more likely to focus spending 

on these essential items. It is against the backdrop that the study examines the economics and role of public private 

partnership (PPP) in the development of Abuja Industrial Park (AIP) by Zeberced construction ltd. The result is 

intended to encourage and possibly redirect investment flow in infrastructural development in Abuja through public 
private partnership (PPP) arrangement. Before now, there has been serious debate on the merit or otherwise of P3 in 

job creation through construction and infrastructural development of industrial parks in Nigeria. (See ISPA Manual 

2001, EBRD 2001) 
 

2.1 Theoretical Literature 

Studies have shown that transition economies are often characterized by market flaws and barriers (ECAP; 2001), 

hence industrial parks are seen in modern economics as potent tool for market creation, enlargement and release of 

institutional bottleneck (UNIDO; 2007). In other words, they are often deficient in access to information, new 

technological understanding, and finance. More importantly, they also face high operation costs because of a lack of 

infrastructure and weak institutions. According to the UNIDO report referred earlier, Industrial parks (IPs) can be 

used to overcome these difficulties and speed up economic development (Adeoye; 2006). Although, some studies 

differs on the effectiveness of parks in provision of developmental infrastructure and human capital development 

particularly under the P3 arrangement. This they argued that parties involved are usually not having equally shared 



 

ICSSL -2015 | Economics of Public Private Partnership (PPP) and Abuja Industrial Park (AIP): Role of 

Zeberced Construction Ltd. 

369 

 

 

ECONOMICS International Conference on Social Science and Law 

responsibilities added with the level of existing legal lacuna in the regulatory framework governing PPP currently in 

most LDCs (Dailami and Hauswald 2003) 

 
From the foregoing, the proposed industrial park in Abuja is estimated to help strengthen institutional framework via 

provision of modern services and physical infrastructure which may not have been available in the greater part of the 

city such as information and telecommunications as well as extension services that are critical for innovation, 

technological learning and company growth (World Bnak, 2001). Given that buyers, producers, and suppliers can 

operate in the same location, thus cutting the transaction costs of economic learning while establishing new standards 

and norms of entrepreneurial behavior; costs are reduced considerably through economies of scale in the provision of 

common services and facilities. Firms located in industrial parks often use the services of local companies, creating 

not only backward and forward linkages, but also diffusing economic learning to the wider business community 

(Olusegun and Thompson, 2001). A concentration of certain types of companies attracts innovation and investors 

which may facilitate development of clusters.; linking industrial parks to regional innovation system. 
 

Apparently, since the late 1980s, public-private partnerships (PPP) have come to the fore in various countries around 

the world specifically in the area of infrastructure provisioning and management (Plummer and Nhemachena; 2001). 

PPPs provide an opportunity for governments to provide social capital infrastructure in the form of schools, hospitals 

and roads while benefiting from greater cost-efficiency that may be achieved from private sector involvement. It is 

argued that alignment of incentives drives the efficiencies that are derived from PPP arrangements. Private sector 

participation in asset and service provision can maximize value for money for government by expediting financing, 

facilitating innovation, providing better risk management, and integrating life-cycle management etc (Savas, 2000). 

Successful industrial parks can, therefore, become growth hubs, creating high growth regions and directing national 

economic development (Harris and Raviv, 2008). 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Fig 2.1 WIP by Zeberced Construction ltd 

 

In establishing and managing the Abuja Industrial park by Zeberced group, studies have shown that there is no one-

size-fits-all model of industrial parks (Memedovic; 2006). This is because framework conditions for industrial parks 

differ considerably between and within countries. This makes it difficult to produce general guidelines on how to 

develop industrial parks. It is important therefore, to conduct specific needs-assessments and adapt the industrial 

park model to the social, economic, cultural and environmental characteristics of each region and community (Porter; 

1990). Parks should be integrated into a regional innovation structure that recognizes characteristics and qualities of 

the innovation environment in the region, as well as local governance competences and capabilities. As a 

multidirectional tool for economic development, industrial parks require the involvement of a range of stakeholders, 

who must carry out a number of diverse functions that include but not limited to: governance, strategy and 

investment decisions etc. 
 

Also, regional authorities, banks and private companies interested in developing a park must together form an 

organizational board (Tricker; 2000). Currently in Nigeria, both at the federal and the state governments levels, the 

use of infrastructural development as the focal point of their administrations and policy enactments largely has to do 
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with the fixed provision of tangible assets on which other intangibles can be built on (Akpan; 2005). Not limited in 

scope, it revolves around the provision of Housing, Power (electricity), productive Environment, Transport, 

Education, Communication, and Technology etc. From the foregoing though, industrial parks have increasingly 

becoming an essential ingredient of rapid and holistic growth and development particularly amongst developing 

nations; for instance, the Federal Government of Nigeria recently approved the establishment of industrial parks for 

Small and Medium Scale Enterprise (SMEs) across the country in a bid to address the prevailing situation in the 

country where only about 8 per cent (320,000) out of 17 to 20 million businesses that exist in Nigeria have access to 

finance from the banking and capital market sectors(NBS, 2013). This has become imperative since three out of four 

persons employed in Nigeria are from this sector-micro, small and medium enterprises. 
 

Although public-private partnerships may not readily be a panacea for all the problems bedeviling public sector 

services but seems to offer considerable number of ways in solving them such as: access to new private capital to 

supplement public funds, rapid development of infrastructure assets, higher quality and customer satisfaction due to 

focus on performance standards and enhanced quality control, improved efficiency in construction, operation, and 

maintenance of the infrastructure arising from innovations in service delivery, incentives in the PPP contract, and 

better institutional integration throughout the life of the project and Public agencies focus on their strengths for long-

term service planning and management, having turned over financing and/or day-to-day operating responsibility to 

their private partners (Chidi; 2012). 
 
2.1.1 Challenges and Prospects of PPP arrangement in Nigeria 
Public Private Partnership (PPP) arrangement as currently obtained in Nigeria is yet to fully address the 

infrastructure challenges particularly for the fact that the parties involved are usually not having equally shared 

responsibilities added with the level of existing lacuna in the regulatory framework currently governing PPP 

arrangement in the country. As a result, when a project assumes long-term nature and complexity it is often seen as 

being difficult to identify all possible contingencies during project development. In this circumstance, it becomes 

more likely than not that the parties will need to renegotiate the contract to accommodate those contingencies which 

might need to projects failure or outright termination prior to the projected term of the project. Again, a number of 

reasons such as: changes in government policy, failure by the private operator or the government to perform their 

obligations or external circumstances like force majeure are equally possible factors. 

 

The deterioration level in the security environment, endemic poverty – 90.8% of Nigerians who are living on less 

than US$2 a day with high corruption index are likely to depress foreign investor sentiment. However, at the moment 

in Nigeria, the non-oil sector of the economy has been the main driver of growth for the past few years despite the 

country’s reliance on the oil and gas sector for most of its revenues(AEO, 2014). More importantly, the oil and gas 

sector’s contribution to the Nigerian economy is likely to further shrink in the near future (due to partly discoveries 

of shale oil and gas and the quest by the Nigerian government to diversify her economic base). The scenario means 

that the future growth will be largely attributable to non-oil sectors of the economy. 

 

3. Methodology 

This was a case of controlled purposive sampling study conducted within FCT, Abuja amongst the operators, users 

and Government. The above serve as the sample size. Issues such as the composition and size of sample were 

accordingly considered in line with the standard statistical sampling procedure. Descriptive statistics such as: Mean 

standard deviation, skewness and SWOT analytical tools were used in arriving at our findings. 

 

The instruments designed and used for collecting the required information include: 

 

o Questionnaire for Assessment of impact analysis of the strategies for promoting construction value 

chain in Niger state. 

o Matrix of physical and human resource capacity indicators such as: infrastructural service delivery, 

technical development, unemployment etc 

o Descriptive statistics on the observed mean differences was employed in the case of FCT with and 

without Industrial park (control Variable). 
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o Target value was set which explains the value that can be reached by full 

o operation of AIP. In other words, this is the total value accruable minus the 

o value earnable without the project. 

 

3.1 Instrumentation and Validation 

The nature of data used in the study is survey data. The data were collected through the use of structured 

questionnaire. A total number of 300 questionnaires were distributed; amongst which about 270 completed 

questionnaires were returned, a list-wise deletion was implemented in order to exclude incomplete responses from 

the responded questionnaires. As a result, a total number of 240 useable questionnaires with about 6 variable cases 

provided to achieving the study objectives; hence, gave a response rate of 88%. In line with Walpole (1974) and 

Chou (1969), the choice of instrument and sample size essentially depends on factors as follows: The allowable 

error, level of confidence, sample standard deviation and size of the population in addition with the amount of 

resources available to the researcher for the survey. 
 

The theory noted that whenever a sample size is small, the degree of confidence producing an unreliable result 

enlarges. Similarly, Walpole (1974) opined that sample of size greater than 30 would often normally have sample 

standard deviation that approximates to 0.3. Similarly, Chou (1969) had earlier defined an allowable error, E, as half 

the length of a given confidence interval. The error must be less than Z 2 x at a confidence interval of 1 – α, that is, if 

we construct , say, 95 per cent confidence interval for µ, it means that we are 95 per cent sure that 1.96 x > E or the 

probability is 0.95 that 1.96 x > E. The left term of the inequality is called the risk of an interval estimate, which is 

defined as the probability that the error of estimation will be equal to or greater than Z 2 x that is, P (E ≥ Z 2 x ) 

 

The relationship between the error and risk of estimation, according to Chou (1969) is important in that it gives a 

clue to the determination of a sample size that is required in a given survey. For instance, if the confidence limit for µ 

is that 
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confidence, S is the estimated sample standard deviation and E is the allowable error. 

 

According to Walpole (1974), a sample of size greater than 30 would often normally have sample standard error 

of 0.30 at 95 per cent confidence level. 

Hence, the allowable error of the study as estimated is thus: E = 

 

Z  2 

 

( 

    

) = 1.96 

  

      

 0.30 

   

0.30 

        

 n            

= 1.96 = 1.96(0.0507)  = 0.038 approximated thus 0.04 (which is the 

  240   15.49             

allowable error). Hence, the expected sample size becomes: n= 

 

( 

 

Z  2 

 

* )
2
  n =    

1.96 * 0.30 2 

           

E            

             

 0.04  n = 216.09 or n ≈ 216            

The above therefore means that our study using up to 240 sampled questionnaire is well above a normally 

randomly distributed; free from error of degree of freedom and is reliable. 

 

Similarly, the standard cronbach alpha coefficient was additionally employed to measure the reliability of items 

(scales) of the questionnaire dispensed (Thau and Aquino; 2007). It evaluates the reliability of statements or 

proposition made (Colin, 2010); put differently, it measures the internal consistencies of the items that together 

cover the specific factor. The Cronbach alpha coefficient has values ranging from 0 to 1, the higher the value the 

greater the reliability. Values above 0.6 are accepted (Hair, et al., 2006); as a result, the study used 0.6 as the 

minimum level. 

 

3.1.1 Hypotheses 

Null Hypothesis (Ho) 

There is no significant difference in the parameter indicators between Abuja with AP and without AIP. 

 
Alternative (or Research) Hypothesis (H1) 

 

There is significant difference in the parameter indicators between Abuja with AIP and without AIP. 

 
4. Presentation of Result and Discussion 

 

Table 4.1 Summary of descriptive statistics of parameter indicators 

 

Parameter 

AIP (20) 
Mean±SD 

Control(20) 
Mean±SD P value 

Infrastr  dev  & serv. deliv 217.51±5 198.71±4 t=3.2220, p<0.05 Sign 
Redunempl 324.2±6 314.6±6 t=2.427, p<0.05 Sign 

Techn Dev. 302.7±2 299.78±2 t=0.776, p>0.05 NS 

Finance 163.17±19 117.56±12 t=0.855, p>0.05 NS 

Trade & Tourism 108.66±11 70.49±7 t=18.041,p<0.005 Sign 

Source: Computation from Field Survey, 2015 

 

Note: All tests are subject to two-tailed significance level of α=0.05 

 

 

The result in table 4.1 shows that infrastructural development and service delivery, reduction in unemployment 

rate and trade & tourism development would all be impacted on significantly by the creation of Abuja Industrial 

Park (AIP). On the contrary, the study found that both technical development and finance would not be 

impacted on by the creation of AIP. On this note, we curiously subjected these indicators for further test of 

possible mean count differential between the Abuja with AIP and its control (without AIP) refer table 4.2 below; 
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hence, we found it statistically significant at 95% confidence level. We therefore reject the null hypothesis that 

there is no significant difference in the parameter indicators; meaning that Abuja with AIP will enhance 

infrastructural development, service delivery, reduction in unemployment rate and trade & tourism development 

than without AIP. 

 

Table 4.2: Summarized result of mean differential test on the indicators of Abuja with AIP and without AIP. 

 Mean  Mean differential 

P-value (decision 
criteria) 

   Mean±SD  

Abuja with AIP 2.214 -0.063±0.27 t=-1.896; p<0.025 

Abuja without AIP 2.209    

Source: Computation from Field Survey, 2015 

 

Note: The mean differential of Abuja with AIP and without AIP is found significant at a-two-tailed 5% 

significance level. 

 

5. Conclusion 

In conclusion, industrial parks can effectively contribute to the realization of many socio-economic goals of 

national growth, innovation and sustainable developmental strategies. Well-set out and equipped parks can 

stimulate the relocation of industries to semi-urban or rural areas, again, help alleviate congestion and 

greenhouse gasses in metropolitan areas, strengthen the industrial base of small and medium-size towns and 

reduce rural-urban migration and above all reduce unemployment rate ( see also Cooke, and Memedovic; 2006). 

In addition, reduction of commuter traffic, increased efficiency of urban land use, and reduced costs of land 

development and the provision of utilities, particularly in developing economies. Industrial parks can also be 

considered an important tool to support a carbon reduction or an eco-industry strategy with the objectives of job 

creation opportunities, social inclusion (youth and women), poverty reduction, sustainable energy use and 

support for local research and entrepreneurship. 

 
This is particularly important now in Nigeria since recent policy directions have been tilted towards 

diversification and private sector led growth where Small and Medium Scale Enterprise (SMEs) across the 

country are encouraged to access finance from the banking and capital market sectors but are currently only 

about 8 per cent (or 320,000) out of 17 to 20 million businesses that exist in Nigeria. 
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An Empirical Investigation into the Causal Relationship between Financial Deepening and 

Economic Growth in Nigeria 
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& 
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ABSTRACT 

The aim of this study is to investigate the impact of financial deepening on the growth performance of the 

Nigerian economy. Secondary data sources were generated, collected and used for the study, covering the 

period between 1970 and 2010. Vector Autoregressive scheme (VAR), Granger causality Techniques and 

multiple regression analysis (OLS) were employed as data analysis tools in the study.  The results show an 

independent and negative unidirectional relationship between financial deepening and economic growth in 

Nigeria. The results further show bidirectional causality between economic growth and global financial flow 

(GFF) in Nigeria, indicating that global financial flow is a strong determinant of economic growth in the 

country. The VAR results also indicate a robust and significant long run relationship between financial 

deepening and economic growth in Nigeria; while the analysis of financial reforms on the structural change 

variable shows that the impact of financial reforms on economic growth in Nigeria is not significant. Policies 

were recommended on measures to address the structural problems impairing the performance of the Nigerian 

financial sector in order to boost the growth of the economy.  

 

1.0 Introduction 

A well-functioning financial markets is germane for economic growth by facilitating savings and more efficient 

allocation of capital. The challenge of financial deepening in the Nigerian economy over the years has impaired 

the process of economic growth and development of the country. Financial deepening involves increase in the 

supply of financial assets in the economy.  Measures of financial assets gives us the approximate size of 

financial deepening. That means that the widest range of such assets as broad money (ie the sum of currency in 

circulation and demand deposit, M1 plus time deposits in banks), M2 plus liabilities of non-bank financial 

intermediaries, treasury bills, value of shares in the stock market, money market funds, etc., will have to be 

included in the measure of financial deepening (Okafor, 2004). 

 

Economic growth is not possible without the role of investment, which is stimulated by financial deepening. As 

Jao (1976) puts it, this role of money and finance in economic development has been examined by economists 

from different angles and with various degrees of emphasis. In particular, the writings of Gurley and Shaw 

(1967) and Goldsmith (1969) stress the role of financial deepening which facilitates intermediation function by 

both banks and non-banks in the saving-investment process, where money, whether defined narrowly or 

broadly, forms a part of a wide spectrum of financial assets in the portfolio of wealth-holders. Indeed, the 

economic growth and development of a country depends greatly on the role of financial deepening. 

 

Nigeria has been struggling with prolonged economic difficulties since early 1980s. Attempts to deal with these 

difficulties have swung from one policy option to another and yet the problem apparently continues to persist. 

The problems of economic recovery are probably also associated with Nigeria’s unending search for a generally 

acceptable and sustainable political system. The pursuit of profitable economic activities that generate overall 

aggregate growth and development is best promoted in the context of a stable political system that creates and 

sustains the appropriate ‘environment’. This implies that solutions to Nigeria’s stagnation and even economic 

decline cannot be found except in the context of a simultaneous or prior resolution of the conflicts associated 

with its “political transition” and institutional in-balances in the economy. It will also require the establishment 

of a durable political system that will create a conducive business climate for an efficient performance of the 

financial system which will in turn influence growth and development of the country. 

 

This underscores the nexus between financial deepening and economic development of a country. A country 

with a sound financial system is supposed to be developed. It is in recognition of this fact that attempts are often 

made to put the financial sector on a sound footing through reforms, policy options and other actions designed to 

achieve this noble objective. This means that the objective of financial reforms is intended to promote financial 

deepening which will in turn facilitate economic growth and development.   

 

1.1 Conceptual Issues 

“Financial deepening” is a term used by economic development experts to refer to increased provision of 

financial services with a wider range of services geared to all levels of society. It also refers to the macro effects 

of financial deepening on the larger economy. Financial deepening generally means an increased ratio of money 

supply to GDP or some price index. It refers to liquid money. The more liquid money is available in an 
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economy, the more opportunities exist for continued growth. It can also play an important role in reducing risk 

and vulnerability for dis- advantaged groups, and increasing the ability of individuals and households access to 

basic services like health and education, thus having a more direct impact on poverty reduction. 

 

2.0   Theoretical Literature 

The “conventional” view that financial deepening is a necessary pre-condition for economic growth rests on 

many premises. This hypothesis contends that well functioning financial institutions can promote overall 

economic efficiency, create and expand liquidity, mobilize savings, enhance capital accumulation, transfer 

resources from traditional (non-growth) sector to a more modern growth inducing sectors, and also promote a 

competent entrepreneur response in these modern sectors of the economy. This hypothesis is usually labeled 

“supply leading” since it postulate that the presence of an efficient financial markets increases the supply of 

financial services in advance of the demand for them in the real sector of the economy. 

 

John (1996) specified the following auto-regressive time series model to test for Granger – causality between 

financial deepening and economic growth; 

 

Yt = 0 + 
n
i=1

1
iYt-i + 

n
i=1iFDt-i + t ……………. ……………. (2.1) 

 

Where Yt is the real GDP, FDt is the financial deepening variable, and µt is the well behaved normally 

distributed error term. To implement the Granger causality test, in the above equation, he calculated F statistic 

under the null hypothesis that the coefficients of the lagged values of FD are jointly insignificant (i.e all i =o). 

 

This study employed the above model specification for running the causality between financial deepening and 

economic growth using the Nigerian data.   

 

Yet another notable study of the relationship between financial development (deepening) and economic growth 

was conducted by Patrick (1966) in his study of the Japanese monetary system between the 1870s and the 

beginning of World War.  

 

The four main measures of the size of the financial system used by the study included the followings: 

 

M1Y;     The ratio of M1 to GDP. M1 is the sum of currency held outside of banking system plus demand 

deposit at commercial Banks. 

LLY;     The ratio of liquid liabilities of financial system to GDP. Liquid Liabilities equals M1 plus interest  

bearing liabilities, e.g, saving Banks, postal savings – institutions, finance companies etc. 

OLLY;    The ratio of quasi- liquid liabilities equals liquid liabilities minus M1 

DGPY;     The ratio of claims on the private sector by the Central Bank and deposit Money bank to GDP. 

 

Oyejide’s (1994)’s suggestion is in consonance with the Mckinnon –Shaw and Fry approach. When the financial 

system was deregulated in Nigeria during the era of Structural Adjustment Programme (SAP) in 1987, the 

reforms were not accompanied by other policies that directly stimulated real sector growth and enhanced overall 

macroeconomic stability in the country. The reforms merely enhanced growth in the commercial sector where 

quick turnover could be achieved, to the detriment of the real sector growth. Hence, the economy continued to 

depend on commission received from the expatriate firms in the mining sector, and the commercial sector 

blossom to the neglect of the real sector of the economy. The result of this phenomenon is the current economic 

quagmire which Nigeria is plunged into despite all the reforms embarked upon by previous Governments. 

 

John (1996) investigated the relationship between economic growth and financial deepening in developing 

economies, using the Granger causality test for twenty two developing economies. The result suggested that for 

eight of the twenty two countries, financial deepening and economic growth appears to be determined 

contemporaneously; that is, the null hypothesis was rejected in both directions. That financial deepening 

promotes economic growth was supported in five cases at 5 % level of significance (the Philippines, the 

Dominican Republic, El-Salvador, Jamaica and Malaysia) and a further two cases (Nepal and Thailand) at 10% 

level of significance; that is, these cases there was evidence of unidirectional causality from financial deepening 

to economic growth.  

 

2.3 Theoretical Framework 

The relationship between financial deepening and economic growth has generated increased research work both 

in the developed and developing countries due to the realization of the place of finance in economic growth in 
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modern economies. That was why the Government of Nigeria took drastic measures in strengthening her 

financial system right from independence to efficiently boost economic growth or development of the economy. 

 

The theoretical basis for our analysis was premised on modern theory of money propounded by Milton 

Friedman to emphasis the linkage between financial deepening and economic growth. Financial deepening 

transfers or mobilize fund from the surplus sector to the deficit sector through investible fund, which in turn 

influenced or interfere with economic growth.  

 

The choice of the monetarist’s theory was premised on this hypothesis that recessions were systematically 

related to declines in the rate of money growth (i.e efficiency of the financial system). This presupposes that 

money growth (financial deepening) is positively related to economic growth.   

 

Friedman’s analysis of the relationship between the money supply and output can be better understood with an 

equation as follows: 

 

 VM = PY ……………………………. (2.7) 

 

Where 

 

V = velocity of circulation or the income velocity of money which is the number of times in a year that money 

stocks circulates. 

M = total money stock 

P = price level 

Y = real Gross Domestic Product (GDP). 

In a functional form therefore, equation (2.7) can be transformed into (2.8) as follows; 

M = 1/VPY ………………………………….. (2.8) 

 

In the short run, price and velocity of circulation are assumed constant, so that a change in the stock of money, 

M will result in a positive change in the real output, Y. Thus, Friedman assumed that unemployment only exist 

in a short run. The question now arises that if full employment, as Friedman thinks, is in the long run typical of 

the capitalist economy, then why is it possible to achieve a transitory expansion by the increase in the quantity 

of money? He maintained that demand-supply equilibrium in the labour market does not exclude the so-called 

natural rate of unemployment, in the magnitude of which the cost of gathering information about job vacancies, 

newly created jobs and labour availabilities, as well as the costs of labour mobility find expression. 

 

3.1 Methodology 

The major analytical tools in this study were the use of ordinary least square (OLS) method (Multiple 

Regression analysis to measure financial depth), the Granger techniques (Granger 1960). Granger techniques 

proposed that, for a pair of linear covariances – stationary time series X and Y; X causes Y if the past values of 

X can be used to predict Y more accurately than simply using the past values of Y.  Finally, X is said to cause Y 

if σ
2
, (Yt; Yt-j, Xt-I) < σ

2
2(Yt; Tt-j) where σ

2
 represent the variance of forecast error and i, j =1,2,3, …… k. Vector 

Autoregressive model (VAR) is an extension of the Granger causality test used in this case to test the long run 

forecasting power of the reform policy of deregulation of the financial system (financial deepening variable) on 

the growth variable (GDP).  

 

The major difference between Granger and VAR is that the direct Granger test is a bivariate case of VAR. That 

is, it considered a vector (length 2) of all possible endogenous variables in a system of 2 variables and it controls 

expected autoregression in Y (and X) by introducing lags of the dependent variables on the right hand side. On 

the other hand, the VAR set up is an extension of the idea to a system of K variables. It still considered each of 

the K variables from the system as a function of their own lags and lags of the other k-1 variables. VAR still do 

causal testing with F- ratios.  The VAR technique is superior to other econometric techniques when testing the 

forecasting power of a variable on another variable(s). Considering the long-run relationship between financial 

deepening and economic growth in Nigeria, VAR model became handy as a good analytical tool in this 

direction because of its simplicity and forecasting reliability.  

 

3.2  Model Specification  

Different equations were specified to provide proper insight into the empirical truth about the relationship 

between financial deepening and economic growth in Nigeria. 

 

The general functional relationship between financial deepening and economic growth is as follows; 
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Yt = ƒ(FDt) …………………………… (3.1) 

 

Where Yt is the norminal GDP; and FDt is the financial deepening variable, all at time, t. This indicates that 

GDP is a function of FD. ƒ symbolizes mathematical notation for function. That is Yt is a function of FDt. 

 

 The first equation, 1970 – 2010 in stochastic form; which is an auto-regressive time series model used for the 

Granger causality test is given below; 

 

 Yt = 0 + 
n
i=1

1
iYt-1 + 

n
i=1

11
iFDt-1 + 

11
t ……………. (3.2) 

 

Where Yt and FDt are as above,  = is the notation for summation, 

 

0, 
1

i and 
11

i are parameters to be estimated; 
11

t is the well behaved normally distributed error term. Equation 

(3.2) tested the hypothesis that economic growth does not depends on financial deepening. Using the null 

hypothesis that the parameters of the explanatory variables are not significant (Ho: 
11

i  = 0) and the alternative 

hypothesis that the parameters are significant (H1 : 
11

i ≠ 0).  

 

The second equation indicated the reverse of the functional relationship between financial deepening and 

economic growth is shown below; 

 

FDt = ƒ (Yt) ……………………………. (3.3) 

 

This shows that financial deepening is a function of economic growth, which is a reverse of equation(3.1). The 

model in stochastic form as in equation (3.2) 

 

3.3.1 Variables 

As already stated, the various measures of financial deepening include: ratio of MS2/GDP, ratio of private 

sector credits to GDP, ratio of currency outside the banking sector to GDP, ratio of currency outside the banking 

sector to MS2, ratio of Gross credits to GDP, ratio of cheques cleared to GDP, ratio of cheques cleared to MS2 

and ratio of Deposit money bank assets or Quasi money to GDP. Here in this study we choose to use the ratio of 

Broad money supply (MS2) to GDP as proxy for financial deepening because of two major reasons: One, data 

on the other measures are scanty in Sub-Saharan African countries, including Nigeria, hence may not 

appropriately approximate financial deepening properly. Two, the components of the ratio of MS2 to GDP is 

essentially present in most of the other measures, hence superior to them all.   

 

On the other hand, GDP serves as proxy for economic growth variable. GDP variable is generally used as proxy 

for economic growth variable by economists as a measure of progress or increment trend in an economy, 

developed or underdeveloped.  

 

4.1.5 Granger Causality Test for Economic-Growth (GDP) and Financial Deepening(FD) Relationship 

The Granger causality test is carried out to determine the direction of causality between economic growth and 

financial deepening in Nigeria. Granger test has three likely outcomes: 

 

(i) The first is the unidirectionary causality which occurs when we accept one of the null hypotheses and reject 

the other, meaning that either the causality runs from GDP to financial deepening or FD to GDP. 

 

(ii) Another is when we reject both null hypotheses, indicating that the set of GDP and Financial deepening 

variable coefficients are statistically different from zero in both regressions. In this case we say that there is 

feedback or bilateral causality and sometimes, it is also called bidirectional causality; 

 

(iii) Lastly, when we accept both null hypotheses, it means that there is independence. This indicates that the set 

of GDP and FD coefficients are not statistically significant in both regressions (Gujarati, 1995). 

 

The estimated Granger causality results for economic and financial deepening variable is shown table 4.3: 
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Table 1: Granger Causality results for GDP and FD 

Pairwise Granger Causality Tests FOR GDP AND FD 

Date: 06/14/13   Time: 14:20 

Sample: 1970 2010  

Lags: 2   

    
     Null Hypothesis: Obs F-Statistic Prob.  

    
     GDP does not Granger Cause FD  39  0.90687 0.4133 

 FD does not Granger Cause GDP  1.26799 0.2944 

    
    

Source: Computed by the Author 

 

The Table above indicates the Granger result, the third option is true for GDP and FD in both regressions. The 

null hypotheses are accepted in both cases since the F-statistics are insignificant which imply that the two 

variables are independent in the case of Nigeria. In other words, the coefficients of the two regressions are 

statistically insignificant. 

 

4.1.6 Measures of financial depth functions 

The measures of financial depth functions is a multiple regression equation, intended to measure the 

contribution of the various financial ratios or indicators on the overall growth of the Nigerian financial sector 

within the period of regulation and deregulation respectively. The impacts of the two analytical time frames 

were measured by the dummy variable introduced in the estimated equation. The estimated multiple regression 

equation.  

 

The financial depth estimate (measures of financial deepening variable) given above indicated the relative 

partial contributions of each financial indicator (expressed by its coefficient of the regressors) to the dependent 

variable (financial deepening). In other words, changes in the financial depth are explained by changes in the 

prime lending rate (PLRA). Ratio of financial savings (FS/GDP), ratio of Chaque cleared to GDP (CHQ/GDP), 

ratio of Cheque cleared to broad money (CHQ/ms2), rate of inflation (INFL), ratio of private sector credits to 

GDP (PSC/GDP), ratio of deposit bank assets to broad money (DMBA/MS2), ratio of currency outside the 

banking sector to broad money (COB/MS2) and dummy variable (representing the period of regulation and 

deregulation of the Nigerian financial sector).  

 

Testing the significance of the individual parameters in relation to the dependent variables as indicated by the 

various t ratios, the results showed that it is only the coefficients of the ratio of financial savings to GDP, the 

ratio of cheques cleared to broad money supply, ratio private sector credits to GDP and dummy variable that are 

significant. The results also shows that the signs of the various coefficients correspond to a priori expectations 

save for CHQ/MS2 and COB/MS2. The coefficient of CHQ/MS2 is expected to be positive but turned out to be 

negative, while that of COB/MS2 is expected to be negative but turned positive. That notwithstanding, the 

parameter estimates are relevant and significant in explaining changes in the financial deepening. 

 

Interestingly too, the analysis of the dummy variable (period of regulation =1,period of deregulation =0) indicate 

a statistically significant variable that influence the level of financial deepening in Nigeria. When all factors 

affecting measures of financial performances are held constant except the dummy variable, during the period of 

regulation, the level of financial deepening is measured by the magnitude of the sum of the intercept (3.205610) 

and the coefficient of Dum (3.404444) which is 6.610054. On the other hand, during the era of deregulation, the 

level of financial depth is measured by the magnitude of the intercept only (ie 3.205610). This underscored the 

fact that, the impact of deregulation policy on the performance of the Nigerian financial sector is not effective 

compared to regulation. That is when the financial sector was regulated; the level of the performances of the 

Nigerian financial sector was commendable in relative terms than when the sector was deregulated. 

 

Now, considering the combine influence of the parameter estimates as measured by F-statistics, the results 

showed that the coefficients are statistically significant in explaining the changes in the measure of financial 

deepening, given the value of F-statistics as 67.1. Similarly, the R
2
 is also very high and significant. With R

2
 of 

0.94, 94% of the changes in the dependent variable are explained by the changes in the regressors. Meaning that, 

the various financial indicators were significant in explaining changes in the performances of the financial 

deepening in Nigeria.  
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The Durbin-Watson statistics of the value 1.33 which lies between inconclusive regions (ie dl –du, 1.16 – 1.99) 

of the decision rule for the test of the presence of Autocorrelation can then be concluded that the estimated 

regression does not have the problem of autocorrelation, hence satisfy the BLUE properties of the linear 

regression. 

 

In addition, the multiple regression estimates above is also very significant as the various data (regressors and 

regressand) were subjected to unit root test to avoid the problem of having a spurious regression results 

associated with time series data.  

 

4.3 Interpretation of Results 

The results of the regression analysis and the test of hypothesis indicated robust evidences of the true 

relationship between financial deepening and economic growth in Nigeria. Financial deepening is an important 

explanatory variable in the growth process of the Nigerian economy as captured by the VAR scheme in the 

economic growth function, the results showed. There is a significant and positive impact of financial deepening 

on economic growth evident by the positive parameters of the explanatory variables. On the other hand, the 

results also showed that economic growth influence financial deepening positively too, meaning that a growing 

economy will result in the growth of the financial deepening, hence the development of the financial sector in 

stimulating economic activities through the process of financial intermediation. The results confirmed both 

supply leading hypothesis and demand following hypothesis of finance – growth nexus in Nigeria, supporting 

the conclusions of Nzotta and Okereke (2009). This is further explained by the results of the impulse response 

functions and variance decomposition carried out between the variables of financial deepening and economic 

growth (GDP) respectively. 

 

4.4 Policy implications of Results/Findings  

The robust empirical evidences provided by results of findings have damning policy implications on the 

economy of Nigeria. From the analysis of the results showing a strong relationship between financial deepening 

and economic growth and Granger causality tests, the following policy implications could be deduced. One, that 

concerted efforts be made by monetary authorities in Nigeria to improve on the growth of real money balances. 

Two, efforts should be made as well to substantially improve financial development or financial intermediation 

in Nigeria. This is borne out of the fact that financial deepening as it has been pointed out in the study as well as 

in previous studies (Jao, 1976, Fry,1978, and Ogun, 1986), is represented by the growth in per capita real money 

balances and the degree of financial intermediation. 

 

Factors that stimulate financial intermediation identified. These factors include economic stabilization, 

elimination of structural bottlenecks inhibiting macroeconomic performances and removal of various restrictions 

on financial institutions. Such removal as observed by Jao (1976), will help to “solicit savings by offering 

realistic interest rates”. To achieve this therefore, monetary authority must develop appropriate policy mix to 

achieve these factors. Similarly, there are basic ways financial developments or financial intermediations can 

positively affect economic growth. One way is to raise the level of investment. This is accepted by all 

economists that investment is an important single explanatory variable that significantly affect economic 

growth. We have earlier showed that the intermediation roles of the financial system is the bringing together of 

the deficit and the surplus spending sector of the economy. This coming together is necessary to stimulate 

investment, hence financial deepening. That in other words means that there will be more investment in the 

economy through financial system. In this regard, recognizing the role of investment in growth process, the 

Nigerian Government through the monetary authority must put in place appropriate policies that will encourage 

both domestic and foreign direct investment into the country. Another way financial development can affect 

economic growth is improving the structure of savings. Fry (1988) was emphatic on this point. Savings must be 

encouraged by all means if investment is to be encouraged either by private or public sector. In Nigeria, savings 

is almost negative due to low salary incomes. Also interest rate payable on savings is usually very low to 

encourage savings and banks are not reliable enough as most of them are technically distressed in recent time. 

Financial development/intermediation can be achieved therefore, in Nigeria through direct public policies 

towards maintaining external competitiveness, promoting structural reforms, slowing population growth and 

encouraging human capital development. 

 

In addition, the results of the Granger causality test between economic growth and financial deepening, 

indicated an independent results of causality, where the null hypothesis were accepted in both cases, 

symptomatic of structuralist’s position that no matter the liberalization of the financial markets in an economy 

with the presence of structural bottlenecks, it will not boost economic growth.  
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5.2 Conclusion 

The place of finance in economic growth in Nigeria is not different from what past empirical literatures have 

established. The direction of causality between financial deepening and economic growth is crucial because it 

has different implications for development policies. One could argue that in the case of supply-leading, policies 

should aim at financial sector liberalization, whereas in the case of demand-following, more emphasis should be 

placed on growth-enhancing policies. This research improved on the existing knowledge by using econometric 

techniques that allowed us to test both hypothesis (supply-leading and demand-following hypothesis) using the 

Granger causality tests as well as to quantify their importance. The study established an independent causality 

between financial deepening and economic growth in Nigeria, symptomatic of structural rigidities inherent in 

the economy. Prominent among the structural constraints identified in Nigeria is the challenges caused by 

widespread corruption which has been “institutionalized” in every sector of the economy. 
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Abstract 

There is giant variation in per capita output across Turkish provinces. The poorest province has per-capita 

incomes that are less than 10% of per capita incomes in the richest province at the year of 1997. Why 

such thing happens? On an accounting origin, our investigation demonstrates that differences in electric 

consumption to educational attainment ratio can only somewhat explain the disparity in per capita output, 

however it is better than the MRW (1992) approaches for this data —we discover a great amount of 

variation in the level of the Solow residual across provinces. At a deeper level, the differences in physical 

to human capital ratio accumulation, productivity, and therefore output per capita may not be driven by 

differences in institutions and government policies.  

Key words: economic growth, Human Capital; Physical Capital and complementarities 

I. Introduction 

The main of the paper is to understand the reasons for the income differences among the 

regions of Turkey since there is giant variation in per capita across Turkish provinces. Jones 

(1998) points out that the poorest countries have per-capita incomes that are less than 5% of 

per capita incomes in the richest countries. Why such thing happens? Explaining such 

enormous differences in economic performance is one of the fundamental challenges of 

economics. For Turkish provinces, the richest province is at least 10 times higher per capita 

income than the poorest at 1997. 

It is reported that investigation based on an aggregate production function offers some insight 

into these differences, an approach taken by Mankiw, Romer, and Weil (MRW) [1992], among 

others (Hall and Jones, 1999). They indicate that the differences among countries can be 

attributed to differences in human capital, physical capital, and productivity. However, none 

has been done how physical and human capital should interact in the production function. 

Based on their analysis, our results suggest that besides differences in each element of the 

production function being important, how each element of the production function are related 

and treated is important too. In particular, our results emphasize the key role played by 

physical to human capital ratio.  

The setting and breaking down the aggregate production function are just the first step to 

understand the differences in output per capita. After setting the production function structure, 

the deeper questions are raised such as the following: why do some countries invest more than 

others in physical and human capital?, and why are some countries so much more productive 

than others? (Hall and Jones, 1999). These are not the questions that this paper tackles. 

However it will tackle whether the setting the production function in terms of physical and 

human capita level or their ratio fits better. Our hypothesis is that differences in capital 

accumulation, productivity, and therefore output per capita are fundamentally related to 

differences in physical to human capital ratio across economies.  
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Across 67 provinces, we find a powerful and close association between output per capita and 

physical and human capita ratio. Provinces with long-standing physical to human capital ratio 

favorable to productive activities—rather than diversion—produce much more output per 

capita.  

Our research is related to many previous contributions. The large body of theoretical and 

qualitative analysis of economic success with physical and human capital will be discussed in 

Section II. The current empirical growth literature associated with Barro [1991] and others 

shares some common fundamentals with our work, but our empirical framework differs 

fundamentally in its focus on levels of physical to human capital ratio and per capita income 

level instead of rates of growth. This focus is important for some reasons. 

Some of the cross-country growth literature is familiar with this point. In specific, the 

economic growth regressions in Mankiw, Romer, and Weil [1992] and Barro and Sala-i-Martin 

[1992] are clearly forced by a neoclassical growth model in which long-run growth rates are 

the identical across countries or regions. These studies underline that differences in economic 

growth rates are transitory: economies grow more quickly the further they are far from their 

steady state. Nonetheless, the focus of such economic growth regressions is to explain the 

transitory differences in economic growth rates across countries. Our approach is different:  we 

try to explain the variation in long-run economic performance by studying directly the cross-

section relation in physical to human capital ratio rather than their levels. 

We can summarize our analysis of the determinants of differences in economic performance 

among economies as (Inputs (physical to human capital ratio, Productivity) → per Capita 

Output.  This structure serves numerous purposes. Firstly, it allows us to differentiate between 

the proximate causes of economic success— capital ratio accumulation and productivity—and 

the more fundamental determinant. Secondly, the framework clarifies the contribution of our 

work. We concentrate on the relation between physical to human capital ratio and differences 

in economic performance. The production function-productivity analysis allows us to trace this 

relation through physical to human capital ratio accumulation and productivity. 

We are aware that feedback may take place from output per capita back to physical capital to 

human capital ratio. For example, it may be that poor countries lack the resources to build 

effective physical capital to human capital ratio. We try to control for this feedback by using 

the geographical characteristics of an economy and time dummies as instrumental variables. 

We consider these characteristics as measures of the extent to which an economy is influenced 

by terrorism because of insecurity as the south part of Turkey and some financial crises. 

Controlling for endogeneity, we still find that differences in physical capital to human capital 

ratio across provinces account for much of the difference in long-run economic performance 

around Turkey. 
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II. SOME DISCUSSION 

We begin by examining the contiguous causes of economic success. We decompose 

differences in income per capita across provinces into differences in inputs and differences in 

productivity. 

Three approaches are mentioned to the decomposition of output per capita into inputs and 

productivity. Firstly, Christensen, Cummings, and Jorgenson [1981] developed one which 

involves the comparison of each country to a reference point. A province's productivity 

residual is produced by weighting the log-differences of each factor input from the orientation 

point by the arithmetic average of the country's factor share and the reference factor share. 

Similarly and secondly, except only that the factor shares are assumed to be the same for all 

countries; this amounts to calculating the residual from a Cobb-Douglas technology. Finally, 

Hall and Jones [1996, 1999) summarize that there is a method based directly on Solow [1957], 

discussed in a predecessor to their paper which we employ. Because the Solow method 

provides results somewhat similar to those based on Christensen, Cummings, and Jorgenson or 

on Cobb-Douglas with typical elasticities, we will not settle on this aspect of the work. We 

present consequences based on the simplest Cfobb-Douglas approach as Hall and Jones (1999) 

did. 

It was assumed that output Y in provinces are produced according to 
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where Kt denotes the stock of physical capital, Ht is the amount of human capital-augmented 

labor used in production and At is a labor-augmenting measure of productivity. It is assumed 

that labor Lt is homogeneous within a province. Physical capital and Human capital
23

 dynamics 

are given by 
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In this specification, the function reflects the evolution of the economy by letting the fraction 

of income invested in physical or human capital or together. With data on output, capital and 

schooling and knowledge of α and physical capital and Human capital dynamics, we can 

calculate the level of productivity directly from the production function. It turns out to be 

handy to rephrase the production function in terms of output per capita, y = Y/L, as 
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Rephrasing this way allows us to decompose differences in output per capita across countries 

into differences in the capital-output ratio, differences in educational attainment, and 

                                                 
23

 Where its coefficient is found as a negative (Islam, 1995) 
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differences in productivity. For two reasons, we follow Sohn [2000]; Mankiw, Romer and Weil 

[1992] in writing the decomposition in terms of the capital-output ratio rather than the capital-

labor ratio. Firstly, along a balanced growth path, the capital-output ratio is proportional to the 

investment rate, so that this form of the breakdown also has a natural interpretation. Secondly, 

considering a province that experiences an exogenous enlargement in productivity, while 

holding its investment rate constant, over time, the province's capital-labor ratio will increase 

as a result of the increase in the productivity. Therefore, some of the enlargement in output that 

is basically caused by the increase in productivity would be attributed to capital accumulation 

in a framework based on the capital-labor ratio. We thus are able to distinguish capital caused 

increases in output from productivity. 

These two reasons are applied for physical to human capital ratio. Firstly, along a balanced 

growth path, the physical to human capital ratio-output ratio is proportional to the investment 

rate of the physical to human capital ratio, so that this form of the breakdown also has a natural 

interpretation. Secondly, considering a province that experiences an exogenous enlargement in 

productivity, while holding its investment rate of the physical to human capital ratio constant, 

over time, the province's physical to human capital ratio-labor ratio will increase as a result of 

the increase in the productivity. Therefore, some of the enlargement in output that is basically 

caused by the increase in productivity would be attributed to physical to human capital ratio 

accumulation in a framework based on the physical to human capital ratio-labor ratio. We thus 

are able to distinguish physical to human capital ratio caused increases in output from 

productivity. 

III. PHYSICAL AND HUMAN CAPITAL INTERACTION AND ECONOMIC GROWTH  

In early growth accounting studies, it has been recognized that economic growth is explained 

not only by conventional labor and capital measures but also by quality of labor, which is also 

a crucial component to explain the residuals (Mankiw et al., 1992). Zamao (2000) and Barro 

and Sala-i-Martin (1995) have the same opinion on the position of human capital in growth 

theories. Human capital is considered to be the motivating force for innovation, learning and 

entrepreneurship which are significant preconditions for economic growth since it enhances 

capitals’ ability to learn new technologies that increases their productivity. Enhances in capita 

productivity will also ultimately enhance the productivity of physical and human capital and 

promote greater investment. Therefore, countries with higher initial stocks of human capital are 

expected to grow faster. Since, mutually in endogenous and exogenous growth models, human 

capital turns out to be a major factor behind the economic growth (Mankiw et al., 1992; Barro, 

1997; Barro and Lee, 1993, 1996; Lucas, 1988; Romer, 1986, 1990).  

Even though in the literature the importance of the human capital is noticed, how it is 

represented in the production function still seems to be a problem. Bulutay (1995) disapproves 

of criticizes the “substitution between the inputs” approach of the traditional economic theory. 

The important interaction among inputs is not substitution but complementarities since if there 

is no physical capital and then there will be no human capital in production action or use of 
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technology in production process. As it is in less developed countries, if there is not enough 

human capital, then mobility of physical capital from rich to poor is not worked (Lucas, 1990). 

Ramcharan (2004) has somewhat emphasized the complementary association between the 

human and the physical capital with imbalances in these two stocks of capital, as well as 

human capital externalities. He also concludes from the more proper econometric evidence that 

the significant complementarities do exist between different types of human capital. 

consequently, extremely educated people, such as scientists and technicians emerge to have a 

proportional advantage in understanding and adapting innovative or existing ideas into 

production processes where most of the technology forms in physical capitals.  

Lee (2007) considers that the complementarities between the human capital and the physical 

capital are the nature of the production procedure since the machines require skilled capitals to 

manage them and to repair them. As an example, while modern productive agriculture needs a 

literate agricultural workforce where capitals should be able to read instructions on a fertilizer 

bag, realize information contained in literature distributed by extension agents and be aware of 

the contents of a repair manual for agricultural equipment. In the up-to-the-minute services, 

employee should be able to make plain calculations rapidly and precisely. Thus, if a country 

giving priority to its physical capital while neglecting its human capital, it will shortly find out 

that the profits to its physical capital are lower than they need to be. After that it will have 

lower output. Finally, the technological changes have need of complementary investment in 

people. He (2007) furthermore points out that it is not trouble-free to start improved methods of 

production, new ways of doing things and more multifaceted and sophisticated products if 

buyers, capitas and consumers have inadequate training and education to enable them to 

comprehend the technology. Erk et al. (1998) also point out that available technological level 

(buried in K) and improvement in it needs similar improvements in H and they  emphasize that 

it is not the absolute sizes of physical capital (K) and the skilled-labor (H) but their 

comparative absorption values should be the key in determinant of long-term economic 

growth. 

Kalyoncu (2008) also adds some reasoning why physical and human capital should be 

complement. He also brings to attention the idea of the “tragedy of the commons” so do their 

degrees of excludability. Accordingly, physical capital and human capital should be 

coordinated with these degrees of excludability. The complementary and excludability depend 

on the production process besides, in brief, people have property rights in their own skills, as 

well as in their raw labor. These possessions rights in their personal skills are strongly related 

with capability of serving well as collateral on loans.  

We should also point out that setting their level of physical capital and human capital in the 

production function implies that even the one unit of either physical or human capital is enough 

to continue for production: 
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However, it is not realistic to set such interaction since any type of machines requires skilled 

labor to operate. We also have to mention that some human capital becomes a brand to operate 

physical capital or vice versa. Otherwise it will not function as expected. Therefore, our 

production function is as follows. Please consider (K/H) is as the rate so H does not effect the 

growth rate negatively but how it shares the K very important. 
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Our crucial measure of economic performance is the level of income per capita. We should 

also mention about the optimality and transversality condition as Turnovsky and Chatterjee 

(2002) where without them the level of variable presents meaningless insight. 

IV. DATA 

We employ per capita income, gross domestic product, total electric consumption (mwp), 

public office electrical consumption (mwp), industrial electrical consumption (mwp), 

commercial electrical consumption (mwp), total secondary schooling where it is also 

decomposed as  usual secondary schooling and technical secondary schooling besides 

employing the primary schooling. These data ranges from 1997 to 2001
24

 and it is taken from 

Turkish Statistics Institutions (TUİK) web side. 

A. Discussion for Figure for provinces 

Figures show physical capital or human capital level or physical to human capital ratio across 

provinces plotted against output per capita. The figure for human capital against per-capita 

output has negative interaction where also the correlation between the human capital and the 

per capita income (in logs) is -0.2500 (-0.2491). However, the figure for physical capital 

against to per-capita output is positive (in logs) is 0.2091 (0.4929). We also present the figure 

physical to human capital ratio against to per-capita income. We observe positive interaction. 

The correlations are 0.7247, 0.7293, 0.4407 and 0.4434 for each description of physical capital 

to human capital ratio. The figures and the correlations are presented at the table 3. 

                                                 
24

 Turkish statistical institution has not published per capita income after 2001. That is why the 

data seems to be old. 
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B. Discussion 

We try to compare the results based on the Cobb-Douglas formulation of MRW and ours. The 

results are not very similar. There are 335 observations for 67 provinces. 

INSERT:Table 1: Cross-sectional time-series FGLS regression, Coefficients:  generalized least 

squares, Panels: heteroskedastic with cross-sectional correlation, Correlation: panel-specific 

AR(1) 

Our first regression of per-capita output across provinces is related to a calculation performed 

by Mankiw, Romer, and Weil [1992]. We observe that interaction of human capital with per 

capita income is negative. This can be concluded that human capital should be considered as 

physical to human capital ratio. We also run the per capita income on physical to human capital 

and we observe that this interaction is positive. Using the phyiscal to human capital ratio in per 

capita income regression have the highest wald statistics (56, 25.34). 

V. Determinants of Economic Performance 

At an accounting level, differences in per capita output are due to differences in physical and 

human capital ratio per capita and to differences in productivity or physical to human capital 

ratio and productivity. However why do capital and productivity or physical to human capital 

ratio and productivity differ so much across provinces? Therefore, the central hypothesis of this 

essay is that the primary, basic determinant of a country's long-run economic performance is its 

social infrastructure which is considered as socio-economic development index. How per-

capita income and social and cultural facilities are distributed is important since the 

developments levels of provinces vary and show unbalanced stages since every one of the 

provinces have different resources and characteristics. On one side we have hugely growing 

cities, whereas we have undeveloped provinces on the other. These socio-economic structures 

cause some problems at the ratio of (K/H) and some demand problem of housing, water, 

energy, infrastructure, crowded street and traffic jams, noises, education, health services or 

insufficient. State Planning Organization (DPT) (2003) calculates the socio-economic indices. 

According to DPT (2003) report, we divide our sample into two main regions where depending 

on the values of provincial indices are negative or positive
25

. 

Meanings of the social-economic indices are the demographic structure, employment 

condition, educational and health related variables, infrastructural conditions (implies the 

                                                 
25

 we calculate the mean of the indices where we divide the provinces according to whether 

their per-capita income is either greater or less than $2000 in year 1994 value. that while the 

richer 22 provinces seem to be better structured in terms of social-economic, manufacturing, 

health and education sector indices for the year 2000. However, poorer 59 provinces do not 

seem to be better structured in terms of social-economic, manufacturing, health and education 

sector indices for the year 2000. Therefore, According to DPT (2003) report, we speculate that 

the regional differences in terms of social-economic structure, manufacturing, health and 

education structure cause migration and this migration also negatively influences welfare of the 

society; these factors may be some of the reasons for people to migrate since the mean rate of 

migration for the richer is positive, the mean rate of migration for the poorer is negative. 
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institutions and government policies and geographical conditions) and manufacturing, 

construction, agricultural and fiscal variable (involves the institutions and government policies 

and geographical conditions) that provide the incentives for individuals and firms in an 

economy. Those incentives can hearten creative activities such as the accumulation of skills or 

the development of new goods and construction techniques, or those incentives can promote 

voracious behavior such as rent-seeking, corruption, terrorism and theft. 

Creative activities are defenseless to predation. If a firm can not be sheltered from terrorist or 

theft, then terrorism or thievery will be an attractive option to firming. A portion of the labor 

force will be employed as terrorists or thieves, making no contribution to output. Firms will 

expend more of their time protecting their firms from terrorists or thieves and as a result grow 

smaller amount of yields per day of effort. 

Public control of diversion has two benefits. First, in a society at no cost of diversion, creative 

units are rewarded by the full amount of their creation: where there is diversion, on the other 

hand, it acts like a tax on production. Second, where public control of diversion is efficient, 

entity units do not need to devote resources in avoiding diversion. In various cases, public 

control is much cheaper than private prevention. Where there is no efficient public control of 

burglary, for example, assets owners must hire guards and put up fences. Public control of 

burglary implies two elements. Firstly it teaches that stealing or burglary is wrong. Secondly it 

is the threat of punishment. This threat itself is almost at no cost: the simply vital resources are 

those needed to make the threat credible. The importance of public infrastructure goes far 

beyond the notion that communal accomplishment can take advantage of returns to scale in 

prevention. It is not that the municipality can construct fences more cheaply than can 

individuals: in a municipality run well, no fences are needed at all. Any social action taken by 

typically through the government is a prime determinant of output per capita in almost any 

view. For more detail there are important contributions done by Olson [1965, 1982], Baumol 

[1990], North [1990], Greif and Kandel [1995] and Weingast [1995]. 

If the capitals have to choose between production and diversion, there may be more than one 

equilibrium. For example, there may be an unfortunate equilibrium where production pays little 

because diversion is so widespread, and diversion has a high payoff because enforcement is 

useless when diversion is widespread. There is as well a good balance with little diversion, 

because fabrication has a high payoff and the high probability of penalty discourages 

approximately all diversion. Even though there is only a solitary equilibrium in these models, it 

may be extremely sensitive to its determinants because of near-indeterminacy. 

Consequently, the restraint of distraction is an essential element of a favorable social 

infrastructure. The government enters the portrait in two ways. Firstly, the restraint of 

distraction emerges to be most well-organized if it is performed carried out communally, so the 

government becomes the natural instrument of antidiversion hard works. Secondly, the 

authority to make and enforce regulations makes the government itself a very efficient 

instrument of diversion. A government supports creative activity by discouraging personal 
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distraction and by nonparticipation from diverting itself. Obviously, governments require 

returns in order to achieve prevention, which needs no less than a little diversion through 

taxation. 

Distraction obtains the form of rent-seeking in economies of all types and is possibly the most 

important appearance of distraction in more highly developed economies [Krueger 1974]. 

Potentially creative persons use up their labors influencing the government. At high levels, 

they try to influence the legislatures and agencies to provide benefits to their clients. At lower 

levels, they use time and possessions looking for government employment. They employ legal 

action to pull out value from private company. They obtain benefit of ambiguities in property 

rights. 

Successful economies restrict the range of rent-seeking. Legitimate requirements restrict 

government involvement. A high-quality communal infrastructure will stop as many holes as it 

can where if not people could expend time bettering themselves cost-effectively by methods 

other than production. As well as its straight possessions on production, a high-quality 

communal infrastructure may have vital indirect effects by heartening the implementation of 

new ideas and new technologies as they are invented throughout the world. Therefore, it may 

also be assumed that output Yi in i provincial group are produced according to 
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This enables us to distinguish whether there is a difference between these two groups. We only 

report the physical to human capital ratio estimation since we conclude that physical to human 

capital ratio fits in the production function for the provinces. We have two constant terms and 

two coefficients for physical to human capital ratio for each sample. The constant terms may 

indicate the differences in the institutions and government policies and geographical conditions 

besides others. Except the significance level, the values for both samples are very close. 

Therefore, we may say that in terms of socio-economic indices, we have not observed great 

deal of differences. However, we observe that there is a great deal of physical to human capital 

differences. The physical to human capital ratio in the high socio-economic group has greater 

influences on the per-capita income level than poorer socio-economic group. 
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INSERT: Table 2: Cross-sectional time-series FGLS regression, Coefficients:  generalized 

least squares, Panels: heteroskedastic with cross-sectional correlation, Correlation: panel-

specific AR(1) 

VI. CONCLUSION 

Provinces generate high levels of per capita output in the long run because they accomplish 

high rates of investment in physical capital to human capital ratio and because they employ this 

ratio with a high level of efficiency. Our experiential study proposes that achievement on each 

of these frontages is motivated by communal infrastructure. A province’s long-run economic 

performance is determined mainly by the organizations and administration strategies that make 

up the economic atmosphere within which persons and firms formulate investments, generate 

and relocate ideas, and create goods and services. 

Our chief conclusions can be summed up by the following points: 

Numerous of the predictions of growth theory can be effectively measured in a cross-section 

perspective by examining the levels of income across provinces. 

The huge disparity in per capita input across provinces is only incompletely explained by 

differences in electric consumption to educational attainment ratio.  

Differences in socio-economic conditions across provinces cause large differences in electrical 

consumption to educational attainment ratio and efficiency and consequently huge differences 

in income across provinces. 

Differences in socio-economic conditions may not cause huge differences; however it may be 

subject to strong measurement error and endogeneity concerns. 
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Table 1: Cross-sectional time-series FGLS regression, Coefficients:  generalized least squares, 

Panels: heteroskedastic with cross-sectional correlation, Correlation: panel-specific AR(1) 

Dependent Variable: Per capita GDP 

k 0.034     0.114               

  (3.01)**     (3.72)**               

k1   0.062 0.222   0.2             

    1.72 (3.53)**   (3.33)**             

h     -0.228     -0.108           

      (4.12)**     -1.83           

h1       -0.184 -0.216   -0.106         

        (3.00)** (4.65)**   -1.85         

Constant 8.224 8.714 5.545 5.057 5.617 5.045 5.121 7.125 7.157 5.644 6.261 

  (44.46)** (16.20)** (5.58)** (4.71)** (7.82)** (3.61)** (3.82)** (31.61)** (33.53)** (11.87)** (24.57)** 

k1h                   0.226   

                    (5.03)**   

kh1                 0.062     

                  (2.01)*     

kh               0.064       

                (2.07)*       

k1h1                     0.177 

                      (7.48)** 

Wald 

chi2(1)= 9.05 2.96 18.06 13.87 21.77 3.35 3.41 4.30 4.05 25.34 56.00 

Prob > 
chi2= 0.0026 0.0854 0.0001 0.0010 0.0000 0.0672 0.0646 0.0381 0.0442 0.0000 0.0000 

Absolute value of z statistics in parentheses 

* significant at 5%; ** significant at 1% 

All the variables are in log terms: h=(total secondary schooling+primary schooling)/gdp, 

h1=(general secondary schooling+ vocational secondary schooling+primary schooling)/gdp, 

k=(total elektiric consuption)/gdp, k1=(public office consumption (mwh)+industry 

consumption (mwh)+commercial consumption (mwh))/gdp, kh=(k*gdp)/h, k1h=(k1*gdp)/h, 

kh1=(k*gdp)/h1, k1h1=(k1*gdp)/h1 
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Table 2: Cross-sectional time-series FGLS regression, Coefficients:  generalized least squares, 

Panels: heteroskedastic with cross-sectional correlation, Correlation: panel-specific AR(1) 

Poor and rich comparison according to socio-economic index 

 Poor Rich Poor Rich 

K1h 0.106 0.15     

  (2.30)* (2.42)*     

K1h1     0.101 0.157 

      (2.22)* (2.56)* 

Constant 6.585 6.546 6.66 6.517 

  (16.01)** (9.13)** (17.04)** (9.40)** 

Wald chi2(1)=  5.31  5.85  4.93  6.55 

Prob > chi2=  0.02  0.016  0.026  0.01 

All the variables are in log terms: h=(total secondary schooling+primary schooling)/gdp, 

h1=(general secondary schooling+ vocational secondary schooling+primary schooling)/gdp, 

k=(total elektiric consuption)/gdp, k1=(public office consumption (mwh)+industry 

consumption (mwh)+commercial consumption (mwh))/gdp, kh=(k*gdp)/h, k1h=(k1*gdp)/h, 

kh1=(k*gdp)/h1, k1h1=(k1*gdp)/h1 

Table 3: cross-sectional correlation 

  lnyl k1h1 k1h kh1 kh lnh1 lnh lnk1 lnk 

lnyl 1                 

k1h1 0.7247 1               

k1h 0.7293 0.9995 1             

kh1 0.4407 0.5893 0.5874 1           

kh 0.4434 0.5871 0.5861 0.9996 1         

lnh1 -0.25 -0.3601 -0.3697 0.0187 0.0118 1       

lnh -0.2491 -0.3507 -0.3614 0.0237 0.0158 0.9993 1     

lnk1 0.4929 0.6681 0.6599 0.5778 0.5702 0.4536 0.462 1   

lnk 0.2091 0.2645 0.2574 0.8144 0.8101 0.5954 0.599 0.7276 1 
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Abstract 

Advancements in Information Communication Technology are expanding the reach and scope of human 

activities to limits that are determined by the imagination of each individual. This is an ongoing state of affairs 

and it is therefore now more difficult than ever to proscribe particular acts by law. This has several legal 

consequences especially in the area of cybercrimes because, for example, unlike cybertorts and other 

cyberwrongs, a court can only exercise criminal jurisdiction over an offence that is defined and for which a 

punishment is prescribed by written law. In recent times, there have been claims and accusations relating to 

hacking of social media accounts. The existing laws are however not appropriate for penalising unlawful access 

to computers which is the main component of hacking. This paper makes suggestions for rectifying the 

disconnect between law and the identified social activity. 

 

Introduction 

This paper examines the nature of cybercrimes in general and hacking in particular. Next, the paper identifies 

the futility of attempting to stretch hacking into existing criminal prohibitions. In this regard, the paper 

highlights the procrustean attempt to charge two hackers under the forgery laws of the United Kingdom in 1988. 

Afterwards, the paper considers penal provisions of Nigerian law, which may be applied to prosecute hackers. 

This exercise highlights the inadequacy of existing laws in relation to hacking. In the light of this, the paper 

considers legislative developments towards criminalisation of hacking. This entailed the identification of 

relevant sections of the Computer Misuse Act 1990of the United Kingdom and the Cybercrime Bill 2014 of 

Nigeria as legislative attempts that have been made to criminalise hacking. The paper concludes that till the 

Cybercrime bill 2014 is passed, Nigeria remains a hacker’s haven.  

 

Nature of Cybercrimes  

Naturally, an activity or tool that has legitimate applications can also be applied towards criminal. As far back as 

the 1960s, there had been instances of computer-facilitated crimes purposes (Lloyd, 2004:253). There is the 

shade of opinion that a crime committed by means of a computer is a cybercrime. If this opinion is correct, it 

would mean that there have been cybercrimes since the 1960s. However, in reality, not every crime that 

involves a compute is a cybercrime. For example, picking up a computer and slamming it on the head of a 

passer-by will amount to assault contrary to both the criminal code and penal code. If the passer-by dies as a 

result of the computer slammed on his head. The offender would have committed murder as defined by law. In 

both of these scenarios, the offender committed a crime using a computer. The question then arises as to 

whether the use of a computer as a tool of crime makes the offence a cybercrime? 

 

The context of cyberspace is the main distinguishing element between cybercrimes and physical crimes. The 

idea ofcyberspace is inextricably linked to the existence of computer networks. Basically, two types of computer 

networks are relevant to the identification of cyberspace. The first is the internet which comprises of global 

computer networks linked together, communicating with each other via telephone lines and satellite linkup. The 

environment or place where this inter-computer communication takes place is called cyberspace.  

 

The second type of computer network consists of those which are locally interlinked without connectivity with 

the global network, that is, internet. An intranet connection is good example of this second type of computer 

network. Another example is a computer connected to the network of an internet service provider but not 

connected to the internet.  

 

Cyberspace is thus a virtual environment imperceptible to the ordinary physical senses but accessible through 

computer networks. Such networks may be connected to the internet or a local network. Cybercrimes are 

therefore violations of penal law that occur in or by means of cyberspace. Such infractions may be traditional 

crimes or contemporary offences. For example, theft is an age-old crime. Where theft occurs in or by means of 

cyberspace it becomes a cybercrime. On the contrary, it is not a cybercrime where it occurs outside the context 

of cyberspace, regardless of whether computers were used in the theft. It is therefore clear that the use of a 

computer as a tool of crime does not necessarily make the offence a cybercrime 
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Contrary to instinctive perception, cybercrimes are not the exclusive domain of expert persons proficient in 

advanced computing. Indeed, a low level of computing proficiency is sufficient to commit several high-level 

cybercrimes. Rv Gold &Schifreen (1988), one of the earliest cases of cybercrime prosecution, aptly 

demonstrates how easy it is for a regular, un-extraordinary computer user to hack into a secure network. One of 

the defendants, Schifreen, noted the username and password of a Prestel engineer through what is now described 

as ‘shoulder surfing’.
26

 This was made easier by the relatively weak username and password (22222222, 1234). 

Clearly, once the username and password are known, it does not take expert computing skills to gain access to 

someone else’s data or computer.      

 

The conduct of Gold and Schifreen aptly demonstrates the incident of hacking, which is gaining unauthorised 

access to a computer or computer network. There is a shade of opinion that hacking is different from cracking. 

This school of opinion sees hacking as the unauthorised access to a computer is for ‘non-harmful’ purposes, 

while cracking is for ‘harmful’ purposes. For the purposes of this article, both hacking and cracking are 

considered as unauthorised access to computer. 

 

Procrustean Application of the UK Forgery and Counterfeiting Act to Hacking 

There are a number of legal issues relating to abuse of social media. Some of these abuses can easily constitute 

crimes known to extant criminal laws. For example, in the Gold &Schifreen case, (R v Gold & Schifreen, 1988) 

the Respondents used regular home computers and modems to gain unauthorisedaccess to BT’s Prestel 

viewdataservice. They were able to do this because one of them noted the username and password of a Prestel 

engineer at a trade fair. Afterwards they carried out numerous computer hacking activities between October 

1984 and January 1985. These activities involved obtaining unauthorised access to various computers in the 

Prestel Computer Network which was owned and operated by British Telecommunications Plc.Prestel was an 

information service which allowed persons to log-on to a data base and receive information from it. Access to 

the Prestel network was through the British Telecom telephone system. In order legitimately to obtain 

information from the Prestel data base, the user is allocated a customer identification number ("C.I.N.") 

consisting of ten numerals and also a password.  

 

Having shoulder surfed a username and password, the Respondents gained access to the database anddid not 

only make unauthorised alterations to stored data but also caused charges to be made to account-holders without 

their knowledge or consent.  

 

The indictment under the Forgery and Counterfeiting Act 1981on which the Respondents were convicted 

contained five counts against Schifreen and four against Gold. The particulars of offence in each count were 

similar in that each Respondent was alleged to have: "made a false instrument namely a device on or in which 

information is recorded or stored by electronic means with the intention of using it to induce the Prestel 

Computer to accept it as genuine and by reason of so accepting it to do an act to the prejudice of British 

Telecommunications Plc."  

 

The Respondents' objective for gaining entry into the Prestel network was not to gain any pecuniary benefit as 

such but to demonstrate their skill as hackers and show imperfection in the system. It never occurred to them 

that they might be committing any offences under the Forgery and Counterfeiting Act 1981.  

 

That Forgery and Counterfeiting Act provides under the heading "Forgery and Kindred Offences"that: " A 

person is guilty of forgery if he makes a false instrument, with the intention that he or another shall use it to 

induce somebody to accept it as genuine, and by reason of so accepting it to do or not to do some act to his own 

or any other person's prejudice.” 

 

In its interpretation section, the Forgery and Counterfeiting Act provides that:  

 

“'instrument' means. . .(d) any disc, tape, sound track or other device on or in which information is recorded or 

stored by mechanical, electronic or other means” 

 

Section 9 of the Act provides that "[a]n instrument is false for the purposes of this Part of this Act--(a) if it 

purports to have been made in the form in which it is made by a person who did not in fact make it in that form; 

or (b) if it purports to have been made in the form in which it is made on the authority of a person who did not in 

fact authorise its making in that form;” 

                                                 
26

 Shoulder surfing is the use of direct observation in obtaining information related to passwords, usernmaes, 

PINs, codes etc. It is similar to what is called ‘giraffing’ in Nigeria. 
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The Act provides in section 10 that: "In this Part of this Act references to inducing somebody to accept a false 

instrument as genuine . . . include references to inducing a machine to respond to the instrument . . . as if it were 

a genuine instrument . . . (4) Where subs(3) above applies, the act or omission intended to be induced by the 

machine responding to the instrument . . . shall be treated as an act or omission to a person's prejudice." 

 

The House of Lords having considered the above provisions of section 1, 8(1) and 9(1) of the Act of 1981held 

that “the primary ingredient of the offence of forgery is the making of a false instrument. Moreover the 

instrument must be one which comes within the definition of that expression in s8(1); and it must be false within 

the definition of that expression in s9(1).” (R v Gold & Schifreen, 1988) 

 

It was therefore necessary to identify the false instrument which the Respondents made. According to the nine 

counts, the false instrument made by the Respondents was a "device on which or in which information is 

recorded or stored by electronic means." This language was clearly used in an attempt to bring the case within 

the definition of the expression "instrument" contained in s 8(1)(d) of the Act. 

 

The House of Lords upheld the earlier position of the Court of Appeal, and held that: “We have accordingly 

come to the conclusion that the language of the Act was not intended to apply to the situation which was shown 

to exist in this case. The submissions at the close of the prosecution case should have succeeded. It is a 

conclusion which we reach without regret. The Procrustean attempt to force these facts into the language of an 

Act not designed to fit them produced grave difficulties for both judge and jury which we would not wish to see 

repeated. The appellants' conduct amounted in essence, as already stated, to dishonestly gaining access to the 

relevant Prestel data bank by a trick. That is not a criminal offence. If it is thought desirable to make it so, that is 

a matter for the legislature rather than the courts. We express no view on the matter. Our decision on this aspect 

of the case makes it unnecessary to determine the other issues raised by the appellants, in particular the 

submission that they should be found not guilty of forgery when there was no evidence that either of them had 

any inkling that what they were doing might amount to a contravention of the Act.”  

 

The Court noted that “[t]here is a further difficulty. The prosecution had to prove that the appellants intended 

that someone should accept as genuine the false instrument which they had made. The suggestion here is that it 

was a machine (under s10(3)) which the appellants intended to induce to respond to the false instrument. But the 

machine (i.e., the user segment) which was intended, so it was said, to be induced seems to be the very thing 

which was said to be the false instrument (i.e., the user segment) which was inducing the belief. If that is a 

correct analysis, the prosecution case is reduced to an absurdity.” 

 

Procrustean Nature of Prosecuting Hacking Under Existing Nigeria Law 

The case of R V Gold demonstrates the futility of prosecuting a hacker under the criminal law provisions that 

penalise forgery. The question then arises as to whether,apart from forgery, there are extant Nigerian criminal 

law provisions for prosecuting unauthorised access to a computer.  

 

First, the nearest equivalent to forgery is personation (Section 484 Criminal Code). Thus, if hacking is not 

forgery, can the hacker not be prosecuted for personating the legitimate owner of the password and username? 

The criminal code provides that: “[a]ny person who, with intent to defraud any person, falsely represents 

himself to be some other person, living or dead, is guilty of a felony, and is liable to imprisonment for three 

years (Section 484 Criminal Code).” 

 

The mensrea required for personation is ‘intent to defraud’. It would therefore mean that for a successful 

prosecution of unauthorised access to a computer, the prosecutor would have to prove that the hacker had the 

intent to defraud. This would clearly bring a large number of hacking cases outside the purview of section 484 

of the criminal code.  

 

Furthermore, personation entails the actusreus of representation that the impersonator is someone else. 

Representations involve communication of facts or a state of affairs to someone. Where username and password 

are fed into a computer, the communication between the hacker and the computer cannot amount to 

representation.  

 

Next, we may consider the appropriateness of prosecuting a hacker under the penal provisions relating to 

stealing under the criminal code (Section 383, Criminal Code), or theft under the penal code (Section 286, Penal 

Code).  While the unauthorised access into a computer itself may not be prosecutable under the prohibitions 

against stealing or theft, it may be considered that the ‘taking’ of the username or password amounts to stealing 
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or theft. This attempt to stretch the offence of stealing and theft is as procrustean as the attempt by the trial court 

in R V Gold to fit hacking into the crime of forgery. The first major reason taking of username or password 

cannot be successfully prosecuted under section 383 Criminal Code or section 286 Penal Code is that those 

penal legislations contemplate that the thing taken must be a movable object or a chose in action. The password 

or username are neither movable objects nor are they choses in action.It is conceivable that the password and 

user name can be stored on a movable object which can be stolen. Nonetheless the prosecution for theft or 

stealing would appertain to the movable object that contains the username and password and not the password 

itself. 

 

Moreover, the username or password used to gain unauthorised entry into a computer can be acquired 

legitimately, for example where it is given by the owner. They may also be acquired where the owner leaves 

them exposed such as where the owner fails to log out of a computer application. 

 

The offence of injury to property under the criminal code may also appear to be appropriate in criminalising 

unauthorised access to a computer (Section 440 Criminal Code). However, injury to property in the 

contemplation of the Criminal Code requires some degree of damageor destruction to the property.
27

In relation 

to unauthorised access to a computer, it is would appear to be factually inaccurate to equate mere access to 

damage or destruction. While it is possible that the hacker may gain access and also destroy or damage the 

computer or files in the computer, the access itself does not necessarily equate to damage or destruction. 

 

An examination of actusreus and mensrea of existing offences under the criminal and penal codes show that 

hacking does not properly fit into any existing penal legislation. 

 

Corrective Legislative Developments 

Following the debacle of R v Gold &Schifreen, the British parliament enacted the Computer Misuse Act, (CMA) 

1990 (as amended). The CMA criminalised three acts namely:unauthorised access to computer material (Section 

1, Computer Misuse Act, 1990 (UK)); unauthorisedaccess with intent to commit or facilitate commission of 

further offences (Section 2, Computer Misuse Act, 1990 (UK)); and unauthorised acts with intent to impair, or 

with recklessness as to impairing, operation of computer, etc (Section 3, Computer Misuse Act, 1990 (UK)). 

 

Essentially, with the enactment of the CMA, the act of accessing the system without permission is a crime 

regardless of whether or not the hacker sought to gain pecuniary benefits. The hacker would also still be liable 

whether or not s/he damages, destroys or alters any content or part of the computer.A computer was defined In 

DPP v McKeown, DPP v Jones (1997:163), Lord Hoffman defined a computer as a device for storing, 

processing and retrieving information. 

 

Similarly, in Nigeria, the National Assembly has passed a comprehensive Cybercrime Bill (CB) 2014. The CB 

provides that: “[a]ny person, who without authorization or in excess of authorization, intentionally accesses in 

whole or in part, a computer system or network, commits an offence and liable on conviction to 

imprisonmentfor a term of not less than two years or to a fine of not less than N5,000,000 or to both tine and 

imprisonment (Section 6 Cybercrime Bill.).” 

 

The letters of the CB suggest that its drafters were greatly inspired by the CMA. It is therefore not surprising 

that certain defects in the CMA are reflected in the CB. Primarily both the CB and the CMA criminalise the act 

of deliberately gaining access to a computer.  

 

However, neither of them deals with passive hacking. This occurs by permitting or continuing access where 

access is clearly unintended. This may be as a result of a technical glitch or other malfunction-causing activity. 

For example where A unlawfully alters B’s computer content such that when C logs on to B’s computer, C is 

directed to files or contents for which s/he does not have authorisation. Another example is where A,without 

authorisation, programmes B’s computer to send signals to C’s computer without any attempt by C to access B’s 

computer. 

 

Conclusion 

At the moment, unauthorised access to computer(s) or computer network(s) is not penalised under the criminal 

and penal codes. Therefore, it is virtually a legal impossibility to prosecute the hacker of a social media account 

because only acts that are expressly criminalised by penal legislation are prosecutable in Nigeria (Section 36 (8) 

                                                 
27

This is manifest in the actionable offences contains in sections 443 to 450 of the Criminal Code. The language 

of section 451 Criminal Code further clarifies the requirement of destruction or damage. 
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and (12) of the Constitution of the Federal Republic of Nigeria 1999).  The Cybercrime Bill 2014 however 

promises to remedy this anomaly. The Cybercrime Bill, which appears to be influenced by foreign legislations 

including the United Kingdom’s Computer Misuse Act, does not deal with passive hacking. In all events, the 

Cybercrime Bill is a positive step in the right direction. 
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ABSTRACT 

Amongst the Rights guaranteed under the Constitution of the Federal Republic of Nigeria 1999 as amended is 

the Right to freedom of expression under section 39 thereof. As a corollary of the right to Freedom of 

Expression, lies the growing demand for information which is inevitable to the full realisation of the former. The 

press, being an imaginary market place that educate, inform and provoke societal consciousness needed in a 

virile democracy had suffered a monumental drought of information since the return of civil rule in Nigeria. 

This drought of information was only firmly confronted with the enactment of the Freedom of Information Act 

(FOIA) in 2011. The enactment of the Freedom of information Act was no doubt a turning point in the 

transformation of the Nigerian press. However it was soon realised, that the application of the Freedom of 

Information Act in the entire country remains a polemic issue. While one view rejects the applicability of FOIA 

to state organs until such states re-enact the provisions of the FOIA in their local legislations, another view 

favours the applicability of the FOIA and considers the issue of re-enactment only necessary where the state 

House of Assembly wish to add clauses pertaining to the state. The thrust of this paper therefore is to discuss the 

right to freedom of expression under the Nigerian constitution; the inadequacies that informed the need for the 

enactment of the Freedom of information Act and finally to draw analysis from the conflicting arguments on the 

applicability of the freedom of information Act throughout the Nigerian federation with the aim of striking a 

balance within the heated debate.    

 

 

INTRODUCTION 

A cursory look at the word “expression” even without regard to its legal definition necessarily suggests that 

some element of information is involved. This is because whenever an idea is expressed, some sort of 

information is conveyed or communicated.
28

It might well be, that the provision of Section 39 of the 1999 

Constitution of the Federal Republic of Nigeria was deliberately couched to recognise this inextricable relation 

between Freedom of expression and Freedom of information.
29

The above assertion is obvious upon a careful 

perusal of Section 39 of the Constitution which provides thus: 

 

“Every person shall be entitled to freedom of expression, including freedom to hold opinions and to receive and 

impart ideas and information without interference.” 

 

Following the above backdrop, it is indisputable that Freedom of information is a Human Right ideal cherished 

and upheld within the mechanics of Nigerian legal system.
30

 Historically, the first attempt at guaranteeing the 

Right to Freedom of Expression at least at a global level arose when the United Nations in 1948 through its 

Commission on Human Rights prepared and adopted the Universal Declaration of Human Rights (UNDHR) 

(Redmond, 2009). UNDHR became a model instrument that succeeded in tethering nations of the world to 

respect 30 separate rights of individuals. Among the rights enshrined in the UNDHR includes “the right to 

freedom of opinion and expression” and “the right to seek, receive and impart information and ideas through 

any media regardless of any frontier” contained in Article 19 (Stanford Encyclopaedia of Philosophy, 2010). 

The UNDHR influenced the provision of many constitutions that were written after World War II (Supra note 

5). This influence could well be seen in the Constitution of the Federal Republic of Nigeria, 1999 as amended. 

Two separate chapters of the Nigerian constitution make provisions upholding this ideal. These are sections 22 

and 39 thereof. 

 

Even with the above set-up, it is argued however, that the provisions of section 22 and 39 of 1999 constitution 

are lacking inherently in guaranteeing an ideal platform where freedom of expression and the press are enjoyed 

                                                 
28

  According to Professor kehende Moue, the Right to freedom of expression is colloquially described to mean 

the process of informing and being informed. See: Moue.K., Constitutional Law in Nigeria  (Lagos: Malt House 

Press, Ltd, 2008), p.447. 
29

 Prof. Kehinde Moue argues that right to gather information is an important right accidental to that of the 

freedom of the press in the light of the constitutional right to receive and impart ideas without interference 

inherent in section 39 of the 1999 Constitution. See: Moue. K., Constitutional Law in Nigeria (Lagos: Malt 

House Press Limited, 2008), p.452 
30

 It must be noted however that freedom to access or gather information is not so explicit in section 39 leaving 

the government largely unrestrained to refuse access to information. See : Ibid   
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to the fullest. This is so because of restraints imposed within these provisions thereby truncating access to 

information by the press and individuals in general.
31

 Furthermore, there are other legislations operating within 

the country that further intensify the difficulty in accessing information under the custody of public institutions 

and their personnel.
32

 Much worse to this is the lack of a comprehensive legal frame work that guaranteed and 

enforced access to information not until the year 2011. 

 

The enactment of Freedom of Information Act in the year 2011 meant that the ugly situations painted above 

were meant to be addressed head-on. This is because access to information is a key tool in combating corruption 

and wrong-doing. Investigative journalist, whistle blowers and watchdog non-governmental organisation 

welcomed the FOIA as a tool which would increasingly leverage the right to access information and a means to 

expose the oceanic level of corruption practiced, condoned and tolerated in Nigeria’s daily life. In essence, the 

enactment of the FOIA was likened to a figurative expression which says: “sunlight is said to be the best of 

disinfectants” (Brandeis, 1913). This can be gleaned from the lofty innovations that featured for the first time 

ever in the Freedom of Information Act, 2011. The opening section of the Act as could be seen below is very 

instructive in this regard: 

 

“1. (1) Notwithstanding anything contained in any other Act, law or regulation, the right of any person to 

access or request information, whether or not contained in any written form, which is in the custody or 

possession of any public official, agency or institution howsoever described, is established. 

(2) An applicant under this Act needs not demonstrate any specific interest in the information being applied for. 

(3) Any person entitled to the right to information under this Act, shall have the right to institute proceedings in 

the Court to compel any public institution to comply with the provisions of this Act” 

 

With the above, one would expect that the veil of secrecy surrounding public domain as regard access to 

information is now a practice of the past. However, more than three years after the FOIA came into effect, its 

expected benefits, especially the opportunity for an informed citizenry to participate better in democratic 

decision-making remain elusive (thecitizenng.com ). Apart from poor observance of the provisions of the FOIA 

by governmental agencies, the Act is also marred with legal intricacies particularly on the question regarding the 

applicability of the Act throughout the Nigerian Federation. The combination of the above factors establish the 

irony that Freedom of Information as a Legal Right in Nigeria is nothing but an incomplete Human Right ideal. 

 

Based on the above, this paper sets out to examine the Right to Freedom of expression under the Nigerian 

constitution, the inadequacies that informed the need for the enactment of the Freedom of information Act and 

finally to draw analysis from the conflicting arguments on the applicability of the freedom of information Act in 

order to strike out a balance within the heated debate. 

 

FREEDOM OF EXPRESSION AND ITS INADEQUACIES 

 UNDER THE NIGERIAN CONSTITUTION 

To discuss Freedom of expression generally might amount to derailing from the theme of this paper. A 

restrictive approach must be adopted, for the aim of this segment is to answer the question: why the need for 

Freedom of Information Act when Section 39 explicitly recognises that everyone has the right to receive and 

impart ideas and information without interference and of course because of an earlier assertion that Freedom of 

expression is somewhat inseparable from freedom of Information?  The need to know the answer to these 

questions becomes even more interesting in the light of yet another earlier assertion that the constitution of the 

Federal Republic of Nigeria provides two separate chapters in upholding the ideal guaranteed under Article 19 

of the UNDHR. 

 

A convenient staring point in answering the above question is to begin by examining Chapter II of the 1999 

constitution dealing with the Fundamental Objectives and Directive Principle of State Policy. Section 22 

provides as follows: 

“The press, radio, television and other agencies of mass media shall at all 

    times be free to uphold the fundamental objectives contained in this chapter 

 and uphold the responsibility and accountability of government to the people.” 

 

The above section task the press with an obligation to monitor governance and hold government accountable to 

the people (Okonkwo, 2014).  It must however be quickly noted that the rights of the press as enshrined in 

                                                 
31

 See a detailed discussion on Fundamental objectives and Directive Principle of state policy and the restriction 

contained in the proviso to Section 39 of the constitution at P.5- below 
32

 These legislations are the criminal code and the official secret Act. 
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section 22 of the 1999 constitution turns out to be a sham proclamation notwithstanding its forceful wordings.
33

 

This is because the whole of chapter II of the 1999 constitution is non-justiciable before any court of law in 

Nigeria. This position is reinforced in Attorney general, Borno State& others V Rev JJ Adamu & 

Others
34

where the court held that the determination of whether or not any authority or person is in breach of the 

provision so provided for under chapter II of the 1979 constitution (which is in pari materia with Chapter II of 

1999 Constitution ) has been excluded. Owing to the above development recourse therefore has to be made to 

section 39 in chapter IV, since the rights enshrined therein are so sacrosanct that they are titled Fundamental 

Human Rights.  In this connection, section 39 of the 1999 constitution provides as follows: 

 

39. (1). “Every person shall be entitled to freedom of expression, including freedom to hold opinions and to 

receive and impart ideas and information without interference.” 

 

Under subsection 2 of this section, the constitution provides an enabling ground for persons to own, establish 

and operate any medium for the dissemination of information, ideas and opinions. Therefore, radio, television 

and the print media are left open for stakeholders who wish to invest resources in the sector. This provision is 

symptomatic of Nigeria’s readiness to uphold the Universal ideal of a true democratic entity. The above section 

would have laid down the need to search for any legislation that specifically guarantees access to information 

especially having regard to the somewhat explicit inference in section 39 that every person has the right to 

receive and impart “information” without interference. The above statement will naturally prompt us to ask 

such probing questions as: Where does the problem lies in section 39 or what are the inadequacies therein which 

necessitate the enactment of a separate legislation just to guarantee access to information? Answering the above 

question would necessarily conscript us to a voyage in search of the inadequacies of section 39 of the 

Constitution of the Federal Republic of Nigeria 1999 as amended. 

 

IN SEARCH OF INADEQUACIES IN SECTION 39 OF THE 1999 CONSTITUTION AS AMMENDED 

The proviso in section 39(2) and the provision of section 39(3) appear to be the militating tools against the 

possibility to have an enforceable Right to access Information in Nigeria. These provisions constitution 

enumerated certain circumstances under which the right to freedom of expression and the press may be 

restricted in deserving cases. These circumstances are as follows: 

 

a. The right to own, establish or operate medium of dissemination of information be it television, radio or 

newspaper is conditional upon fulfilment of regulations laid down by an Act of the National Assembly. 

b. Nothing in section 39 shall invalidate any law imposing restrictions upon persons holding office of the 

Federal Government or of a state, members of the armed forces of the federation or members of the 

Nigerian Police Force or other government security services or agencies established by law. 

 

It can now be seen that even though the constitution guarantees the right to freedom of expression and the press, 

the same constitution provided some limitations thereby almost relegating the right to the background. The 

above proviso set the pace for operation of a number of legislations prominent among which are the Official 

Secret Act and the Criminal code. These legislations have been noted as undoubtedly the most comprehensive 

on restrictions on access to government held information.
35

 Section 97 of the criminal Code particularly 

provides thus: 

 

“Any person who being employed in the public service, publishes or communicates any fact which comes to his 

knowledge by virtue of his office and which it is his duty to keep secret, or any document which comes to his 

possession by virtue of his office and which it is his duty to keep secret, except to some person to whom he is 

bound to publish or communicate it, is guilty of a misdemeanour" 

 

 

It is clear from above that access to information has been made somewhat impossible to the press and even to 

the ordinary individual who seek to establish certain facts or even rights from documents held by the 

government and its agencies. The press in particular is often blamed for its inability to come up with accurate 

figures when disasters affecting many lives and properties are involved. What is often not realised is that the 

                                                 
33

 Chapter II of the 1999 Constitution as amended is described as hallow admonition like a cheque payable when 

able. See: Uwais M; Fundamenatal Objecives and Directive Principle of State Policy Possibilities and Prospects 

“ 1 Human Rights Law & Practice in Nigeria  2005, P. 278. 
34

 (1996)1 NWLR (Pt.427)@P681 
35

 See: Osinbjo & Fogam, Nigerian Media Law,  (Lagos: Gravitas Publishments, 1991)p.150 



 
 

ICSSL -2015 | Freedom of Information; an Incomplete Human Right Ideal: a Mirage for the 

Nigerian Press 

407 

 

LAW International Conference on Social Science and Law 

media is handicapped by the fact that relevant authorities in such particular situations i.e hospitals, fire brigade 

or the police in the case of accidents are forbidden from speaking to the press.
36

 

 

Another important point to note which makes the freedom of Information Act a dire necessity is the fact that the 

government cannot be challenged through legal means on its refusal to grant access to information under its 

custody.
37

In this connection, professor Kehinde Moue re-emphasised that there is no provision in the 1999 

constitution actually guaranteeing unrestrained right to gather any type of information, thus not imposing on 

government any duty to make available information not normally available to the general public. Yet it cannot 

be denied that some measure of freedom to gather information is very necessary for the press to be able to 

perform its role of keeping the public informed about governmental activities and being a watch dog for the 

public.  

 

Now, given the above constitutional inadequacies to guarantee access to information, one can only imagine the 

amount of embezzlement that is tactfully condoned within the Nigerian system. The fact that no law mandates a 

public Institution to keep record of its activities coupled with no corresponding right by members of the public 

to freely access those Information culminated into a situation that created multi factorial challenges of 

permeating corruption in the fabrics of the Nigerian nation. Owing to this culture of non-accountability, a debate 

ensued between Nigerian custom Service and the Ministry of Finance on the actual amount which Nigeria lost 

on account of import duty waivers and concession within 2011-2012. A total amount of N1.4 trillion was lost 

according to Nigeria Custom Service contradicting claims by the Finance Minister that the money lost was 

N170.7 billion within the period.
38

 

 

This ugly situation affecting the right to freedom of expression and the press in Nigeria gave rise to strident calls 

by Human Rights activists, journalists and NGO’s advocating for a law that guarantees access to information. 

This effort started even before the current transition to democracy that gave us (Nigeria) the 1999 constitution 

when the media was absorbed in serious battle to rescue the Nigerian society from the shackles of the Military 

draconian regime. Thus, a number of active organisations and stake holders were very instrumental in the fight 

to ensure the enactment of the FOIA. Yet it cannot be disputed that Media Rights Agenda (MRA), Civil Liberty 

Organisations and Nigerian Union of Journalist stood out more in the Course, for the FOIA is a product of years 

of their collaborative efforts (Danedo, 2003). However, no serious progress was made to come up with a legal 

framework that guarantees access to information until 2011 when President Good luck Jonathan assented to the 

Freedom of Information Act.  

 

FREEDOM OF INFORMATION ACT AND ITS APPLICABILITY IN NIGERIA 

It is quite evident from the discussion above that Freedom of Information Act is very much needed given the 

inadequacies in the 1999 constitution which are in the form of restrictions and incomprehensiveness. With the 

enactment of the FOIA, Nigeria demonstrated its commitment to joining the rest of the world in boosting access 

to information.
39

 Now, the question still remains whether the Freedom of information Act has brought about 

much change to be desired?  

 

No doubt the FOIA came up with cutting edge provisions that neutralised the old way of doing things. In 

summary, the Act makes public records and information more freely available, provide for public access to 

public records and information, protect public records and information to the extent consistent with the public 

interest and the protection of personal privacy, protect serving public officers from adverse consequences for 

disclosing certain kinds of official information without authorization and establish procedures for the 

achievement of those purposes.
40

 For example, as a novel feature in the FOIA, for the first time ever some 

legislations forming a clog to the full enjoyment of right to access information have been watered-down.
41

 

                                                 
36

 See: the Introduction in Arogundade. L., (ed) FOI and the Society(Lagos: International Press centre; 2003) 
37

 See: Supra note 3 @ p.453. 
38

 “ How Nigeria Lost 1.4 trillion on Import Waivers” available at www.dailytrust.com: Last Accessed 22/01/ 

2014 
39

Right to access information has been recognized by the Inter-American and European Courts of Human Rights 

(in 2006and 2009, respectively) and by the African Commission on Human and Peoples' Rights of the African 

Union (since at least 2002). See: Coliver S “Article 19: UN Reinforces Right to Freedom of Expression And 

Information” Open Society Initiative July 28, 2011. 
40

 See the Explanatory note to Freedom of Information Act, 2011 
41

 See the provision of section 1 of the FOIA, 2011 which says that notwithstanding anything contained in any 

other Act, law or regulation, the right of any person to access or request information is guaranteed.  See also 

Section 27 of the FOIA which categorically exempt public officers from any criminal prosecution arising from 

http://www.dailytrust.com/
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Principal among these legislations are the Criminal code and the official secret Act. More importantly, an 

applicant needs not demonstrate any specific interest for applying for particular information.  

 

Other major advancements inherent within the provisions of the FOIA is the limited period provided within 

which an application for information must be processed which is put at 7 days and which could only be 

extended by another 7 days.
42

 Upon refusal to provide the Information requested, the public Institution involved 

must notify the applicant of such refusal and the applicant has the right to approach the court and seek for an 

Order mandamus.
43

 

The Act specifies a number of situations under which information requested can generally be denied. This is 

justified upon the background that right to be informed is not and cannot be made absolute. Thus, even though 

the public has the right to accurate information and fair comment, this must be balanced against other claims in 

the society which may often conflict except overridden by public interest. In this connection, sections 11, 12, 14, 

15, 16, 17, 19, 26 and 28 are all intended to deny certain classes of information which may be injurious to 

conduct of international affair; constitute invasion of personal liberty; obstruct on-going criminal investigation; 

information containing trade secret or that may interfere with contractual negotiations of a third party; privileged 

information between lawyers, health works, journalists and their clients or sources etc. it must be mentioned 

however that public interest provisos in most of the above mentioned sections are commendable because of the 

expectation that the Judiciary would interpret these provisos liberally. The inclusion of the provisos allayed the 

fear that the FOIA make more provisions restricting and denying access to information than it has actually 

granted access to information. In another vein, the provisos seem to guarantee an enhanced efficacy on the 

implementation of the objectives of the Act at the centre of which is the realisation of a transparent and 

accountable social organisation.  

 

It must be noted however, that it is not enough to have a law in operation, we must as well be concerned on how 

effective is the legislation in curbing the menace for which it was meant to ameliorate. This justifies the 

proverbial statement that “good people can make bad law useful and bad people can make a good law 

irrelevant.” In light of the above, it is important to know the challenges in the FOIA in Nigeria that inform the 

argument this paper is all out to portray that as far Nigeria is concerned the Freedom of Information is at best an 

incomplete Human Right Ideal. 

 

CONTROVERSY ON THE APPLICABILITY OF THE FOIA THROUGHOUT THE NIGERIAN 

FEDERATION 

It should be noted that as important as the transforming nature of the FOIA 2011, its status as a complete Human 

Right ideal is en-meshed in a constitutional debate thereby blurring its real significance to the press and 

individuals generally. The nagging controversy fuelling the heated debate is whether the FOIA, 2011 applies 

throughout the Nigerian federation. This very debate in itself without resolving where the pendulum tilts is an 

aberration from the almost sacramental status of Human Rights generally. To avoid being pre-emptive, it is 

important to analyse the applicability of the FOIA in Nigeria. 

 

The debate on the applicability of the FOIA throughout the Nigerian federation boils on whether freedom of 

Information Act applies only to federal matters, i.e the Federal Government and its agencies.  Legal luminaries 

express polemic views in reply
44

. Thus, one of the views argues that the only way the FOIA can apply at state 

level is where the state decides to re-enact the provisions of the FOIA in their own local legislation, like in Ekiti 

State. Ekiti State re-enacted the FOIA to become part of the state law. This is because the federal legislature 

cannot legislate for the state.
45

Another view is that re-enactment is only necessary where the state House of 

Assembly wish to add clauses pertaining to the state. Aside from that, the FOA is a federal law that apply 

throughout the federation of Nigeria. 

 

An examination of judicial decisions on the above question also reveals that judicial findings are also polarised 

on the issue. To begin with, in 2013 a Federal High Court sitting in Lagos was approached on this question in a 

                                                                                                                                                        
the provisions of the penal code, criminal code and official secret Act for disclosure of information under the 

FOIA. 
42

 See Section 6 of the freedom of Information Act, 2011.  
43

 Section 2(6) of the Freedom of Information Act, 2011. 
44

 Erudite scholars and legal luminaries like Professor Sagay (SAN), Tayo Oyetibo (SAN) and a host of others 

expressed divergent views on this issue. See: Olasunkanmi. A., “Lawyers Disagree over Freedom of 

Information Act” available at: www.punch.com. Last Accessed 23/03/2014. 
45
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suit filed by Legal Defence and Assistance Project Limited GTE against some states
46

 of the federation over 

their refusal to provide some information on the bond raised by the states in the capital market. While delivering 

its judgment the court held that the Act was not binding on the 36 states of the federation and that the 36 states 

of the federation cannot be made to provide any information based on the Act. The court premised its decision 

on the fact that the FOIA was neither a residual law nor on the concurrent list of the 1999 Constitution (as 

amended).  The court further held that if it was the intention of the legislature that the FOIA should be binding 

on states, the Houses of Assembly of each of the 36 states of the federation should have been carried along in 

the process of the enactment of the law, adding also that the state assemblies were empowered by the 1999 

Constitution to make laws for their respective states, and not the other way round. 

 

Supporting the above position Omolola Coker argued that Section 29 of the Freedom of Information Act is an 

indicator that the Act does not apply to states. This is because section 29 task public institutions to submit an 

annual report to the Attorney General of the Federation without making any inference to state Attorney Generals 

despite the fact that there are a number of public institutions that are wholly regulated by state components 

(Coker, 2011). This obvious non-inclusion of state public institutions favours the argument that the FOIA is 

intended to be applicable only on Federal government and its agencies. It is further submitted that if the law 

were intended to apply to states, provision should have been included on reporting to the State Attorney 

General. 

 

On the other hand there are also decided cases that are in total support of the applicability of the FOIA 

throughout the Nigerian federation. For example, Justice Akinteye of Ibadan High Court held that the FOIA 

applies not only on Federal institutions but also on state owned public Institutions (Akintunde, 2013). This 

argument is premised on the fact that the National Assembly has legislative competence to make laws for the 

peace, order, and good government of Nigeria that is applicable to all states of Nigeria without infringing on the 

autonomy of the states if such legislation is designed to correct a malaise plaguing the country. 

 

Justice Akinteye cited with authority the decision in the case of Attorney General of Ondo State V Attorney 

General of the Federation and others
47

in which the Supreme Court was approached with a similar 

issue.Odemwingie Uwaifo JSC has this to say:  

 

“It would seem right to conclude that where a subject matter in its manifestation spreads across states and even 

over the borders of Nigeria and is such that is best suited for legislation by the National Assembly upon a 

liberal construction of all relevant provisions of the constitution, a legislation thus made cannot be said to be an 

interference with the affairs of states just because it is made applicable to all over the federation. The purpose 

and mission of the Act is clear. The Act is meant to make justice-able by legislation a declared state policy to 

abolish corrupt practices and abuse of power”. 

 

The above arguments evince the sharp controversy on the applicability of the FOIA in Nigeria even within 

judicial circle which is supposed to be the arm of government with the final say on this issue. This stalemate 

situation necessarily suggests that the above decisions provide fertile ground or rather some academic 

springboards for further formulations on the debate as the researcher is unaware of any decision from a superior 

court on the subject at least at the time of writing this paper. In contributing to the debate, albeit with no 

intention to close the debate from being an open ended one, we may reason along a rather different line of 

thought. Below is therefore an analysis of the applicability of the FOIA at least from an independent viewpoint.  

 

A convenient starting point in the analysis of the applicability of the FOIA in Nigeria is to consider the 

provision of section 4 of the 1999 constitution of the Federal republic of Nigeria as amended. This is important 

as any outcome resulting there from would go a long way in shaping our understanding of the applicability of 

the FOIA in Nigeria. Now, Section 4 of the 1999 constitution defines in detail the legislative competence of 

both the National Assembly and State Houses of Assembly including those matters which the respective entities 

could legislate upon. The relevant portions of section 4 we should be concerned with are subsections 2 and 7 

thereof. By Section 4(2), the National assembly is empowered to make laws for the peace, order and good 

government of the Federation or any part thereof with respect to any matter included in the Exclusive 

Legislative List set out in part I of the Second Schedule to the Constitution. Subsection 7 on the other hand 

empowers the State House of Assembly particularly under paragraph (b) to make law on any matter included in 

the concurrent legislative list set out in the first column of part II of the second schedule to the constitution. The 

debate on the applicability of the FOIA throughout Nigeria is no doubt a product of the above explained 
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dichotomy in the legislative competence of both the National and State Houses of Assembly. The question now 

is: where can we place the Freedom of Information Act, the exclusive or concurrent list? 

 

A careful look at Part I and II of the second schedule to the 1999 Constitution suggests that Information as a 

subject matter falls under archives and public records under the concurrent list. Meaning both the federal and 

state legislature could legislate on the item. The schedule itself provides specifically under item 4 and 5 of part 

II of the second schedule to the constitution as follows: 

 

4. The National Assembly may make laws for the Federation or any part thereof with respect to the archives and 

public records of the Federation. 

5. A House of Assembly may, subject to paragraph 4 hereof, make laws for that State or any part thereof with 

respect to archives and public records of the Government of the State. 

 

From the above it is the researcher’s respective view that Freedom of Information Act is a legislation enacted 

based on an item under the concurrent list. Hence, since public record and archive as a subject matter falls under 

the concurrent list, it is safe to hold that Freedom of Information Act being an Act of the National Assembly will 

preponderate over the quest of any state to exert its legislative competence on the same subject covered by the 

FOIA. Bearing in mind the provision of section 4(5) of the 1999 Constitution of the Federal Republic of Nigeria 

as amended, it follows that any argument that the FOIA does not apply to state components does not hold water. 

This is because the aforementioned section is categorical on the superiority of Federal Legislation over a state 

legislation as could be seen in the section below: 

 

4(5)”If any Law enacted by the House of Assembly of a State is inconsistent with any law validly made by the 

National Assembly, the law made by the National Assembly shall prevail, and that other Law shall, to the extent 

of the inconsistency, be void.” 

 

The question whether the FOIA applies to states would have been a different ball game if the FOIA is a 

legislation owing its originality from a state House of Assembly. This is because there is a growing trend in 

modern constitutionalism upheld by a number of judicial decisions that a central legislature (for instance the 

National Assembly in Nigeria or Congress in the united State) may refrain from legislating on a subject where 

variable local conditions, adequately covered by local laws implement a desired National policy more 

effectively than a general national law.
48

This is not the case with the FOIA which came into effect only in 2011 

as a federal legislation at a time when no state took step to enact a law substantially the same in substance with 

the FOIA. 

 

On administrative attitude to the FOIA by many public institutions, records of compliance are still a far cry from 

public expectations with observers noticing not very big difference with pre-FOIA era. In one of such situations, 

Daily Trust Newspapers on July 31, 2012 reported that Nigerian National Petroleum Corporation (NNPC), 

denied a request made by Daily Trust Newspapers through its Secretary and Legal Adviser, Anthony Madichie, 

who wrote back to Daily Trust, stating that the corporation was not bound by the FOI Act, as it was not a 

statutory corporation. However after media scrutiny and pressure the NNPC eventually pledged its commitment 

to abide by the provisions of theFreedom of Information Act.
49

As a result, the FOI Act is operating at a very 

rudimentary level with public officials still holding on tenaciously to the archaic practice of keeping government 

activities away from the public space. In 2013, at the height of the N255 million bullet-proof car controversy 

involving Stella Oduah, then the Aviation Minister, a Lagos-based lawyer, Femi Falana, requested the details of 

the purchase, including budgetary approvals from the authorities. The Nigerian Civil Aviation Authority 

declined. Falana had also made such demands in respect of the five per cent fuel levy collected by the Federal 

Roads Maintenance Agency on every litre of petrol and diesel sold at the pump since 2007.
50

 

 

CONCLUSION 

The above problems plaguing the effective implementation of the FOIA only confirms the title of this paper that 

freedom of Information is an incomplete Human Right Ideal. What makes a right an ideal concept is not the 
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 See Akande, J.O Introduction to the Constitution of the Federal Republic of Nigeria  1999 with 

annotation(Lagos: MIJ Professional Publishers Limited, ), P.27 
49

Implementing Nigeria’s freedom of Information Act- The Journey So Far: A report on the level of awareness, 

compliance and implementation of the Freedom of Information Act, 2011, 18 months after its enactment. 

Available at: www.r2knigeria.org/.../foi-assessments-reports?...implementing-nigeria...journey...far.  Last 

Accessed 15/04/2015.  
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declaration of its existence, rather on the spirited will by the government and the citizens to realise the 

implementation and enforcement of its letters and intendment. The above assertion could well be said to inform 

the opinion of Justice Suresh in his book “ALL HUMAN RIGTS ARE FUNDAMENTAL” where he argues that 

only lip service was paid to the concept of Human Rights because man’s inhumanity to man, cruelty and torture 

were still prevalent in the face of many declarations of rights (Efut, p:77). The same argument could be 

proffered in the case of the FOIA where there is still rampant disregard by public institutions to comply with its 

letters and spirit. Yet the judiciary is also being unhelpful by handing down conflicting decisions on the 

applicability of the FOIA.  

 

Therefore, the solution to the problems identified would involve the coming together of a number of stake 

holders to share certain portions of responsibility. The government is an important player in this recommended 

collaboration. On its part, the government should accelerate the rate of training of its staff on the provisions of 

the FOIA and provide enabling environment through investment in technology in public institution so that 

compliance with the FOIA would become easier. The Judiciary also has a great role to play. Apart from training 

and retraining of judicial officers on the FOIA, it is important that a superior court of record hands down a 

decision especially as regard the applicability of the FOIA to state components. Civil societies, journalists and 

lawyers should also be proactive in the campaign for a more accountable and transparent Nigeria through 

persistent enforcement of the Right to access information. 

 

Also, while the testing of the FOIA in our courts may be good for precedence and interpretation of the Act, it 

seems to make more sense for public institutions to have the will to comply with the clear provisions of the 

FOIA. Open and transparent governance is not enhanced when citizens feel that they need to resort to the long 

and onerous path of litigation before they are able to obtain information from public institutions. Apart from the 

length of time it would take for litigations and appeals, there is also the considerable expense of the entire legal 

process- from the High Courts to the Court of Appeal and Supreme Court- the monetary implication which may 

be far beyond the reach of many ordinary Nigerians. This will discourage citizens from making requests under 

the FOIA. Surely, the easier and more beneficial option, for government and citizens, would be for public 

institutions and government to have the will to comply with the provisions of the FOIA without being forced to 

do so by the courts.  

 

REFERENCES 

 

“How Nigeria Lost 1.4 trillion on Import Waivers” available at www.dailytrust.com: Last Accessed 22/01/ 2014 

Akande, J.O Introduction to the Constitution of the Federal Republic of Nigeria  1999 with annotation(Lagos: 

MIJ Professional Publishers Limited, ), P.27 

 

Akintunde.A., “FOIA Needs No Domestication, Court Rules” November, 18, 2013 This Day Newspaper: 

Available at http //www.thisdaylive.com/articles/foi-needs-no-domistication-court-rules164588.  

 

Brandeis. L.D., “What Publicity Can Do” Harper’s Weekly, December 20, 1913. Reprinted in Louis D. Bradeies 

Other people’s Money and How the Bankers use it 92 (1932) cited in Ezeukwu. C., “Freedom of Information in 

Nigeria” Available in www.Academia.edu last accessed 16/03/2015.   

 

Coker. O., “The Emergence of Nigeria’s Freedom of Information Act, 2011”  available at 

www.internationallawoffice.com.  Last Accessed 22/03/2015.  

 

Coliver S “Article 19: UN Reinforces Right to Freedom of Expression And Information” Open Society Initiative 

July 28, 2011. 

 

Danedo, T; “FOI Agenda And The Need For A United Front” ( Lagos: international Press Centre, 2003) P.6 

Implementing Nigeria’s freedom of Information Act- The Journey So Far: A report on the level of awareness, 

compliance and implementation of the Freedom of Information Act, 2011, 18 months after its enactment. 

Available at: www.r2knigeria.org/.../foi-assessments-reports?...implementing-nigeria...journey...far.  Last 

Accessed 15/04/2015.  

 

Introduction in Arogundade. L., (ed) FOI and the Society(Lagos: International Press centre; 2003) 

 

Moue.K., Constitutional Law in Nigeria  (Lagos: Malt House Press, Ltd, 2008), p.447. 

 

http://www.dailytrust.com/
http://www.academia.edu/
http://www.internationallawoffice.com/
http://www.r2knigeria.org/.../foi-assessments-reports?...implementing-nigeria...journey...far


 
 

ICSSL -2015 | Freedom of Information; an Incomplete Human Right Ideal: a Mirage for the 

Nigerian Press 

412 

 

LAW International Conference on Social Science and Law 

Okonkwo, C “Imprsonment of press Freedom in Nigeria” available at www.FocusNigeria.com.  Last Accessed 

20/05/14. 

 

Olasunkanmi. A., “Lawyers Disagree over Freedom of Information Act” available at: www.punch.com. Last 

Accessed 23/03/2014. 

 

Osinbjo & Fogam, Nigerian Media Law,  (Lagos: Gravitas Publishments, 1991)p.150 

 

Redmond, W.A; “Universal Declaration of Human Rights” Encarta Microsoft Corporation, 2009 

 

Stanford Encyclopaedia of Philosophy (2010) available at www.plato.Stanford.edu/entries/Sovereignty.  Last 

visited  11/08/2012 

 

Undermining Freedom of Information Act available at http://thecitizenng.com/public-affairs/undermining-

freedom-of-information-act-punch/ last accessed 28/03/2015 

 

Uwais M; Fundamenatal Objecives and Directive Principle of State Policy Possibilities and Prospects “ 1 

Human Rights Law & Practice in Nigeria  2005, P. 278. 

 

Efut N.O., “Understanding the Fundamentals of Fundamental Human Rights” 1 The Eminent Jurist: Essays in 

honour of Hon. Justice Olabode Rhodes-Vivour, p.77.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.focusnigeria.com/
http://www.punch.com/
http://www.plato.stanford.edu/entries/Sovereignty
http://thecitizenng.com/public-affairs/undermining-freedom-of-information-act-punch/
http://thecitizenng.com/public-affairs/undermining-freedom-of-information-act-punch/


 
 

ICSSL -2015 | Current Issues in the Settlement of Claims in Fire Insurance Industry in Nigeria 413 

 

LAW International Conference on Social Science and Law 

Current Issues in the Settlement of Claims in Fire Insurance Industry in Nigeria 
 

 

Dr. Y. I. Isa 

Telephone No: 08035895149 

Email – Isayakubu100@gmail.com 

LL.B., LL.M., Ph.D., B.L. 

Nasarawa State University, 

Faculty of Law, 

Keffi. 

 

 

Dr. A.A. Kana 

Telephone No: 08036003675 

Email – abdulkana@yahoo.com / abdul.kana@nsuklaw.edu.ng 

LL.B., LL.M., Ph.D., B.L. 

Nasarawa State University, 

Faculty of Law, 

Keffi. 

 

ABSTRACT 
 

The settlement of claim is one of the principal functions of an insurance company. There would have been no 

need for the insurance industry if there are no losses. The paper noted that the incidence of loss through fire in 

Nigeria is becoming very common and alarming. 

 

Issues of notice of loss are discussed. Where there is a loss the insured must notify the insurance company about 

the loss immediately. What constitutes notice either in writing or oral are discussed. Oral report of an accident 

by the insured or his authorized agent is acceptable as notice. The paper discussed in detail particular of loss 

because loss involves claim from insurance company, and money would be involved. Proof of loss is becoming 

very scientific. The insured has to proof this, not only proving, he has to proof that the loss was caused by the 

peril insured against. The insurance company must require that the loss must be proved beyond reasonable 

doubt. The paper discussed the required claim procedure in fire insurance. All insurance policies contain 

conditions which lay down the procedure to be followed in the event of a loss. The conditions are discussed. 

Fire loss procedures from the company’s view point are discussed. The claim department which handles claims 

is discussed. The head of this department should be handled by matured, reasonable and efficient official who 

should be the claim manager. The paper ended with observations and appropriate recommendations, on the 

emphasis that those who deal with the negotiation and settlement of claims must have sound knowledge of policy 

cover and conditions, and must also be conversant with the relevant insurance laws in the insurance industry. 

 

INTRODUCTION 
The settlement of claim is one of the principal functions of an insurance company. There would have been no 

need for the insurance industry if there are no losses. The aim of the insurance contract is that the insurer agrees, 

in return for the premium paid by the insured, to indemnify or compensate the insured in the event of a loss. An 

insured individual, who has suffered a genuine loss within the meaning and intention of his or her policy, need 

not feel reluctant in approaching his insurance company for the settlement of his claim. Akintayo (1994:19), 

stated that insurance companies are, in effect, trustees of the accumulated premium sums entrusted to their care. 

The beneficiaries of these funds are the policy holders and the individual company’s share-holders. Because 

insurance companies are trustees, they owe a duty to ensure that the funds are not wasted in settlement of 

claims. Any insurance company that indulges in the extravagant settlement of claims would sooner or later be 

out of business to the disadvantage of those who have invested money in it, either as shareholders or as policy-

holders. However there is a duty on the insurance company to make sure that any policy holder who has 

suffered a genuine loss is adequately indemnified for his or her loss. It would be unjust to underpay where there 

is a genuine claim. The reputation of any insurance company depends to a large extent on the nature of claims 

service provided to the public. Some companies  may be run very efficiently in every respect, their policies may 

be delivered promptly and renewals handled properly, but unreliable and inefficient claims departments may 

ruin the reputation of the companies. In most cases, the many policy holders would naturally lose confidence in 

the insurance company the moment they discover that the company is either unwilling to pay, or the company is 

delaying to pay reasonable claims without good reason for doing so. An efficient and quick claims settling 
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service is the most effective form of advertisement for any insurance firm. Genuine claims that are covered by 

the terms of the policy should be settled. 

 

Notice of Loss 
When there is a loss, the insured must notify the insurance company about the loss immediately. Steven, 

(1999:80) informed us that all policies require the insured to notify the insurance company of the loss. The 

notice must be sent to the insurance company without any delay. Akintayo, stipulated in his book that the notice 

must be sent to the insurers within a specified number of days. In most cases, failure to give the notice within 

the stipulated number of days is a breach of the terms of the policy which might entitle the insurance company 

not to pay compensation. Norman (1989:40), stated that notice may be in writing or by telephone or by reporting 

directly to the company in person. Immediately the insurance company receives the notice of the incident, the 

insurer checks its records to ensure that there is cover. This involves an examination of the records in the 

insurer’s office to ascertain that the relevant policy is in force or was in force at the relevant time of the loss and 

that the policy is still in force. If the insurance company is satisfied that the company is liable, it would open a 

claim file and gives a number to the claim which will feature on all correspondence on the claim. In most cases, 

the insurance company will now give a claim form to the insured for completion. The insured will try as much 

as possible to complete the claim form as correctly as possible and will now return the completed claim form to 

the insurance company. It is now the duty of the company to investigate the claim properly to make sure that 

there is a claim, that the insurance company is really liable and that the amount being claimed to be paid by the 

insurance company is reasonable and not exaggerated. Boldwin (2002), in his book titled the New Life 

Insurance Investment argued that a notice given to an agent of the insurers authorized to receive such notice is 

adequate and is binding on insurers. Where the policy specifically requires that notice must be given to the 

insurers at their head office within a specified period, this condition must be complied with for the notice to be 

valid. This was the decision in the case of Brook v. Trafulgar Insurance Co. Ltd (1947), and Poverett 

(1997:200), confirmed this in his book title Fire Insurance Law. 

 

The question is often asked whether there is an implied obligation to give notice. MacGillivray and Parkington 

(p:735) and Collivivan (p:246) concluded that there is no such obligation  as a matter of general principle, and it 

is not necessary to imply such a term in order to given business efficiency to the contract as it is easy for the 

insurance company to stipulate for any notice it requires in the policy. However, Ivamy (2007:80)  advanced 

two reasons why a duty to give notice exists apart from any condition in the policy. There are (a) because the 

loss is within the knowledge of the insured and (b) because such an obligation is imposed by the duty of good 

faith. Good faith means the insured should tell the insurance company all the information he knows about the 

thing to be insured. 

 

These reasons were contested by MacGillivray when he stated that the  first reason was a mere statement of fact 

and that the insured must eventually give notice by issuing and serving a writ to claim for the loss, and not that it 

must be done within a reasonable time (Olusegun, 1992:275). What is important to the insurance company is not 

merely the notice, but is given at the time when the insurer will be able to mitigate the loss or be able to ensure 

the genuineness of the claim. 

 

It was discovered that regarding the second reason, it was the contention that the duty of good faith is faith is 

generally considered to apply before the contract is entered into, but once the contract is completed, the parties 

are bound by express or implied terms in the policy, therefore the consideration about good faith becomes not 

important. John (1997:212) 
 
is in support of such a case when he stated that it is the first basic obligation to give 

notice to a loss. It may be because claimant feels committed to give notice by the fact that they require 

compensation for the loss they have sustained. The court supports the reasoning that notice is just whether or not 

it may be given, but must be given which is tantamount to recognition of a duty.  

 

We observed that the policy normally stipulates that notice must be given within certain number of days. Cassel 

v. Lancashire and Yorkshire Insurance Co. Ltd. (1953), the policy required that notice of any accident must 

be given within 14 days. In this case, the insured suffered an accident in July but he was not aware that it caused 

him any injury until the following March, eight months afterwards. The insured under an accident policy 

suffered injury while he was padding a canoe. He gave notice but this was held not to comply with an obligation 

to given notice within 14 days after the accident, the insurance company was held not liable. We also noticed 

that in the case of Browning v. Provincial Insurance of Canada (1873), a policy on a cargo provided that no 

action should be brought on it unless within 12 months after any loss or damage shall occur. The vessel was lost. 

Some months later the wreck was found and part of the cargo surfaced. The privy Council held that it was only 

then that the time began to run, for not until that time were the facts constituting a total loss ascertained and the 

condition must receive a reasonable interpretation. We can infer from these decisions, that it follows that where 
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there is a stipulation as to time of notice, the obligation on the assured to give such notice within the time is 

absolute, and no excuse shall afford the assured a defence.
51

 We also observed that where an accident occurred 

before the policy was delivered to the assured, but an interim cove was provided, the insurer will not take 

advantage of a condition in the policy which require immediate notice, if there is no reference to the condition in 

the policy or in the cover note.
52

  

 

The present rule as to notice appears to be as contained in section 49 of the Insurance Act 2003, which provides 

policy conditions such as the obligation to give notice of loss can only be enforced by the insurer if it can be 

proved that failure to give the notice is material and relevant to the risk or loss insured against and that default 

amounts to a fraud or constitute a breach of fundamental obligation of the contract.  

 

(a) What constitutes Notice? 

Turner (2001:89),
 
observed that there is no one accepted method of giving notice. Notice of the loss can be in 

writing. Oral report of an accident by the insured or his authorized agent would be acceptable as notice. But a 

letter of claim cannot be taken as notice. This was clearly illustrated in the case of Sanusi v. Norwich Union 

Fire Insurance Society Ltd
 53

.  In that case, the plaintiff wrote through his solicitors to the Insurance Company 

making claim of N2,900.00. The defendant replied that the insured must prove negligence, but the plaintiff 

subsequently brought a claim which was contested by the defendant, that he failed to give notice of the court 

proceedings. The court held that the letter to the defendant in which the plaintiff made a claim cannot be 

construed as notice. We also observed that if a notice is expressly required to be in writing, such a requirement 

can be waived where the notice is received from other sources, for example, announcement on the television. 

Radio or newspaper. Where the insurer received all the necessary information from the police, the Court of 

Appeal held that it was unnecessary for the insured to repeat the same information (Olusegun, 1992:277). The 

insurance company would not claim that there was no notice to defeat the claim except the information received 

is ambiguous. Section 10(2)(a) of the Motor Vehicle (Third Party) Insurance Act (Cap. 126) provides, ‘no sum 

shall be payable by an insurer under the provisions of subsection 1(a) in respect of any judgment unless before 

or within seven days after the commencement of the proceedings in which judgment was given, the insurance 

company had notice of the bringing of the proceedings. In the case of National Employers Mutual General 

Insurance Association Ltd v. London Martins,
54 

Madarikan, held that a letter which merely contains a threat 

that if certain demands were not met within a period stated the solicitor of the plaintiff will carry out further 

proceedings, was not sufficient notice under section 10(3)(a) of the Act. In Deji Adekambi  v. Pacific 

Insurance Company Ltd.,
55

 the court stated that what was necessary was that the notice must be sufficient such 

as to be understood by a reasonable man as to the information of legal proceeding. Yinka(2001:100) stated that 

whether a notice is a condition precedent to insurance company’s liability or a breach of terms in the policy is a 

matter of policy construction. It is important that the policy must be construed as a whole. In some case, it is 

easy to give notice to the insurance company within the prescribed because the right to claim was not known 

until after the time for notice has expired. There could be an accident and the person to give notice may not be 

aware of the accident. We believe some flexible interpretation must be adopted where specified time is 

prescribed. If it is impossible to give notice within the specified time, the insured must give notice to the 

insurance company within a reasonable time thereafter as decided in Williams v.  Lancashire (1902) and 

Cassel v. Lancashire and Yorkshire. 

 

(b) Waiver of Notice  

Notice to insurance company by the insured is very important in any claim. However, insurance company can 

waive this condition for many reasons. If a notice is wrongly sent, it is the duty of the insurance company to 

inform the insured to correct the defect in the notice sent. In the case of Jammal Transport (Nig) Ltd v. 

Arican Insurance Company Ltd.,
56

 the insured gave an informal notice before the time of giving notice had 

expired. The court held that the insurance company should give the insured the opportunity to remedy the defect 

where there is time to do so. In most cases the insurance company will not give such opportunity. In Jammal’s 

case, the court made it clear that the insurance company is obliged to give the insured time to make the 

necessary correction. The waiver was a result of the inaction on the part of the insurance company. The court 

informed the insurance company that they have the duty to point out any defect that will defeat the claim of the 

                                                 
51

 Adamson v. Liverpool and London Insurance (1953) 2 Lloyd’s Rep. 355. Vereist’s Administrative Motor 

Union Insurance Co. (1925) 2 K.B. 798. 
52

 Re Coleman’s Depositories (1970) 2 K.B. 798. 
53

 (1956)WNLR 54. 
54

  (1969)1 N.M.L.R. 236. 
55

  (1976)307 S.H.C. part M. 290 
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 (1971)2 NCLR 145. Wenster v. General Accident Fire and Life Assurance Corp. Ltd(1950)1Q.B. 570 at 530. 
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insured. In the English case of Leckiss v Milestone Motor Policies,
57

 it was informative on waiver and an 

impression that the insurance company cannot refuse a legitimate claim under the guise of improper notice. In 

that case, the policy provided that the insured must provide the insurance company with the full particulars of an 

accident as soon as possible. The insured never gave the information to the insurance company of the accident. 

But the policy authority provided the information. The court held that the insured was not in breach of the 

condition because the insurance company had received all the necessary information within the time limit 

allowed. In this particular case, the decision appears alright, if they had received all the necessary information 

about the accident. It would not do a good image to the insurance company if they had denied liability to the 

insured on the only fact that the policy makes it a condition to the insurance company’s liability. This was the 

position taken by Christopher (2006:48)  in his book the art of Risk Management at page 48. 

 

Particular of Loss 
Loss involves claim from an insurance company. Money is involved to settle the claim. It is therefore very 

necessary and important that accurate particulars of the loss must be given to an insurance company within the 

prescribed time. Particulars of any loss are always stated to be a condition precedent before the claim is settled. 

Particulars of a loss are very vital information to any company. It will put the insurance company in a better 

position to ascertain the nature, extent and character of the loss. Claim procedure involves technical 

administrative work. The insurance company may be put into unnecessary expenses where the claim becomes 

frivolous. It was stated in Wetch v. Royal Exchange Assurance
58

 that no claim was payable unless the required 

particulars were given within a reasonable time. The Court of Appeal held that the production of particulars was 

a condition precedent to recover. Delivery of particulars at a much later time cannot revive the right to claim. 

Sufficient particulars must be given to the insurance company by the insured. Sufficient particulars means, the 

best particulars the assured can reasonable give Mason, 1853). The assured may not be able to receive adequate 

compensation for his loss if he cannot give detailed account of his loss. The insurance company should try its 

best to demand for full particulars of the loss.
59

 This is because a request by the insurer is a condition precedent 

to the furnishing of additional information. Where no demand is made, the assured cannot be held to be in a 

breach of the condition.
60

 

 

Proof of Loss 
In claim settlement, proof that there was a loss, the subject matter of insurance is very important. It is the 

assured that has to proof this, not only proofing, he has to proof that the loss was caused by the peril insured 

against. Certainly the insurance company must require that the loss must be proved beyond reasonable doubt.
61

 

In Regina Fur Co. v. Bossom, 
62

 the insured obtained a policy for his fur under an ‘all risks’ policy. The fur 

was subsequently stolen. He claimed for loss by theft. The insurance company denied liability and put the 

assured to strict proof of the claim that they were in fact stolen. The court held that the burden of proving that 

the loss was by theft was on the assured and in this particular case the burden was not discharged. This is a 

typical case of how the law is not helping in the development of the insurance industry in Nigeria. The insured 

has to proof almost everything. In civil case, which insurance  falls, he who asserts must prove. In Palm Beach 

Insurance v. Bruhns, 
63

 the court held that the onus was on the appellant to tender the insurance policy if he 

was seriously claiming, exemption under any of its provisions. Considering the nature of the case between the 

parties, the first respondent duly discharged the onus placed on him by tendering the certificate of insurance to 

show that a policy of insurance was in existence. 

 

In some situations the losses may fall within an exception. Here the burden of proof will lie on the insurance 

company to state that the loss was not within the coverage of the policy.
64

 in Mokwe v. Royal Exchange 

Assurance,
65

 Nnameka-Agu held that the onus of proving that loss falls within an exception on the insurance 

company. The fact of the case was that the plaintiff insured his shop at Onitsha against burglary in April 1967. 

In October 1967, the shop was burgled. Because of this, the plaintiff claimed for the loss. The insurance 

company contended that there was a civil war between Nigeria and Biafra at Onitsha at the time of the alleged 

                                                 
57

 (1966)2 All E.R. 1972 
58

 (1939)1 K.B. 294 
59

 See Jia Enterprise Ltd v. British Commonwealth Insurance Co. Ltd (1965)NMLR 147, 152. 
60

 Ibid. 
61

 British Foreign Marine Ins. Co. v. Gaunt (1921)AC at P.58. 
62

 1974)AC 279. 
63

 (1990)4 NWLR (pt. 145) 506. 
64

 See Jia Enterprises v. British Commonwealth Insurance Co. Ltd. (1955) NMLR 147. See also Unity Life 

Insurance Co. Ltd. v. Banive (Unreported) Suite No. FCA/U20180 of 3113/81 
65
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loss. The insurance company relied on a clause in the policy which accepted liability for any occasioned by 

happening through or in consequence of civil war riot or happening through civil war riot or commotion. In that 

case the judge decided in favour of the assured by holding (a) that the exception in the policy should be 

construed as a condition and the onus was on the defendant to prove before the court that the claim was within 

the exception and (b) that the defendant had failed to discharge the onus incumbent upon them by proving that 

the loss was occasioned by or happened through or in consequence of the civil war and they could not rely on 

the policy condition as their defence to the claim. The judge asked in this case, whether the defendants 

discharged the onus of proof incumbent upon them? After the review of some of the judicial authorities, 

Nnaemeka-Agu, J.S.C. stated: 

 

“That there was civil war at Onitsha at the time is conceded and I have so 

found. If I am satisfied that the theft was committed by men who were working 

or supporting the work in the interest of the civil war effort or the rebels and 

engaged in the crime of violence of which the motive was not the motive of 

private gear … I should hold on the authorities that the insurance company 

discharged the onus of proof on them of proving that the exception was 

established”. 

 

In the case of death, where the assured disappeared and has not been seen or heard of, for seven years by those 

who, if he were alive, will likely to hear of him, the presumption of death. In the case of death from an accident, 

the onus of proving death lies on the personal representatives claiming under the policy. He must establish a 

prima facie case of accident
66

  as in the case of Prudential v. Edmonds. If an insured person is found drowned, 

the inference to be drawn is that the death was accidental since there is a presumption of law against suicide.
67

 

We beg to observe that in Nigeria most people would have lost interest to claim in any insurance policy after a 

long period of seven years. 

 

General Claims Procedure 

All insurance policies contain condition which lays down the procedure to be followed in the event of a loss. 

The claims condition in all policies stipulate that the procedure would be set in motion by the insured when he 

gives notice to the insurance company that a loss has occurred. The notice should normally be in writing. Oral 

notice is accepted to be followed in writing. The insured can also make a telephone call to the company’s head 

office. The insured’s agent like a broker can give the notice. This is confirmed by Cumminis (1999:10) in his 

book titled changes in the Life Insurance Industry. 

 

In Nigeria, very few policy holders read carefully through their policies before a loss occurs. Because of this 

practice, few ever keep to the policy conditions with regards to notification of a loss. A policy condition may 

stipulate that a loss must be reported immediately when there is a loss. The insured reports four weeks 

afterwards, quite ignorant of the condition in the policy covering notification. This failure to report within the 

stipulated period is a breach of the terms of the insurance contract. An insurance company faced with such a 

situation would be acting entirely within his rights in not wanting to compensate the insured that has suffered a 

loss. Most insurance companies do not hesitate to take advantage of these minor breaches to the disadvantage of 

the insured. 

 

The detailed procedure in the settlement of a claim varies to some extent on the particular branch of insurance 

under which the claim is made. We will consider in detail, the settlement of claims arising under the following 

branches of insurance, namely, fire, motor and life. The main reason for taking these branches of insurance are 

twofold. 

 

(a) Firstly, because they represent the greatest areas of conflict between insurance company and the 

insuring public and  

(b) Secondly, because of the obvious differences that exist between the different classes. 

Dinsdale (1981), motor insurance confirmed these positions in his book in page 30. 

 

Fire Insurance Claims 
All the policies issued in this country specifically provide that on the happening of any loss or damage to the 

insured property, the insured shall forthwith give notice thereof to the company and shall within fifteen days 
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deliver to the company proof of the loss or damage in writing. What this means is that the insured must take the 

first step of giving immediate notice of the loss to the insurance company. The policy generally makes this and 

other stipulated conditions precedent to the liability of the insurance company to pay the insured and until the 

insured complies with these conditions, no liability attaches to the insurance company. We observed that the 

conditions are too many and hard to comply with by the insuring public. This is the opinion of Eric (2001:700),  

in his book titled insurance from underwriting to derivatives. 

 

Immediate Notice of Loss: The aim of this condition to inform the insurance company that a loss in which it 

has an interest has taken place. This is to enable the insurance company to take immediate steps to protect its 

own interest. The insurance company would like to take immediate actions to protect the remaining of the 

subject matter of insurance which we call salvage from further damage. In most cases, like in motor business, 

the salvage is taken away by the police. This becomes a problem for the insurance company to protect the 

salvage. The policy condition provides that the notice must be forthwith or immediate because any delay in 

informing the insurance company of the loss might prejudice the company’s position (Irukwu, 1989:33). Again 

the law is not specific here. What constitutes immediate notice? The insurance companies that do not want to 

pay claims always hide on this, to do so. Notice given a few days or even a week after the loss might not be held 

to be a compliance with the policy condition. In such a situation, the insurance company would be entitled to 

repudiate liability, unless it waives the right not to do so. 

 

We observed that there are no reported Nigerian cases on the subject of notice. It is submitted that where the 

Nigerian courts are called upon to decide on the question as to what constitutes immediate notice within the 

terms of a fire insurance policy, the words immediate would be given ordinary popular dictionary meaning 

(McGillivray, 2004:26). In an English case, R v. Justices of Berhshire (1878),  the court had this to say, per 

Cookburn, C.J. 

 

“it is impossible to lay down any hard-and-fast rule as to what is the meaning of 

the word “immediately” in all cases. The word “forthwith” and “immediately” 

have the same meaning. They are stronger than the expression “within 

reasonable time” and imply prompt vigorous action without any delay, and 

whether there has been such action is a question of fact having regard to the 

circumstances of the particular case”. In this situation, the relevant statute 

provided that something had to be done “immediately” and the court held that a 

delay of say four days was not a compliance with the statute. We believe that the 

decision might have been different had the appellant reasonably explained the 

reasons for the delay”. 

 

Fire Loss Procedure From The Company’s View Point 
When a company is notified of a fire claim, the company would ascertain that the policy on the property 

concerned is in force. If it is, the company would ascertain against whether the claim is a small one, acclaim 

form would be forwarded to the insured for completion. The claim form, amongst other things, would require 

information as to the time, date, and place of the fire, the cause and circumstances of the incident, the nature of 

the insured’s interest, details of other insurances on the property and details of previous claims by the insured. 

 

(a) Particulars of the claim: On the reverse side of the claims form, the insured is expected to state in detail 

the articles destroyed by the fire, the purchase price, the date of the purchase, the value at the time of 

the fire, the value of the salvage, and the net amount being claimed for each article. At the end of the 

claim form, is a declaration signed by the insured as to the truth of the information he has supplied in 

the claim form.
68

 

 

(b) Buildings: If the claim is for fire damage to buildings, no information as to values is required, instead, 

the insured is required to forward repair estimates from builders for the company’s consideration and 

approval. If the insurance company at this stage considers the amount claimed reasonable, a discharge 

form is obtained and a cheque is forwarded to the insured in settlement of the claim. If the claim form 

discloses any unsatisfactory features, or the amount claimed is considered unreasonable, the company 

may send either a claim manager to talk to the insured and negotiate settlement with him or her. When 

an amount to be paid is finally arrived at, a discharge form is sent to the insured for completion and 

settlement. 

 

                                                 
68
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However, section 66(1) Insurance Act 2003 states as follows:
69

 

 

“where a house or other building insured against loss by fire is damaged or 

destroyed by fire and there is no reasonable ground to suspect that the owner 

occupier or other person who insured the house or other building is guilty of 

fraud in respect of the insurance, or of willfully causing the fire, the insurer who 

is liable to make good the loss may, on the request of any person entitled or 

interested in the insured house or building cause the insurance money payable 

to be paid out and expended asset out in subsection (2) of this section. 

 

(2) The insurance money payable under subsection (1) of this section shall be 

paid out and expended towards rebuilding, reinstating or repairing of the house 

or other building so burnt down, damaged or destroyed by fire, unless … 

 

(a) the party or parties claiming such insurance money shall within 60 days 

after the claim is agreed, give security to the satisfaction of the insurer that 

the insurance money shall be paid out and expended as stated herein: or  

 

(b) the insurance money is, at the time, settled and disposed of and among all 

the parties entitled as the insurer may determine with the approval of the 

court on the application of the insurer or any of the interested parties. 

 

(3) Notwithstanding the provisions of subsection (1) of this section, the insurer 

shall have the right to elect whether to terminate the house or building for the 

loss suffered but not exceeding the insured sum”. 

 

Serious Fire Claims 
Jerry (2002:71) stated that when an insurance company is notified of a loss that may likely to be a serious one, 

the company will appoint an independent loss adjuster to handle the claim on their behalf.  

 

As soon as this done, the loss adjuster would be given a copy of the policy under which the claim is made, and 

he would then proceed to the scene of the fire incident. When he gets there, he will take steps to protect the 

savage from further damage or loss. 

 

Salvage is the remains of the subject matter of insurance after a loss. The loss adjuster would determine the 

cause of the fire. From his findings, he will send detailed report to the insurance company. The report will 

include an estimate as to what the loss is likely to cost. He will then obtain a completed claim from the insured 

and provided the property is covered and the policy conditions and warranties have been complied with, the loss 

adjuster will discuss the claim generally with the insured, and on the basis of the information available, an 

equitable amount would be agreed. When the adjuster and the insured have agreed an amount to be paid by the 

insurance company as the total cost of the damage to the insured’s property, the insured would sign an 

acceptance form indicating his or her willingness to accept settlement at the agreed amount. The adjuster then 

forwards his final report together with the claim form and acceptance form to the insurance company for their 

consideration and approval. If the recommended figure is accepted by the insurer, a cheque is sent to the insured 

thus finalizing the claim. 

 

 

CONCLUSION 

Insurance industry in Nigeria is becoming very important industry like banking and telecommunication. It is 

creating positively to the gross domestic product of the nation. It is a large employer of labour. Richard
56

 stated 

that the reputation of any insurance company depends to a large extent, on the reputation of any insurance 

company depends to a large extent, on the importance it attaches to claims services provided by the insurance 

company to its numerous policyholders. A company may be run very effectively and efficiently, its policies may 

be delivered promptly and renewals handled efficiently, but an unreliable and inefficient claims department may 

ruin the reputation of company. People who insured with the company would naturally lose confidence in the 

insurance company the moment they would naturally lose confidence in the insurance company the moment 

they discover that the insurance company is either reluctant to pay, or delay without good reason not settling 

genuine claims. 

                                                 
69

 Ss.66(1) Insurance Act 2003. 
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An efficient and quick claims settling claims is the most effective form of advertisement for any insurance 

company.  

Many insurance companies have claims departments which handle all claims. At the head of this department 

should be a matured, reasonable and efficient official who should be a claim manager. His duties in the 

company in relation to the settlement of claims must follow the following guidelines.  

 

(i) The insurer has the responsibility of seeing that the company neither overpay nor underpay any 

claimant.  

(ii) He must not accept liability for fraudulent claims or claims not covered by the policy. 

(iii) He must insure that the policy holder is paid his fair and adequate entitlements under the terms of 

the policy and this must be done promptly. 

 

Those who deal with the negotiation and settlement of claims must have a sound knowledge of the police cover 

and conditions. They must also be conversant with the relevant insurance laws for all the classes of insurance. It 

is very essential for them to keep up to date with statute and case law.  

 

The efficient and tactful handling of claims is important and this is particularly true when it is necessary 

repudiate liability because a claim is important and this is particularly true when it is necessary to repudiate 

liability because a claim is outside the terms of the contract.  

 

Jerry (2002:71) informed us that in every claim every detail is essential and no feature, however insignificant 

which has any bearing on the subject matter of insurance should be overlooked. May later become of material 

value to the insurers in the settlement of fire claims.   
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Abstract 

 

The major challenges of intellectual property protection globally are counterfeiting and piracy which constitute 

significant clog on economic growth especially in developing countries such as Nigeria.  The menace to 

intellectual property works are carried out by nefarious infringers thus shortchanging right holders’ incomes. 

There are various legal provisions set out to checkmate these activities, such as Copyright Act, Trademark Act, 

Patent and Design Act, likewise institutional framework, for instance, Copyright Commission.  Nevertheless, 

infringement continues to thrive.  The paper therefore examines the effects of infringements of intellectual 

property rights (IPRs) on the owners/right-holders in terms of survival and growth of businesses.   

Owners/right-holders directly suffer adverse effects of infringements in such ways as reduction of incomes 

through low sales, damage of the value of brand, disincentivness, image and goodwill of the producers, 

deprivation of the right holder of royalties.  It also reduces investment capacity of the right-holders, for 

example, production, increases the cost of combating infringement through awareness and enforcement.  

Factors responsible for infringement are mainly availability of supply of the products, easy access to market, 

increase production and distribution technology, demand for the product by consumers and the convenience of 

internet as medium of global networking which infringers exploit.  The paper found that infringement is on 

increase due to access to market, availability of internet and high profile gain seekers.  It was recommended 

that enforcing the existing laws and increase awareness would reduce infringement of IPR for benefit of right-

holders. 

 

Key words: Intellectual Property Rights, Infringement, Owner/Right-Holder and Effects  

 

1.1 INTRODUCTION 

Protection of intellectual property through patents, trademarks and copyrights is critical to ensuring that firms 

pursue innovation, whereas counterfeiting and piracy erode the returns on innovation and slow economic growth 

because of the negative effects on right-holders, consumers and government.  Intellectual property protection is 

right conferred by statutes on an individual or a corporate body with respect to the product of his or her intellect, 

guaranteeing the exclusive control of the exploitation of his work for a limited period (Owoseni , 2001:2).   

Infringements constitute a significant and growing problem facing intellectual property worldwide especially in 

developing countries like Nigeria.  Counterfeiters and pirates target products for which the profit margins are 

high, taking into account the risks of detection, the potential penalties, the size of the markets that could be 

exploited and the technological and logistical challenges in producing and distributing the products.   

 

Recently there has been an alarming expansion of the types of products being infringed, for example, luxury 

items such as clothing and designs.  Others are pharmaceutical products, fast food and drink, medical 

equipment, personal care like soap, detergent even automotive parts such as brake pad, oil filter and so on.  

Today IP related products dominate goods flowing across international borders.  Unfortunately a large 

percentage of these goods are infringing goods (Ladan, 2007:810).  In many parts of the developing world 

today, lack of enforcement of IPR remains the rule rather than the exception.    To check the activities of 

infringers various laws such as Copyright Act, Trademark Act, Patent and Design Act and institutional 

framework like Copyright Commission are put in place.    

 

Despite these legal provisions, infringements of intellectual property rights (IPRs) continue to thrive.   Thus, the 

right-holders cannot safeguard the quality and merchantability of the products both locally and internationally.  

The question then is, what are the factors responsible for it and what effects does this menace have on 

owner/right-holders?   The objective of this paper, therefore, is to examine the effects of infringements of 

intellectual property rights on the owners/right-holders.  The paper would also consider the main factors 

responsible for infringement and conclude by providing measures for reducing the menace of counterfeiters and 

pirates in IPRs to barest minimum for advantage of right-holders in Nigeria.   

 

1.2 CONCEPTUAL CLARIFICATION  

In an emerging field such as intellectual property, some less familiar concepts such as ‘intellectual property 

rights’, ‘infringement’ and right-holders are explained for better understanding of the paper. 

 

mailto:agadaameh2000@gmail.com
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“Intellectual Property Rights” generally refers to the ownership rights over a creative work.  The most common 

types of intellectual property are trademarks, patents and copyrights.  Intellectual property basically has two 

main branches namely, copyright and industrial property.  Copyright deals primarily with literary, musical, 

artistic, cinematographic, sound recording and broadcasts as well as live performances and expressions of 

folklore (Copyright Act, 2004).  Industrial property on the other hand involves patents, trademarks, industrial 

designs and others.  Patent is an instrument that enables the holder to exclude unauthorized parties from making, 

using, offering for sale, selling or importing a protected product as well as product obtained using a patented 

process (Patent Act, 2004).  Trademarks are used to distinguish products from competing products and industrial 

design concerns the ornamental or aesthetic aspect of an article.  Industrial design on other hand, are primarily 

those elements incorporated into mass-produced products that aim to enhance their attractiveness by their 

appearance (Cornish, & Llewellyn, 2007:567). 

 

“Infringement” includes the use of protected works without permission.  Such use of human intellectual creative 

activities without prior consent from the right holder is, counterfeiting and piracy, for example, infringement of 

copyright, patent, or trademark (Blakeney, 2012:5). The consumers unwittingly buy counterfeit or pirated 

products thinking that they have purchased genuine items.  Infringements undermine the ability of right holders 

to recover their investment costs and/or otherwise benefit from their innovative or creative work. 

 

“Right-holders” is a legal entity or person with exclusive right to a protected copyright, trademark or patent, and 

the related rights, that is, producers, performers, and broadcasters (Janssen, 2015). The copyright owner has the 

exclusive right to use and give others permission to use the work.  Further, the copyright owner can assign (i.e 

transfer) the rights of ownership in the copyright to a third party, for example, a creator of a work can donate it 

to an institution through assignment of rights.  Once assigned, the institution would be the sole owner of the 

copyright.  Section 10(1) (Copyright Act, 2004) provides that “copyrights conferred by sections 2 and 3 of this 

Act shall vest initially in the author, but the right-holder may license a portion or all of a protected work through 

regulatory framework and controls the use of their exclusive rights, including reproduction and distribution”.  

However, certain limitation and exceptions related to the interest of public policy override these rights, for 

example, the doctrine of fair use (Second Schedule of Copyright Act, 1988) describes situations such as 

teaching, research and access for the visually impaired. If a protected work such as digital video, audio or 

electronic research content is used without permission, the right holder may pursue legal action against the 

infringer. 

 

1.3 RIGHTS OF OWNERS/RIGHT HOLDERS 

The right-holders’ rights in intellectual property depend solely on the type of work concerned.  There are some 

rights given to the owners of creative works such as reproduction and exploitation rights, motion picture and 

broadcast rights.  Others are translation, adaptation and exhibition rights.  The author of copyright work such as 

musical or artistic (First Schedule of the Copyright Act,2004) enjoys these rights for the period of lifetime and 

70 years after the end of the first year of the death of the author.  Where the work is cinematography films, 

sound recordings and broadcast, it is 50 years after the first year that they were produced or broadcasted to the 

public.  After the aforementioned years, right of the owner of the work ceases and the work falls into public 

domain.  According to Nigerian Copyright Act, copyright owner has both economic and moral rights. These 

allow the owner some rights to derive financial reward from the use of his work and preserve the personal link 

between him and the work.   

 

1.3.1 Economic Rights 

In the modern conception of property, works such as literary, musical, artistic, cinematograph film, sound 

recording and broadcast are property and, therefore, deserve to be protected (Copyright Act, 2004). 

Economically, property means wealth, power, office and capital, for example, an owner/right-holder of 

intellectual property has wealth in his works.  The utmost aim of the IP law is to protect the property of the 

owner by seeing that his labour is not unjustifiably expropriated or reaped by people who are not the producers 

of such labour (Aboki, 2002:76).  Thus, intellectual properties are primarily economic rights and in most cases 

the right owner can get pecuniary compensation for breach of his rights.  The right owner would though he will 

also want to stop anyone else from enjoying these rights and making money which should lawfully be his.  To 

exploit the subject matter of the owner’s copyright, patent or trademark without the owner’s authority is an 

infringement and the owner can enforce such right through civil proceedings.  In addition, technical means of 

copying, for example, photocopier, scanner, duplicating machines, printers and others have increased pirates 

activities considerably.  Infringement, which is the denial of the owner’s right of economic benefit does not 

always have to be for commercial purpose.  Even private copying will normally be infringement unless it falls 

within certain specific exemptions (Second Schedule of Copyright Act, 2004), for example, unauthorized 
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recording of concerts (bootlegging) can be commercially lucrative for the bootlegger, but will cause loss of sales 

of the performer’s authorized tapes.   

 

1.3.2 Moral Rights 

Generally, intellectual property hinges on economic rights of the author, but, many copyright systems, including 

Nigeria recognize the existence of a parallel species of rights known as moral rights.  A moral right was 

introduced at the Rome Revision of the Berne Convention for the protection of literary and artistic works.   Most 

of the countries have recognized for a very long time that the author of a book or other creative works have 

rights beyond his purely economic ones.   

 

There are three aspects of moral rights.  Firstly is the right to be identified as an author (or director of a film) 

whenever the work is published commercially, issued to the public in a film or sound recording, or made public 

in certain specified ways.   Secondly, the author has the right not to have his work subjected to derogatory 

treatment.   This means distortion, mutilation or anything else prejudicial to his honour or reputation as an 

author.  Thirdly, moral right is not to have a work falsely attributed to himself as author.    

 

Moral right includes the right to privacy in a copyright film or photograph, which a person has commissioned 

for private and domestic purposes, copies, may not be issued to the public, and it may not be exhibited or shown 

in public, or broadcast or included in a cable programme service (Cornish). In France, there is an almost 

mystical regard for an author’s moral rights.  In the United Kingdom, by contrast, Copyright law took little 

notice of anything beyond the economic interests of the author until the Copyright Act, 1988 recognized moral 

rights for the first time.  In Nigeria, section 12 of the Copyright Act provides for moral right. 

 

1.4 EFFECTS OF INFRINGEMENTS ON OWNERS/RIGHT-HOLDERS 

Owners/right-holders directly suffer adverse effects of infringements in such ways as reduction of incomes 

through low sales, damage of the value of brand, disincentivness, negative image and goodwill of the right-

holders, deprivation of the right holder of royalties.  It also reduces investment capacity of the right-holders.  

This forms the basis for discussion of this section of the paper. 

 

1.4.1 Reduction of Incomes due to Low Sales  
The main goal for most intellectual property creation is to earn a profit.  The presence of a pirated product could 

have significant implications that make it difficult, if not impossible, to successfully carry out marketing plans, 

therefore, resulting in low sales. Generating profits in IP indicates goods or services are desired by the 

consumers at a reasonable price.  However, where there is a reduction of sales volume due to counterfeit and 

pirated products introduced into the market it has drastic consequences on the right-holders business. This is 

because consumers who purchase counterfeit/pirated products believing same to be genuine would lose 

confidence, get discouraged and retreat from buying such product in future.  Where the consumers are deceived 

to buy infringed materials it translates into a reduction of total demand of the genuine products.  The degree of 

deceptiveness of the infringing product, and the quality of the counterfeit/pirated product in comparison to the 

genuine product also affect the sale.  

 

Losses resulting from decrease in sales have negative effect on owners because the firm would be forced to 

reduce operational output.  This reduction may include laying-off employees, selling equipment or assets and 

underperforming business facilities.  It should be noted that consistent business losses may force the 

organization into bankruptcy. For example, a musician once lamented the rate of infringement and said “if one 

moves upstairs to launch an album, on return to downstairs can meet the infringed copies being sold at lesser 

price”
70

.  This type of situation is definitely capable of precluding right holders from business, he continued.  

Underperforming business may require owner to declare personal bankruptcy, depending on how the firm is 

organized.  Business bankruptcy may be a long and arduous process, depending on the size of the company and 

other aspects relating to business operations, but certainly right-holders are weary of infringement of their 

products which slows down economic growth.  

 

 

1.4.2 Reduction of Investment Opportunities   

The relationship between IP regimes and investment suggest that strong IPR protection provides incentives to 

invest in the development of new products and processes.   It is often argued that strong IPR protection 

stimulates incentives to invest, invent and innovate.  The predicted relationship between IPR and investment 

suggests that high levels of counterfeiting and piracy are likely to discourage innovation and investment.  

                                                 
70

 Personal communication with a musician on 22
nd

 March 2015. 
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Infringement therefore reduces the investment capacity of the right holders, because of shortchange by the 

infringers.  Counterfeiting and piracy can also affect the scope of firm’s activities, for example, less profit in 

brand value may drive companies out of the business, or to reduce their scale of operations.    

 

The effect of counterfeiting and piracy on the economy are undermining of innovations, financial gain of 

criminal networks, effect on environment, effect on employment and foreign direct investment (International 

Bar Association, 2008:11).  Research and development demand alot of resources both human capital and funds, 

thus, if the works are not protected, innovations, development and exploitation of ideas for new products and 

processes for economic growth would be weakened.   That is, the motivation to develop new ideas and products 

will decline especially research and development of new products which require substantial funding, for 

example, pharmaceuticals.   

 

 1.4.3 Compulsory Price Adjustments by Right-holders 
As counterfeiters and pirates do not incur the developmental costs related to the creation of new processes and 

products, they are able to sell products profitably, at lower prices.  This means the presence of counterfeit 

products creates price pressures on the right-holders on primary markets forces right holders to adjust price 

downwards.  In the case of patents, the unauthorized production of a like product put additional merchandise on 

the market, which puts downward pressures on prices.  In the case of trademark and copyrights, lower prices for 

infringing product on the secondary market (where purchasers know the products infringe IPRs) tend to put 

pressure on right-holders to reduce their prices.  This is notably the case in the copyright-intensive industries, 

where infringing products usually are largely interchangeable.  In this, case, a high reduction in demand for 

genuine products might require a significant change of pricing policy by the right holders.  However, under 

certain conditions, the infringement of IPR gives right-holders in some sectors the opportunity to differentiate 

between consumers with respect to their willingness to pay for the authentic products.  Particularly when 

consumers with low willingness to pay decide to buy a cheaper counterfeit good, a rights holder may increases 

the price of the genuine product, aiming at customers with higher willingness to pay.  This, in fact may led to an 

increase in the prices of genuine products accompanied by a reduction in sales volumes.  

 

1.4.4 Negative Impact on Brand Value and Reputation  

Intellectual property theft and commerce in counterfeit and pirated goods are growing at an alarming pace.  

Counterfeiting is no longer limited to the petty items but instead has evolved into a sophisticated black market 

industry involving the manufacture and sale of counterfeit versions of an unimaginable number of products.  

Reports of counterfeit pharmaceuticals, infant formula, automobile parts, batteries, and electronic products have 

potential harm that could be inflicted on consumers and the brand (Arnold & Porter, 2012:2).  Counterfeiters 

and pirates are opportunists motivated by greed and will move whatever products they can through their illicit 

chains of distribution. The harm caused by counterfeiting and piracy cannot be overstated.  Every sale made by 

a counterfeiter is a sale that a legitimate business will never make.  The introduction into the market of a single 

counterfeit product has the potential to undermine and irrevocably damage years of building a business’ 

goodwill and reputation.  

 

The presence of counterfeit products may damage the value of the brand and image of the producers of genuine 

products over time.  This is because counterfeiters and pirates often produce substandard item endangering the 

lives of those who purchase them, for instance, those consumers who believed they were buying a genuine 

article when they in fact buying a fake will be likely to blame the manufacturer of the genuine product if the 

fake did not fulfill expectations, thus creating a loss of goodwill.  If consumers never discovered that they had 

been deceived they may be reluctant to try another supplier and encourage other potential buyers to patronize 

the one they buy from.   These illicit activities steal market share from legitimate businesses and undermine 

innovation with negative implications for economic growth.   This leads to ‘erosion of company name’ or 

‘destruction of brand reputation”.  Examples of these cut across numerous sectors, including consumer 

electronics, information and computers, electrical equipment, food and drink, luxury goods, sports-wear, 

automotive spare parts and car accessories and pharmaceuticals.  

 

 

1.4.5 Deprivation of the Right Holder of Royalties 

Royalties are the proceeds gained by IPR holders for permitting other parties to exercise such rights.  

Infringement deprives the right holder of these proceeds.  Moreover, there may be multiple parties who would 

be affected by lost sales of genuine products, since royalties are payable for different elements of the product, 

where such rights have been licensed and not purchased outright.  The significance of these losses is difficult to 

quantify as no specific datasets about this market are readily available.  
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1.4.6 Increase in the Cost of Combating Infringement 

Right holders can incur significant costs related to combating counterfeiting and piracy, such as modification to 

product design, special packaging, litigation, investigations and related research, assistance to governments.  

Others include campaigns for increasing public awareness and “goodwill” costs associated with settling claims 

by customers who  bought faulty counterfeit products.   

 

Costs are also incurred in raising public awareness of counterfeiting and piracy issues.  This involves educating 

the public and lawmakers through communication campaigns or through other national, international or sectoral 

action groups.  It is emphasized that all the costs presented above do not translate into higher quality for the 

legitimate goods.  The cost of protection against counterfeiting, if saved, could be used for improving product 

quality or making other additional productive and beneficial investments.  Indeed, from the general point of 

view, these costs can be classified as a pure social loss, as no agent directly derives any utility from this 

spending at any point of time.  

 

Protecting products from counterfeiting and piracy can involve substantial investment in the development of 

technological product protection. This could include anti-counterfeiting and product modifications, such as 

holograms or watermarks. In addition, substantial resources can be required to develop anti-counterfeiting 

packaging. In the soft drink industry, for example, considerable sums are invested each year to combat 

counterfeiting via the development and use of non-refillable containers, sophisticated packaging and other 

devices.   IP holders also have costs related to enforcing their rights and providing compensation for the damage 

caused by counterfeits and pirates. These costs are linked to legal actions against counterfeiters, privately funded 

investigations working to track down counterfeiting activities, and co-operating with governments on anti-

counterfeit measures, that is, the training of customs authorities to assist customs officers in their enforcement 

activity.  

 

1.4.7 Raise Costs of Technology Acquisition  

Developing countries frequently base their economy and scientific research on the employment of foreign basic 

technology imported from industrialized countries.  Both areas may be negatively affected by infringement of 

IPR.  The granting of the respective rights allows the inventor to receive high economic rents for the use of the 

invention.  This results counterfeiting and piracy discourages technology transfer because the royalties are 

avoided. 

 

The shift of workers to activities that are associated with counterfeiting and piracy comes at a cost.  The 

working conditions may be poor since the operations to be carried out at places hidden from public eyes.  The 

cost to society of providing patronage through sales to such pirating networks may far outweigh any apparent 

gains from additional employment.   

 

Intellectual property regimes affect both domestic and foreign rights holders.  Weak regimes that tolerate 

counterfeiting and piracy invariably undermine local innovation.  In developing economies, the principal victims 

of weak regimes are likely to be innovative small and medium sized enterprises, which are a major source of 

new jobs in most economies.  

 

1.4.8  Creates Unfair Competition,  
This is directed against acts that are contrary to honest practice in industry and commerce, for instance, 

reproduction of author’s work without prior permission or imitation of the trademark without license.  The range 

of activities and practices, described as unfair competition is very wide.  All acts of such a nature as to create 

confusion by any means whatever with the establishment, the goods, or the industry.  Unfair competition law 

may deal with classical cases of trademark and trade name infringement.  It may supplement protection granted 

by other special industrial property laws, insofar as it may provide for remedies in cases where none are 

available under such laws.   What is unfair or dishonest largely depends on the economic realities at a given time 

and place. 

 

 

1.4.9 Disincentiveness 
The indiscriminate access to infringed products may prevent the right holders from recovering the cost of 

publication or creation, the very incentive that is to be encouraged.   Due to proliferation of information on the 

internet and in other information resources in Nigeria, the negative effects on right holder continue to increase.   

For example, digital technology and the attendant digital convergence of information products now mean 

that different categories of works and data such as texts, sound, pictures and moving images, which used 

to be reproduced independently, can now be compiled in one single medium of fixation such as CDs, 
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VCDs and DVD (Oyewunmi, 2011:10).  It has capacity for reproduction and ease of transmission without 

loss of quality which has brought about new copies identical to the originals stored in CDs or DVDs.    
 

Accessibility of counterfeit or pirated goods also put downward pressure on the price of the authentic product, 

causing a further decline in a right-holders’ revenue.  Oladipo (2003:116)
 
once remarked that “the internet 

combines the capability of the mails, the fax, the phone, video, graphics, credit card, archive systems and 

more in a single, low cost, world-wide interactive computer network”.  This network brings together the 

clients, professionals, dealers, brokers, market quote vendor, banks, government and more in an 

electronic environment that knows no sovereign. This is beyond the reach of any single regulator, respects 

no geographical boundaries and applies no known law. 

 

Additionally, a company’s brand may be damaged when consumers who are unaware they have purchased a 

counterfeit good blame the maker of the genuine product for the poor quality of the product they have brought.  

Right holders with small businesses are unlikely to have the financial resources to protect themselves from 

intellectual property theft or pursue enforcement actions when facing losses.   Also protecting intellectual 

property from the start can be time-consuming, for example, even with recent improvements in the patent 

review procedure, new applications take approximately three years to fully process in Nigeria.  The large costs 

associated with intellectual property infringement may mean that some firms are forced out of business before 

the infringement investigation is completed.  

 

The benefits of innovation for economic growth and development are increasingly threatened by infringements 

of IPR worldwide.  The problem of counterfeiting and piracy has far-reaching consequences and requires a far-

reaching cooperative solution.  Nigeria counterfeiting activities and piracy cost rights-holders several billions of 

Naira yearly between June 2012 and December, 2014 the counterfeited and pirated materials worth over N14 

billion was lost to infringers
71

.  

 

1.5 FACTORS RESPONSIBLE FOR INFRINGEMENTS OF IPRs 
Factors responsible for infringement are mainly availability of supply of the products, easy access to market, 

increase production and distribution technology, demand for the product by consumers and the convenience of 

internet as medium of global networking which infringers exploit. 

 

1.5.1 The Convenience of Internet as Medium of Merchantability 

The availability of internet has provided counterfeiters and pirates with a new and powerful means to sell their 

products via auction sites, stand-alone e-commerce sites and email solicitations.  The online environment is 

attractive to counterfeiters and pirates for a number of reasons including that the relative ease of concealing and 

deceiving consumers their true identity limits the risk of detection. There is flexibility in use of internet for 

infringers located anywhere in the world to establish online merchant sites quickly.  Such sites can also be taken 

down easily or, if necessary, moved to jurisdictions where IPR legislations and/or enforcement are weak.  

 

Infringement undermines competitive position, reduces opportunities and profits for right holders due to the 

sales of illegal, low-cost imitation.  Due to this, trade secret have been stolen, sales and royalty/licence fees have 

been diminished and brand names and product reputation have been damaged (Peg, 2011).  Losses of copyright 

are due to the low cost of digital replication, the convenience of the internet as a medium of exchange for these 

products, and market access limitations that may stimulate demand for infringing products.  

 

There is no provision in the Nigerian Copyright Act or other relevant legislation instituting a notice and 

takedown mechanism.  However, International Intellectual Property Index – an Anatomy of Nigeria’s 

Intellectual Property Environment Nigeria of 2014 was scored 9.81 over 30.  Thus ranking was 25
th

 out of 30 

countries identified (www.theglobalipcenter.com, 2014).  This means that rate of piracy is still very high.  There 

is legal challenge where piracy is committed online because right holders of such works are unlikely to get 

succour from Nigerian courts due to inadequate or non statutory provision to curb internet infringement. 

However, National Communication Commission provides Guidelines for Internet Service Provider in Part II 

thus:  

 

“Internet Service Providers must ensure that users are informed of any statements of 

cybercrime prevention or acceptable internet use published by the Commission or any other 

authority, and that failure to comply with these acceptable use requirements may lead to 

criminal prosecution, including with respect to: (a) unlawful access or fraudulent use of a 
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 Sourced cumulatively through Nigerian Copyright Commission website. 



 
 

ICSSL -2015 | Analysis of the Effect of Infringements of Intellectual Property Rights on 

Owners/Right-Holders in Nigeria 

428 

 

LAW International Conference on Social Science and Law 

computer (b) identity theft, impersonation or unauthorized disclosure of access codes; (c) 

unlawful interception, or any form of system interference, (d) violation of intellectual property 

rights and (e) any other use for unlawful purposes, including terrorism, promoting racial, 

religious or other hatred or any unlawful sexual purposes
72

. 

 

The above does not provide for enforcement mechanism for eradicating counterfeit and piracy in Nigeria rather 

are mere guidelines.  Similarly, the Nigerian Copyright Commission is handicapped to track down the sources 

of digital piracy and is so hampered on effecting enforcement.   It should be noted that the available legal 

protection in Nigeria for computer software is not adequate. This inadequacy is accentuated by the intricate and 

specialised nature of this aspect of digital technology and the difficulty of identifying infringements of such 

digitized copyright materials, coupled with the incredible speed at which information and data can be 

electronically transmitted over long distances. Other related problems include the advances in information 

storage and compression technologies, the distribution, re-distribution, transmission or reproduction of computer 

generated data within shortest time. 

 

1.5.2 Low Penalties Provided for Infringers:  

Inadequate sanction on infringers encourage infringement, for example, sections 61 and 62 of the Trademark 

Act provides “any person who makes a representation that an unregistered trademark is registered, or that a 

registered trademark is registered in respect of goods for which it is not registered, or that registration confers 

exclusive right when in fact, it does, not shall be liable on summary conviction to a fine not exceeding 200 

Naira”.   Also section 3(3)(a)(b) of Merchandise Mark Act provision is grossly inadequate punishment for 

infringement, for example, if the matter is determined by the High Court the infringer is liable to 2 years 

imprisonment or a fine and if before Magistrate court the infringer is imprisoned for 6 months or a fine of 

N100.00. 

 

The penalty for infringement is not sufficient to deter the potential offenders.  The only remedy for an owner is 

civil action in court.  There is no provision in the law for criminal prosecution except in the area of copyright 

where the owner can institute a criminal action through the Nigerien Copyright Commission.  Also sections 372 

to 380 of the Penal Code create various offences similar to the Merchandise Marks Act, including counterfeiting 

a property mark (section 375) making a false mark (section 378) and tampering with property marks (section 

380).  Terms of imprisonment range from one to three years or a fine or both.  The punishments prescribed by 

Penal Code are very mild. 

 

Section 13 of the Merchandise Marks Act states that:  “no prosecution of an offence against an act shall be 

commenced after the expiration of three years after the commission of the offence or one year after the first 

discovery of the commission of the said offence, whichever time expires first”.  The time limitation placed on 

the complainant is indeed a major problem.  This is because there are several of factors that need to be 

considered prior to filing a complaint.  Therefore, the limitation seems rather impractical and unjustifiable 

particularly criminals would take advantage of this provision and escape the long arm of law.   It is considered 

that since the proprietor’s rights remain valid as long as the trademark is renewed, he should not lose his rights 

to the time limitation of possible criminal prosecution.  

 

1.5.3 Profitability of the Counterfeit and Pirated products  
Another main factor responsible for infringement of intellectual property rights is profitability of counterfeited 

product because there is no taxation on it.   Infringers target products where profit margins are high, taking into 

account the risk of detection, the potential penalties, the size of the markets that could be exploited and the 

technological and logistical challenges in producing and distributing products.  Prices are affected by socio-

economic factors, which differ among economies.  If the substandard products are priced at the same level as 

genuine items, right holders would not lose much.  The infringers may lower the price of their products so as 

lure the consumers into buying them.  Counterfeiters and pirates infiltrate distribution channels with products 

that are often substandard.  Consumers unwittingly purchase these products, thinking that they are genuine. 

   

1.5.4 Low Detection of Counterfeit and Pirated Products 
Detection of counterfeit and pirated items are difficult some times.  Penalties for the offence are too meagre, 

shortage of genuine product and then courts too award very low amounts of damages as compensation for 

infringement.  Counterfeit drugs pose public health hazard, diminishes right-holders’ income, and reduces the 

incentive to engage in research and development and innovation.   
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Open markets are the incentive to unscrupulous traders of the considerable business profits which may be made 

from free-riding on the creative efforts and investment of others.  This is done by passing off imitations of 

desired products at a cost lower than those which are incurred by the producer of genuine products.  Secondly, 

the consumers demand and the public perception sustains piracy and counterfeiting as innocuous infractions.  

Thirdly, the failure of the public authorities and commercial organizations to communicate to the consuming 

people of the dangers for the use of unauthorized products accounts for infringement.   

 

1.6 CONCLUSION  

Counterfeiting and piracy are detrimental to the proper functioning of competition.  Since counterfeit and 

pirated goods are, by definition, substitutes in the economic sense for lawfully marketed goods which they 

imitate, the divergences in the cost base for illegal operators will also give rise to differences in the conditions of 

competition for the lawful operators.  Counterfeiter and the producers of pirated goods are saved the research 

and development costs and the marketing costs of legitimate traders.  Their free-riding enables them to capture 

an increasing share of the market, thereby producing distortions in the conditions of competition and to 

diversions of the natural trade flows of legal goods.  The phenomena of counterfeiting and piracy thus lead to 

the loss of turnover and market shares by legitimate business who, additionally, suffers the loss of future sales 

from the loss of brand image with their customers.  The spread of counterfeit and pirated products leads to a 

prejudicial downgrading of the reputation and originality of the genuine products whole businesses gearing 

continued spending huge sums with a unit their publicity to the quality and rarity of their products.  This 

phenomenon also involves additional transaction costs for businesses (costs of protection investigations, expert 

opinions and disputes) and in certain cases may even lead to tort actions against the de facto right holder of the 

products marketed by the counterfeiter or pirate where the proof of good faith is in doubt. 

 

The paper found that infringement is on increase due to access to market, availability of internet and high profile 

gain seekers.  There are two principal challenges in combating counterfeiting and piracy namely, to find ways to 

enhance enforcement, and to raise awareness of counterfeiting and piracy issues. Also there is need to detect and 

undermine counterfeiting and piracy at the point where infringement originates.  Actions are also required to 

keep the internet from becoming a prominent distribution channel for counterfeit and pirated products.  

Multilaterally, ways to strengthen the existing framework and practices could be explored.  Strengthening of 

civil and criminal remedies to more effectively reduce the harm caused to right holders, expanding border 

measures and increasing information disclosure are important.  Furthermore, at the governmental level, 

cooperation with industry and among various section of government should be strengthened.  Development of 

effective policies and practices would benefit from more regular assessment, through peer review and related 

examinations.  Information base needs to be strengthened.  Improved information would enable more far-

reaching analyses to be carried out on the magnitude and effects of counterfeiting and piracy on economies. In 

turn, this would provide governments and other stakeholders with a firmer basis for developing more informed 

and effective policies and programmes to combat the illicit practices.   

 

It is concluded that due to the importance of intellectual property protection, the country must take urgent legal 

and policy steps to safeguard the multiple gains of intellectual property rights for owners.  
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ABSTRACT  

Electron petition cases and the Legislative enactments relating thereto are said to be sui generic: meaning that 

they belong to a class of their own. The public result oriented nature of this area of the law, compels all courts 

and tribunals charged with the resolution of electoral disputes to adopt the pragmatic approach whereby 

consequences are elevated above   factual and legal realities. The pragmatic approach tend to portray the 

courts, particularly the apex courts as “political courts” whose intention is to preserve the polity against 

uncertainty and political upheavals. This discourse has therefore analysed the substance and scope of 

pragmatism in the adjudicatory role of the courts in electoral disputes and its consequences on the growth and 

sustenance of the polity,  democracy and the rule of law. Our position is that the law as a weapon of social 

engineering, should strive towards the emergence of good governance through fair play in the electoral process. 

It then follows that the construction of electoral laws should be purposeful and dynamic as a rigid application of 

the Sui generic doctrine may occasion a miscarriage of justice in election petition cases. The role or duty of the 

courts to construe the provisions of electoral statutes should be one guided by pragmatism and conservatism so 

as to strike a comfortable balance between competing political and social interests. 

 

INTRODUCTION 

In the case of Alh. Atiku Abubakar v. Alh Umaru Musa Yar’adua ((2008) 19 NWLR (Pt. I120) P.I.), the 

Supreme Court of Nigeria was called upon to construe the combined and/or individual effect of two English 

words, namely ‘any’ and ‘or’ as used in section 145 (1) of the Nigerian Electoral Act, 2006. The subsection 

provide that an electron may be questioned on any of the following grounds;  

 

(a) That a person whose election is questioned was, at the time of the election, not qualified to contest the 

election; 

(b) That the election was invalid by reason of corrupt practices or non-compliance with the provisions of 

this Act. 

(c) That the respondent was not duly elected by majority of lawful votes cast at the election., or 

(d) That the petitioner (the political party) or its candidate was validly nominated but was unlawfully 

excluded from the election.  

 

The apex court, in the exercise of this onerus duty, focused on consequence at the expensed a factual meaning 

(intention of the Legislature) and the possibility of the truth. It is a firmly entrenched policy of the Courts, 

particularly the apex Courts, the world over, to use their interpretative jurisdictions to avert adverse political 

consequences on a polity arising from their decisions, no matter how genuine and legalistic. But a balance 

should be struck between consequences and reality as embodied in the facts of each case. This is so because 

heavens will not fall simply because justice is done as heavens rest on the pillars of justice. I am humbly of the 

view that the justices of the apex court were purely pragmatic in the exercise of their interpretative jurisdiction 

in the case under review. The situation the Nigeria may be captured in the views of an American  jurist to the 

effect that: 

 

The word that best describes the American, judge at all levels of our judicial hierarchies 

and yields the greatest insight into his behaviour is “pragmatist”  (more precisely, as I 

shall explain, “constrained pragmatist”) It is not all that is left after legalism, extreme 

attitudinalism, and the compulsion of comprehensive theory are rejected as being 

inadequately descriptive of judicial behaviour. But it is a lot. Brian Tamanaha estimates 

that  more American judges fit the pragmatic label than any other, but it would be move 

accurate to say that most American judges are legalists in some cases and pragmatists or 

others; for remember that legalism is pragmatic tactic, though it  need not be only that. And 

many judges of either inclination encounter cases in which neither set of techniques work. 

The legalist techniques run out but the consequences of the decisions are unknown; or 

perhaps a strong moral or emotional reaction (maybe indignation aroused by the conduct of 

one of the parties) overrides both of legalistic response and concern with consequences. 

Nevertheless, the pragmatic vein in American Judges is wide and deep (Posner, 2010:230-

231). 
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The Nigeria Judge is also deep and wide in the pragmatic vein for obvious reasons. A judge is a generalist who 

writes an opinion (judgment) under pressure of time in whatever case, in whatever field of law, as assigned to 

him. Lack of originality is no problem for the judge. He must write the opinion assigned to him whether or not 

he has an original thought about any issue in the case. Especially if he is the presiding judge, he may have some 

choice of which case to write the majority opinion in, but it is a choice only among the cases that he has been 

chosen by random assignment to hear as part of a randomly chosen panel of judges of his Court. Apart from the 

fact that the judge cannot be expected to have an original thought in every case because of the volume of cases 

and lack of choice and  of specialization, he also lacks stability and continuity which are highly valued qualities 

in any legal system. His freedom of action is also hampered by the need to compromise with other judges who 

may be less adventurous than him, in order  to command a majority thereby minimizing the  incidence of 

dissenting voices (Posner, 2010:206). 

 

Pragmatism finds expression in precedents, rigid application of dry letters of the law and overwhelming 

heartbeat of public sentiments and opinion. Given the prevailing acrimony between the first Appellant herein 

(Alh. Atiku Abubakar) and the then former Head of State (Chief Olusegun Obasanjo), one would believe that 

any pronouncement against the 1
st
 Appellant is justified. But the apex court ought to have balanced this clash of 

values and political interests on the one hand with the constitutional and equitable rights of the appellants to be 

heard on all issues before the court at their instance. According to Friedman (2008:56):  

 

The clash of values and interest, the conflict between different judicial approaches, is no 

less marked in the interpretation of statutes than is in the common law. The controversy 

between the “literal” and “liberal” theories of statutory interpretation corresponds closely 

to that between the adherents of a static and a dynamic interpretation. The former regards 

the interpretation of a statute as essentially an exercise in grammar, based on a strict 

distinction between the legislative and the interpretative function. The latter regards it as a 

process of purposeful collaboration based on an understanding of the legislative purpose, 

for which the rules of Heydon’s case or Plowden’s celebrated note on Eyston V. Studd can 

still serve as a guide. 

 

The apex court only made a salutary allusion to the authoritative and age long warning of the English  Master of 

Rolls against the tendency on the part of judges to deviate from, rather than seek the intention of parliament 

while interpreting statutory provision
73

. The  jurist had warned that: 

 

We do not sit here to pull the language of Parliament and Ministers to pieces and make 

nonsense it. That is an easy think to do, and it is a thing to which lawyers  are too often 

prone. We sit here to find out the intention of Parliament and Ministers and carry it out, and 

we do this better by filling in the gaps and making sense of the enactment than by opening it 

up to destructive analysis (Asher, 1949). 

 

The apex court went ahead to open up the provisions of subsection 145(1) of the Electoral ACT, 2006, though 

fully armed with the above authoritative words which were metaphysically carved on stone. The court forgot 

that: 

 

In order to form a right judgment when the letter of a statute is restrained, and when 

enlarged, by equity, it is a good way, when you peruse a statute, to suppose that the law-

maker is present and that you have asked him the question you want to know touching the 

equity; then you must give yourself such an answer as you imagine he would have done, if 

he had been present---And if the law-maker would have followed the equity, 

notwithstanding the words of the law---you may safely do the like (Friedman, 2008). 

 

The construction given to this section of the Electoral Act in question, is with utmost respect to the Justices of 

the apex court, most unimaginable and a blinkered way to lay down the law. This takes us back to the bad old 

traditional literal-minded approach with the judges looking for the solution in the dictionary. We are fortified in 

own view by the reflection that it is almost inconceivable that the parliament could have intended that any of the 

conditions for seeking an electoral relief listed in section 145 of the Electoral Act, 2006, would have been 

excluded thereby denying the petitioners their right to fair hearing in respect of that ground. The only way out is 

for the justices of the apex court to look at the sprit of the statute. According to Lord Denning: 
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 Per Tobi JSC (as he then was) at page 136 of the Report under review. 
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During the last 50 years, the golden rule has been abandoned. The judges always say that they 

look for the intention of the Legislature. That is the same thing as looking for its purpose. 

They do it in this way: they go by the words of the section. If they are clear and cover the 

situation in hand, there is no need to go further. But if they are unclear or ambiguous or 

doubtful, the judges do not stop at the words of the section. They call for help in every 

direction open to them. They look al the statute as a whole. They look at the social conditions 

which gave rise to it. They look at the mischief which it, was passed to remedy. They look at 

the factual matrix: they use every legitimate aid. By this means, they clear up many things 

which would be unclear or ambiguous or doubtful (Denning, 1983:98). 

 

The apex court stopped at the words of the section. They neither called for help nor used every legitimate aid in 

every direction open to them. Had they, they would have discovered that Maxwell to which they made a salutary 

reference had interpreted the word “or” in the conjunctive and inclusive sense rather than the disjunctive and 

exclusionary sense used by the court. Maxwell had opined that: 

 

 In ordinary usage, “and” is conjunctive and “or” disjunctive. But to carry out the intention 

of the legislature, it may be necessary to read “and” in place of the conjunction “or” and vice 

visa (Maxwell , 2005:232).  

 

The usage here is not ordinary. It is legal with particular application to electoral petition. They did not look at 

the statute as a whole. Had they, they would have discovered that paragraph 50 to the First Schedule dealing 

with the Rules of procedure for  Election petitions incorporated by reference the Federal High court (Civil 

Procedure) Rules under which principles, law and practice in ordinary civil actions such as  alternative claims 

are extended to election petitions cases. The section provides: 

 

Subject to the express provisions of this Act, the practice and procedure of  the Tribunal or the 

Court in relation to an election petition  shall be as nearly  as possible, similar to the practice 

and procedure of the Federal High Court in the exercise of its civil jurisdiction and the civil 

procedure Rules shall apply with such modifications as may be necessary to render them 

applicable having regard to the provisions  of this Act, as if the plaintiff and the respondent 

were respectively, the plaintiff and the defendant in an ordinary civil action
74

 

 

The effect of this provision is to ameliorate the effect of the  “Sui generis” doctrine and thereby ensure a liberal 

approach to the construction of the provisions electoral laws. Thus:  

 

Election petitions being special in nature must always be considered with some degree of 

liberality. Also, election petitions being sui generis are very important from the point of view 

of public policy, because of the public policy consideration involved, the duty of the Election 

Tribunal to hear and determine election petitions must be shorn of technicalities but rooted in 

substantial justice. It is no longer an avant garde that justice in this country is not fettered by 

technicalities but founded and guided by a desire to do and secure the attainment of 

substantial justice
75

 

Again, the Sui generis doctrine is meant for the construction of a statute in its entirety and not to a particular 

section thereof as was the case here. Thus, in Buharri v. INEC,
76

 the Supreme Court held that: 

 

The whole concept of election petition being  Sui geheris  is to protect the peculiarity of the 

petition in terms of the reliefs sought, the time element and the peculiar procedure adopted for 

hearing of the petition and all that. The  Practice Directions, 2007 is a classic example of 

referring to election petitions as Sui generis. No single section of the Act or paragraph of the 
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 Section 151 of the Electoral Act provides that the rules of procedure to be adopted for election petitions and 

appeals arising therefrom shall be those set out in the First Schedule to the Act. See also Okereke v. Yar, 

Adua (2008) 12 NWLR (Pt. 1100) 95 at 115-116. 
75

 Saidu v. Abubakar, (2008) 12 NWLR (Pt. 1100) 201 at 302. see also Nwobodo v. Onoh (KS4) ISCNLRI at 

114., (2008) 5 NWLR (Pt. 1080) 227 were Oguntade JSC held that: “A Court must shy away from submitting 

itself  to the constraining bind of technicalities. I must do justice even if the heavens fall. The truth of course 

is that when justice has been done, the heavens stay in place” 
76

 ( 2008) 19 NWLR (Pt. 1120) 246 at 379-350 
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schedule to the Act can qualify for the term Sui generis. It is the total jurisprudence of election 

that is Sui generic, not a section of the Act or  schedule to the Act. 

 

The apex court surprisingly held tenaciously to the dry letters of section 145 of the Electoral Act. 2006 and 

pulled the language of Parliament and of Ministers to pieces and made nonsense of it
77

  

 

In the middle of the 19
th

 century, the judges spoke of a “golden rule” by which statutes were 

to be interpreted according to the grammatical and ordinary sense of the words. Even if it 

gave rise to unjust results which Parliament never intended, the grammatical meaning must 

prevail. Although speaking of the grammatical meaning, they took the literal meaning. They 

stuck to the letter. That is the way in which the Pharisees interpreted the fourth commandment 

about the Sabbath day. It ordained that on it “thou shall do no manner of work”. It so 

happened that, on the Sabbath Day, as the disciples went through the cornfields, they began 

as they went, to pluck the ears of the corn. The Pharisees said to Our Lord: “Behold, why do 

they on the Sabbath Day, that which is not lawful”? He replied: “The Sabbath was made for 

man, and not man for the Sabbath”  And St Paul put the principle, saying; “The letter kelleth, 

the spirit giveth life “(Denning, 97-98) 

 

Suffice it to say that the justice of the case under review was crucified on the alter of  the dry letters of section, 

145 of the Electoral Act, 2006 which the apex court failed, refused and rejected to give spirit. The apex court 

also failed to look at the mischief which The Electoral Act, 2006 was passed to remedy. Had they, they would 

have discovered that section 145 of the Act was passed to guard against fraud, favouritism and manipulations on 

the part of the Electoral umpire against a particular group of participants in the electoral process.  

 

A good an acceptable election must exhibit, inter alia, the following ingredients: 

 

(a) Transparency and neutrality 

(b) High level of integrity 

(c) Credibility, courage and dedication and  

(d) Acting in accordance with the law 
78

 

 

The Supreme Court also failed to look at the “factural matrix” of the case. Had they, they would have 

discovered that it was the bitterness and rancour that characterized the relationship between the former Head of 

State and the 1
st
 Appellant herein that gave rise to hatred, manipulations and discrepancies that marred the 

electoral process. According to Tobi JSC (as he then was): 

 

Election, particularly in Nigeria, is a very emotional and quarrelsome matter, it is a matter 

where Nigerians fight to a finish. In the circumstances, words in an Act policing it cannot 

afford to be vague and nebulous
79

 

 

No legal mind worth its training and call would deny the fact that the words of section 145 of the Electoral Act, 

2006 are  vague and nebulous, and the apex court did nothing to clear up this unclear, ambiguous and doubtful  

provisions for the benefit of the electoral process and growth of democracy in Nigeria. 

 

 

FACTS OF THE CASE 

Presidential election was held in Nigeria on the 21
st
 day of April, 2007 to fill the office of the President and 

Vice-President of the federal Republic of Nigeria. The election, which was held nation-wide by the 4
th
 

respondent, was contested by candidates from 25 political patties. The 1
st
 and 2

nd
 appellants contested as 

candidates of the Action Congress (AC). The 1
st
 2

nd
 respondents contested the election as candidates of the 3

rd
 

respondent, Peoples Democratic Party (PDP). The Chief Returning Officer of the 4
th

 respondent, returned the 1
st
 

and  2
nd

 respondents as duly elected President and Vic-president respectively of the Federal Republic of Nigeria. 

The appellants were not satisfied with the return of the 1
st
 and 2

nd
 respondents by the 4

th
 respondent and 

consequently filed an election petition before the Court of Appeal  challenging the said election on all the 

grounds in subsection 145 (1) of the electoral Act, 2006. At the conclusion of the hearing of the petition, the 
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Court of Appeal dismissed the petition. Dissatisfied with the judgment of the Court of Appeal, the appellants 

appealed to the Supreme Court
80

. 

 

ISSUE (S) FOR DETERMINATION 

Several issues called for determination in this case. But the particular issue(s) which prompted this review or 

discourse is the construction by the apex court of subsection 145 (1) of the Electoral Act, 2006. The issue (s) 

runs thus: 

 

Upon a dispassionate interpretation of section 145 (1) of the Electoral Act, 2006, whether the 

appellants who complained of total exclusion from participation in the election could still 

rightly challenge the outcome of the  election under any of the grounds stated in section 

145(1) (a) (b) and (c) of the same Electoral Act.
81

 

 

It was the contentions of counsel to the 1
st
 and 2

nd
 respondents that the ground under section 145 (1) (d) of the 

Electoral Act relating to the exclusion of a candidate from contesting the election and the three (3) earlier 

mentioned  grounds provided under section 145 (1) (a), (b) and (c) relating to disqualification of a candidate 

who was returned, corrupt practices and non-compliance with the provision of the Act and failure of the 

respondents to secure majority of lawful votes cast in the said election are mutually exclusive. They cannot be 

lumped together as was done in the instant case. It was further agued that a candidate who is complaining of 

exclusion at an election does not have the locus standi to challenge the result of the election based on other 

alternative grounds. In other words, that alternative claims are not applicable to election petition cases. It was 

finally submitted in this respect, that the wordings of this section are very clear, simple and unambiguous and 

should therefore be given their ordinary literal meaning
82

 

 

LEAD JUDGMENT- (Katsina-Alu, JSC) 

In his lead judgment, His Lordship agreed with the Court of Appeal that the Appellants’ alternative claim 

founded on grounds (a), (b) and (c) of section 145 of the Act be and was accordingly struck-out, leaving for 

consideration the appellants’ claim founded on ground (d)   of section 145 (1) (d) of the Act. According to His 

Lordship: 

 

The effect in law of a petitioner claiming exclusion under section 145 (1) (d) of the Act, is that  

he has shut himself out from presenting his petition under any of the grounds stipulated in 

section 145 (1) (a), (b) and (C) as none of the grounds can still avail him. This is so because, 

the effect of the exclusion ground if successful, would render the election void and a fresh 

election would be ordered pursuant to section 147 (1) of the Electoral Act, 2006. Clearly, it 

will be seen that the ground of unlawful exclusion cannot stand with any other ground as 

presented in the instant petition. This would be tantamount to approbating and reprobating 

which the law frowns at
83

 

 

His Lordship failed to inform us of what would happen if the ground for exclusion fails and the matter is made 

more complex by the fact that there are no grounds or justification known to law for choosing one claim at the 

expense or exclusion of the other without denying the party seeking a relief on the excluded claim his right to 

fair-hearing there on. This is so because: 

 

The function of a curt is that of an unbiased umpire who critically examines all matters put 

before it by a party who is of the opinion that his rights have been infringed upon and that of 

his opponent who is saying otherwise and who comes to a just decision.
84

 

 

The doctrine of fair-hearing is a constitutional matter and the courts have agreed that the Electoral Act is an 

inferior legislation to the constitution.
85

 The position taken by His Lordship in justification of his judgment 

which is to the effect that grounds (a), (b) and (c) of section 145 (1) of the Act are separated from ground (d) 
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thereof by the word “or” which according to him, has a disjunctive as opposed to conjunctive meaning,
86

 cannot 

stand the overwhelming authorities to the contrary. This is because the grounds and indeed the claims are in the 

alternative and not cumulative. 

 

THE CONCURRING VOICES – (Kutigi JCN, Tobi JSC, Musdapher JSC& Onnoghen JSC,) 

These, like the leading voice, followed the pragmatic approach, all belonging to the pragmatic school of 

thought. They advocated a radical empiricism in which propositions would be evaluated by their observable 

consequences rather than their logical antecedents-advocated, in other words, an extension of the scientific 

method into all areas of inquiry.
87

  

 

“The observable consequences” in this case, which the justices of the apex court used their interpretative 

function and jurisdiction to avert is the political turmoil that would have followed the nullification of the 

election of the respondents herein. Nonetheless, on a pragmatist view, our ideas, principles, practices and 

institutions simply are tools for navigating a social and political world that is shot through with indeterminacy 

(Knight & Johnson, 2007). 

 

The freedom of action of concurring judges is hampered by the need to compromise with other judges who may 

be less adventurous than they, in order to command a majority. The appellate judge, writing what he hopes will 

be the majority opinion, is writing in the first instance for his fellow judges, with at least a glance over his 

shoulder at the Supreme Court, with a sense of writing to be persuasive to judges of other courts who may 

someday be faced with a similar case, and with a desire to provide guidance to the bar. Nevertheless, the view 

that the growth and progressive development of our law, particularly, our public law will be greatly assisted if 

judges form the habit of practicing or exhibiting independence of thought and action, may prevail (Oguntade, 

2009:19). 

 

Though all the concurring voices in this case followed the same tradition (with which we disagree), my Lord 

Hon. Justice Niki Tobi, JSC (being who he naturally is) made an impressive acting which cannot be glossed-

over in this discourse for whatever value if may serve. His Lordship began this way: 

 

Section 145 (1) provides four (4) grounds for questioning an election. There is no dispute 

about that. The only dispute, and a very vibrant and deep one, is whether a petitioner who 

seeks relief in section 145 (1) (d) can in the alternative, also seek relief in section 145 (1) (a) 

(b) and (c). The main object of interpretation of statute is to discover the intention of the law 

maker, which is deducible from the language used, and so where the language of a statute is 

plain, clear and unambiguous, the duty of the court is to interpret the language in its strict 

grammatical meaning to convey the intention of the law maker.
88

    

 

We humbly disagree with His Lordship on the role and effect of “intention seeking” in the construction of 

statute. We have shown in an our introductory discourse that the “intention-seeker” cannot elevate the dry letters 

of statute over and above the spirit of the statute without pulling to pieces and making nonsense of the language 

of parliament and of ministers. This is so because, one of the most important guiding principles is that statutes 

should be construed so as to promote the “general legislative purpose.” But what does this mean? It means at 

least this: the judges are not to go by the letters of the statute. They ought to go by the spirit of it (Denning, P. 

97). His Lordship went further to consider the alternative nature of the grounds and/or claims in section 145 (1) 

of the Electoral Act, 2006 and ended up debunking its applicability in election petition cases on the basis of the 

sui generis principle. According to him: 

 

 It is the tradition of the common law and our procedure rules for a plaintiff to seek reliefs in 

the alternative. There is no argument about this. But where a statute directly or by implication 

prohibits, forbids or legislates against reliefs in the alternative, a court of law would bow to 

the particular statute. A court of law will be wrong to fall back on the common law tradition 

rules of court because that is not available to the court in the face of the statutory provisions. 

Section 145 (1) of the Electoral Act is one such provision and the Judge that I am, I bow to it 

with reverence and trepidation and I have no choice in the matter than to so bow. 
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The error here, with due respect to this great jurist of our time, is the focus or concentration on a particular 

section of a statute without a detailed and comprehensive look at the entire statute for effective and meaningful 

construction. The lead and concurring voices failed to realize that the Electoral Act, 2006 imported and 

incorporated the common law and our procedure rules which allow for reliefs in the alternative vide paragraph 

50 to the First Schedule to Electoral Act, 2006 which made the Federal High Court (Civil Procedure) Rules part 

and parcel of the procedural rules applicable to election petition cases. 

 

The argument on the statutory construction of “semi colon” as used in section 145 (1) of the Act, may compel us 

to rewrite the subsection thus: 

 

An election may be questioned on any of the following grounds; 

(a) That a person whose election is questioned was, at the time of the election, not qualified 

to contest the election; or  

(b) That the election was invalid by reason of corrupt practices or non-compliance with the 

provisions of this Act; or 

(c) That the respondent was not duly elected by majority of lawful votes cast at the election; 

or   

(d) That the petitioner or its candidate was validly nominated but was unlawfully excluded 

from the election. 

 

This approach to statutory drafting would no doubt have made each ground separate, independent and 

individually actionable and the apex court would not have reasonably held that the choice of one excludes the 

others. But apart from making the disputed section unwieldy and inelegant, the opening paragraph to wit: “An 

election may be questioned on any of the following grounds;” would have been excluded from the grounds 

themselves and this would have amounted to pulling into pieces the language of the statute and making 

nonsense of intention of parliament and of ministers against which the English Master of Rolls forewarned. 

Even if (though not conceding) the disputed section of the Electoral Act is of doubtful import and/or inelegantly 

dratted, the blame should go to the   parliament and not to the draftsman. The Master of Rolls, Sir John 

Donaldson put it thus: 

 

But I do not criticize the draftsman. His instructions may well have left him no option. 

My plea is that parliament, when legislating in respect of circumstances which directly 

affect the “man or woman on the street” or the “man or women on the shop floor” 

should give as high a priority to  clarity and simplicity of expression as to refinement 

of policy---when formulating policy, ministers, of whatever political persuasion, should 

at all times be asking themselves and asking parliamentary counsel: “Is this concept 

too refined to be capable of expression in basic English”? If so, is there some way in 

which we can modify the policy so that it can be so expressed? Having to ask such 

questions would no doubt be frustrating for ministers and the legislature generally, but 

in my judgment, this is part of the price which has to be paid if the rule of law is to be 

maintained.
89

  

 

Nevertheless, the balance is this: parliament enacts statute law and the judges interpret. Statute law is 

necessarily expressed in words. Parliament decides upon the words. The judges say what those words mean. 

This they do by giving prominence to the spirit and not the dry letters of statute (Denning, P. 111.). 

 

THE LONE DISSENTING VOICE IN JUDICIAL WILDERNESS (Oguntade, JSC) 

We may pause here, and raise this pertinent question: when is it necessary to write dissenting judgments in our 

appellate courts? It may be noted that in deciding to  write dissenting judgment, the first thing a  judge considers 

is whether or not the conclusion on law or facts as pronounced in the majority judgment is in accord with the 

law of the  land or binding judicial  precedent or does justice to one or the other of the parties on the case made 

by them. Another case is where the judge concerned personades himself that a greater justice or fairness will be 

done in a case by departing from an otherwise binding judicial precedent. Moreover, in a case which revolves 

around the construction or application of a statutory provision, the dissenting judge may form the opinion that 

there is a better method to do justice in a case than the adoption of the interpretation adopted in the majority 

judgment. Writing a dissenting judgment does not mean that the judge concerned knows or understands the law 

better than his colleagues holding the majority view. It only shows a difference of approach to a common issue. 

This is a situation that regularly recurs in the appellate courts. Such occurrence does not weaken the bond of 
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comraderie between the appellate judges. In deed, it expands the frontiers of knowledge and shows the vibrancy 

and development of the judiciary concerned (Oguntade, pp. 18-19). Nevertheless, a United States Chief Justice, 

Charles Evans Hughes. C.J had opined that: 

 

A dissent in a court of last resort is an appeal to the brooding spirit of law, to the intelligence 

of a future day, when a later decision may possibly correct the error the dissenting judge 

believes the court to have been betrayed. Unanimity which is merely formal, which is recorded 

at the expense of strong conflicting views is not desirable in a court of last resort, whatever 

may be the effect upon public opinion, at the time. This is so because, what must ultimately 

sustain the court in public confidence is the character and independence of the judges
90

 

 

 We now, upon this foundation, sum up the dissenting opinion of His Lordship on the disputed section of the 

Act, in his very words and to which we subscribe. According to him:
91

 

 

The well-established principle of procedure is that a plaintiff or petitioner may in his 

pleadings raise inconsistent claims. But the court will not give such plaintiff or petitioner a 

judgment upholding such inconsistent claims. The necessity to bring in the same suit claims 

which are inconsistent is based on common sense, expediency and the necessity to same. It is 

settled law,  that a plaintiff is not allowed to nibble at his claims or reliefs by bringing in 

successive suits the claims which could be considered in one and the same suit. This approach 

prevents the resort to multiplicity of suits on a dispute where all the issues in the dispute could 

be resoled in one suit. 

 

The rationale behind the alternative or inconsistent claims procedure is to ensure that where one of the claims 

put forward by a plaintiff or petitioner fails, he could fall back on one or all other claims rather than instituting 

fresh action (s) in respect of claims not considered by the court on grounds that they were not before it. 

According to His Lordship: 

 

The petitioners/appellants in this case had approached the court below praying for some 

reliefs. They were not to be the judges, they could not determine in advance which of the 

reliefs they claimed would be granted, that was a matters to be decided by the court. They 

needed, however, to present all their claims to the court in one petition in order to obviate the 

need to bring another petition on grounds (a) (b), (c) of section 145 (1) should the court 

dismiss the claim under ground (d). It was incumbent on the court below to consider in 

succession each of the claims made by the petitioners /appellants. That the principal claim 

fails is all the more a reason to consider the alternative claims. There is no justification for a 

court to refuse to consider the claims in a suit on the ground that the claims were brought in 

the alternative. To do so would lead to a multiplicity of suits arising from the same 

transaction
92

 

 

The principle that “there must be an end to litigation” finds expression in the procedure of alternative claims, 

some of which may or may not succeed but all must be considered by the court.
93

   

 

CONCLUSION 

Ours is an academic contribution to the growth and development of our electoral processes and democratic 

values. Unfortunately, many judges think that academics do not understand the aims and pressures of judicial 

work and that as a result much academic criticism of judicial performance is captious, obtuse, and 

unconstructive. This sense is shared even by appellate judges, engaged in quasi-scholarly work of opinion 

writing, including appellate judges appointed from the professoriate. Judicial insensitivity to academic criticism 
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derives in part from the difference between judges and professors in working conditions, incentives, constraints, 

selection, outlook and social role
94

  

We are nevertheless, in the circumstances, compelled to  adopt as ours, the concluding remarks of the only 

dissenting voice in this case, to the effect that: 

 

In conclusion, I feel compelled to say that the courts in Nigeria have a duty to ensure that the 

march towards a true enthronement of democracy is not stalled. If elections are to be held in 

Nigeria which are credible and rancour free, the starting point is the enforcement of the 

provisions of our electoral laws. We cannot be witnessing violence resulting in the loss of 

many lives at each election. An interpretation of the Electoral Act in a manner which 

undermines rather than promote the advent of democracy is bound to create avoidable 

problems for the country
95

. 

 

We are bound by the wisdom of this great jurist as we rest our case.  
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Sani M. Adam Ph.D, B.L Professor and Dean of Law, 

Nigeria Police Academy WUdil, 

Kano, Nigeria. 

 

ABSTRACT 

This work seeks to explain the relevance of environmental laws to achieving sustainable development. Hence, it 

seeks to explain the refined areas of legislating on environmental laws at the Federal level especially in Nigeria. 

This is aimed at creating sustainable enforcement regime and effective and efficient environmental governance 

in Nigeria. The ever increasing problem of multiplicity of legislation; the difficulty faced by the judiciary in 

dealing with environmental cases; conflicting roles of regulatory agencies which often give rise to intra and 

inter institutional dis-jointment, and dearth of funds required by regulatory agencies are some of the problems 

that cumulatively show the pace for developing a strong environmental governance regime in Nigeria. 

Recommendations are advanced on how to meaningfully regulate and strengthen enforcement mechanisms and 

institutions towards achieving sustainable environmental protection and environmental management system in 

Nigeria. 

 

NIGERIAN ENVIRONMENTAL LAWS 

Environmental laws are laws that regulate the exploitation of land, water and air – the hemisphere, stratosphere 

etc – the ecosystem. Environment comprises of both natural and built environment and the inherent inhabitants 

and exploiters of same. Environmental laws are meant to ensure sustainable exploitation of the environment by 

setting standards, regulations and guidelines. The basic idea is to reduce pollution and harm to the environment 

to the barest minimum. Environmental laws are both the proactive and reactive. In the same vein they are 

punitive and rewarding. Environmental laws establish regulatory agencies, determine jurisdiction of courts, 

grant locus standi to aggrieved persons to sue, gives enabling ventilation for policies and plans on environment 

to thrive, and ensure environmental justice and effective environmental governance.  

 

AN OVERVIEW OF ENVIRONMENTAL LAWS AND REGULATIONS IN NIGERIA 

Constitution of the Federal Republic of Nigeria 1999 guarantees a healthy environment to all citizens (2011:20). 

The constitution provides for ratification and domestication of treaties, conventions and protocols (which may 

be related to the environment) (2011:12). The constitution further guarantees fundamental rights to life and 

human dignity (2011:33-34). 

 

National Environmental Standards and Regulation Enforcement Agency (NESREA) Act 2007.  

 

This Act repealed the Federal Environmental Protection Act of 1988. It is administered by the Federal Ministry 

of Environment which takes over the functions of FEPA.  

 

The Act seeks to protect the Nigerian Environment and ensures sustainable development. Thus, for example the 

Act provides for the following:  

 

 Section 7 provides authority to ensure compliance with environmental laws, local and international, on 

sanitation and pollution prevention/reduction and control.  

 Section 8(1) (K) empowers NESREA to make and review regulations on air and water quality, effluent 

limitations, control of harmful substances and other forms of environmental pollution and sanitation.  

 

In pursuit of this provision, NESREA had made not less than 23 or more regulations covering mining, sanitation 

and waste control, pollution abatement in chemical and pharmaceutical industries, textile industries, on 

wetlands, river banks, lakes/shores protection, ozone layer protection, noise standards and control; permitting 

licences, Telecommunication Masts etc. 

 

 Section 27 prohibits, without lawful authority, the discharge of hazardous substances into the environment. 

This offence is punishable with a time not exceeding N1,000,000 (one million Naira) and or an 

imprisonment term of 57 years. In the case of a corporation, there is an additional fine or N50,000, for 

every day the offence persists.  

There is also the ENVIRONMENTAL IMPACT ASSESSMENT (EIA) Act No. 86, 1992. This Act is 

proactive and reactive in ensuring sustainable development. it makes EIA compulsory for certain projects. 

Penalties are provided for non-compliance with the Aid (Nigeria Act 2007).   
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The Nigerian Urban and Regional Planning Act of 1992 requires proper planning of urban areas (planning of the 

country) therefore the Act requires building plan before construction; requires development control and 

sustainable development.
96

 

 

The Land Use Act of 1978 places ownership, management and control of land in each state of the Federation in 

the Governor and he can allocate same for different purposes. The Act requires the delineation of land use into 

commercial, residential and industrial to ensure sustainable development of the environment  

 

The Harmful Waste (Special Criminal Provisions) Act of 1988 prohibits, without lawful authority, the 

conveying, dumping or depositing of harmful waste in the air, land or waters of Nigeria
97

.  

 

The HYDROCARBON OIL REFINEREIES ACT 1965 is concerned with the licensing and control of refining 

activities. It prohibits any unlicenses refining of hydrocarbon oils in places other than a refinery and requires 

refineries to maintain pollution prevention facilities
98

.   

 

The OIL IN NAVIGABLE WATERS ACT of 1968 prohibits the discharge of oil into territorial waters or 

shorelines. It seeks to protect the marine environment. However, the penalties for violation is very meager and 

of no consequence to the polluter or violator. The equivalent of only N2,000 (two thousand naira) is payable as 

penalty.
99

 

 

Gas flaring is prohibited by the ASSOCIATED GAS RE-INJECTION ACT of 1979.
100

 

 

The NATIONAL OIL SPILL PROTECTIONAND RESPONSE AGENCY (NOSDRA) ACT of 2006 is 

primarily concerned with Oil spillages in Nigeria. The Agency is charged with preparedness, detection response, 

and clean up of oil spillages. The Agency shall coordinate and implement the National Oil Spill Contingency 

Plan for Nigeria which may be formulated or revised from time to time. 

 

However, NOSPRA is not a regulatory agency and cannot enforce any penalties. NESREA that is a Regulatory 

Agency has no jurisdiction over oil and gas this leaves the oil and Gas sector partly vulnerable. Certain matters 

on pollution and dealt with by the petroleum Act 1969. The Department of Petroleum Resources (DPR)
101

. 

 

We have other sundry legislations that relate to environmental protection as follows: 

 The endangered Species Act of 1973 (especially sections 1, 5, 7). 

 Sea fisheries Act of 1958 (especially 85 1, 10, 14 (2).  

 Oil pipelines Act of 2004 (ss. 11(5), 17 (4). 

 Inland Fisheries Act of 1971 (SS 1, 6) 

 Exclusive Economic Zone Act No. 28 of 1978 

 Nuclear Safety and Radiation Protection Act of 1995 (Ss. 4, 15, 16, 37 (1) (b), (40).  

 Criminal Code and the Panel Code  

 Nigerian Mining Corporation Act of 1972 (S16) 

 Quarantine Act of 1951 

 River Basins Development Authority Act of 1979 

 Post Control Production (Special Powers) Act No. 30 of 1968 

 Animal Diseases (control) Act of 1988 (SS. 5, 10, 13, 20). 

 Civil Aviation Act of 2006 

 Factories Act No. 16 of 1987  (S.13) 

 Water Resources Act 1993 (SS. 5, 6, 18)  

 Hides and Skins Act NO. 14 of 1942 Federal National Parks Act 2006. 

 The Harmful Waste (Special Criminal Provisions, etc) Act of 1988 – (This prevents the contamination of 

land or ground water), due to dumping of hazardous waste.  

 

INSTITUTIONAL CONFLICTS 

                                                 
96

 See the Nigerian Urban and Regional Planning Act of 1992 SS 30 (3), 39(7), 59, 72. 
97

 Harmful Waste (Special Criminal Provisions) Act of 1988 Ss. 6,7,12 
98

 See Hydrocarbon Oil Refineries Act of 1965 8s. 1,9 
99

 See oil in Navigable Waters Act of 1968 85, 10, 3, 6 and 7 especially 
100

 Associated Gas Re-injection Act of 1979 ss 3(1) and 4. 
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 See petroleum Act 1969 S. 9(1) (b) 
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The myriad of legislation existing in Nigeria are being implemented and administered by the Federal Ministries, 

Agencies and departments. This often gives rise to conflict. For instance, the environmental impact Assessment 

Act of 1992 is being administered by the Federal Ministry of Environment; in the same vein the NESREA 2007 

is administered by the Federal Ministry of Environment. The NESREA may make regulations that encroach on 

the duties of the EIA department of the ministry. Equally, NESREA has serious disputes with the Nigerian 

Communication Commission over control of pollution in telecommunication mast substations.   

 

The Federal Ministry of Environment EIA department and NESREA –often have conflicts with state 

government over jurisdiction to manage states environment. As all the states of the federation, including the 

Federal Capital Territory, operate legal established environmental protection Agencies. The states usually argue 

that environmental matters are within the concurrent legislative list of the 1999 Federal constitution of Nigeria 

(as amended, 2011). These conflicts must be resolved to pave way for proper management of the Nigerian 

environment.  

 

MULTIPLICITY OF AGENCIES 

It’s glaring that several agencies and departments of ministries are responsible, including some Federal 

ministries in environmental protection – EIA (Federal Ministry of Environment – NESREA– NOSDRA) 

Department of Petroleum Resources, Federal Ministry of Water Resources, Federal Ministry of Agriculture etc. 

There are National Emergency Management Agency, Nigerian Communication Commission, Nuclear Energy 

Regulatory Agency, National Energy Commission etc. Nigeria needs to have and integrated environmental 

protection law and agency to ensure efficiency in environmental management, pollution control and 

environmental grievance.  

 

CONCLUSION 

To actualize our dream of clear and sustainable environment and development, the need to adopt the United 

State of America model – by having a very strong Environmental Protection Agency (EPA). The agencies and 

legislation should be integrated and harmonized to avoid intra and inter institutional conflict. Already the 

following Bills are already in the National Assembly – climate change Bill which seeks to create a climate 

Change Commission – Desertification Bill which seeks to create a Desertification Control Commission. 

Recently the Biotechnology Commission was established. If we continue to establish commissions and agencies 

on environmental management and protection we may not achieve the desire of attaining sustainable 

development. Too many cooks spoilt the broth.  
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ABSTRACT: 

The International Conventions alongside the Nigerian Civil Aviation Act, 2006 have made elaborate provisions 

for the compensation of the victims of aircraft accident in case of death or injury of passengers without making 

provisions protecting the ground victims. The problem with this provision is that the ground victims will be left 

with little or no remedy. The paper using doctrinal methodology analyzed the relevant provisions of the legal 

regimes and some judicial authorities. The paper in answering the question, what is the legal regime for the 

compensation of ground victims of aircraft in Nigeria reveals that only passenger victims are covered by the 

aviation legal regime and ground victims are not statutorily provided for. The paper discovered that there is a 

fundamental lacuna in the existing legal regimes which have apparently made it difficult for ground victims to 

realize their claim of compensation. The paper recommends that ground victims deserve recognition in the law 

to ease their suffering each time they fall victim of an aircraft accident. Also it is the recommendation of the 

paper that the provisions of the Civil Aviation Act be amended to include ground victims and to provide for a 

specific period and a simple procedure for compensating victims of aircraft accident. 

 

Key Words: Compensation, Aircraft Accident, Ground Victims 

 

1.0 INTRODUCTION 

Air transportation is associated with risks. History has revealed that between 1960 to date, no fewer than 30 

incidents of plane crashes involving Nigerian citizens are recorded,
102

 most with varying degrees of casualty. 

For instance, in May, 2002, an Executive Aviation Service (EAS) crashed at a populated Gwammaja area of 

Kano city killing 77 passengers and many people on ground (ground victims). The Dana Air crash of May, 

2012, which occurred in the Iju-Ishaga suburb of Lagos, killing all the 153 people on board and so many others 

on the ground will remain ever green in the memory of Nigerians (Dana, 2013). This among other incidents of 

plane crashes has resulted in creating a number of casualties including ground causalities. 

 

Whenever a plane crashes at a place where there are people on the ground, the degree of casualty for the victims 

may vary: some may die, others may be wounded and some others will lose their properties. Yet others may be 

psychologically or commercially affected.  There is the need to examine what the law provide for these 

categories of victims herein described as ground victims.  

 

The paper is an attempt to look at the legal regime governing compensation for victims of aircraft accidents in 

Nigeria, making a case for ground victims. The paper will first begin by providing the meaning aircraft accident. 

It will then look at aircraft accident victims and the need to compensate ground victims. The paper will then 

look at the legal regime dealing with compensation of victims of aircraft accident with a view of making a case 

for the compensation of ground victims of aircraft accident in Nigeria. The paper will end with a conclusion and 

recommendations. 

 

2.0 AIRCRAFT ACCIDENT IN NIGERIA 
Initially, “Aircraft” is any machine that can derive support in the atmosphere from reactions of the air other than 

reactions of the air against the earth's surface (Section 78(1) of the Civil Aviation Act, 2006). While accident is 

defined by the Black’s Law Dictionary as, “An unintended and unforeseen injurious occurrence; something that 

does not occur in the usual course of events and that could not be reasonably anticipated (8th Ed. P.15). The 

Civil Aviation regime has contemplated aircraft accident and provides a definition in that regard. The Civil 

Aviation Regulations, 2009 defines Aircraft accident as an occurrence associated with the operation of an 

aircraft which takes place between the time any person boards the flight with the intention of flight until such 

time as all such persons has disembarked, in which: 

 

(a) A person is fatally or seriously injured as a result of- 

Being in the aircraft; 

Direct contact with any part of the aircraft, including parts which have become detached from the 

aircraft; 
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 Plane crashes and Nigeria.  An update.  Record from the Nigerian Aviation School Library, Zaria. 2013. 
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 or Direct exposure to jet blast except when the injuries are in from natural causes, self inflicted and 

inflicted by other persons, or when the injuries are to stowaways hiding outside the areas normally 

available to the passengers and crew.  

(b) The aircraft sustains damage or structural failure which adversely affects the structural strength, 

performance or flight characteristics of the aircraft  and would normally require major repair or 

replacement of the affected component except for engine failure or damage, when the damage is 

limited to the engine, its cowlings ore accessories; or for damages limited to propellers, wing tips, 

antennas, tires, brakes, fairings, small dents, or puncture holds in the aircraft skin ; or 

 

The aircraft is missing or completely inaccessible.
103

 

 

3.0  AIRCRAFT ACCIDENT VICTIMS AND THE NEED TO RECOGNISE GROUND VICTIMS 

The movement or transportation of people and goods either by land, sea or air leaves man with the unavoidable 

risk of accident. The nature of the accident may vary, but rarely does an air craft accident occur without injury 

or loss. The injury or loss may affect people resulting to death or injury, total or partial destruction of property 

consequently resulting to victims. The victims may be passengers who are often in a contract with the carriers or 

may be third parties without any contract. The passengers and the carriers may agree on the duties and liabilities 

of each other in the event of an accident, or on the rights and liabilities of parties. The third party victim on the 

other hand, referred to “Ground victims” who are not in any contract with the carrier may either resort to an 

existing legal framework to claim compensation or may be left to their fate. Who then is a victim? 

 

The Black’s Law Dictionary defines a victim as a person harmed by a crime, tort or other wrong. A victim can 

also mean somebody hurt or killed: somebody who is hurt or killed by somebody or something, especially in a 

crime, accident, or disaster (Microsoft Encarta Dictionary, 2009). This paper adopts a wider approach and 

describes Ground victims of an aircraft accident to mean people, other than passengers of an aircraft who are 

directly or indirectly affected as a result of an Aircraft Accident. These among others may include persons who 

lost their lives or injured, those who lost their property; those who are commercially affected and even those 

who are psychologically affected.  

 

Critically examining the definition of a victim by the Black’s Law Dictionary as a person harmed by a crime, 

tort or other wrong (Black’s Law Dictionary, p.1598), it can be deduced that the main distinction between a 

victim of a crime and tort according to this paper is just the legal nomenclature used, but the consequence is the 

same i.e. suffering harm as a result of another person’s act or omission. The degree of the harm suffered may 

vary, but a victim is a victim.in a related argument by Dambazau who provide an analysis on victims of crime 

view that victims of crime deserve compensation for the losses they do suffer as a result of the criminal 

activities of others (Dambazau, 1999:130). The fact that they suffer psychological, social and economic losses, 

pains and suffering in the hands of others within the society, indicates that the state is unable to satisfy its own 

part of the contract, being that of protection. The state therefore has the responsibility to compensate victims of 

crime (Dambazau, 1999:131).  

 

It is the opinion of this paper that victims of both crime and civil wrong deserve not only compensation but 

respect and protection by the law. It is therefore clear that the desirability of providing compassion and respect 

to the dignity to victims is enormous. A victim needs all the support they could get from the state whenever they 

suffer any wrong (either criminal or civil). This support may include access to mechanism of justice, fair and 

accessible, affordable and expeditious procedure just like an accused guarantee to legal assistance and the 

presumption of innocence. Since an accused person is always protected by his being presumed to be innocent, a 

victim who glaringly suffers any kind of harm as a result of an act or omission of another person really deserves 

support from the state to get redress. 

 

 

 

 

 

4.0  LEGAL REGIME FOR COMPENSATION OF VICTIMS OF AIRCRAFT ACCIDENT 

In Nigeria, Aviation is a matter covered under the exclusive legislative list of the Constitution
104

 and is largely 

regulated by the International and Municipal Aviation laws, rules and policies. The International nature of 
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 Nigerian Civil Aviation Regulations, 2009 p. B220. See also S.O Oduselu, Activities of the Accident 

Investigation Bureau (AIB) 2008 P.15-17. See also See Article 1 of the ECOWAS Supplementary Act, 2012 
104

 See:  item 31,  Second 
 
 Schedule of the Constitution of the Federal Republic of Nigeria, 1999 (As amended) 
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aviation law makes it imperative to look at not only the municipal laws, but Treaties and Conventions relevant 

to the field. International Conventions like the Warsaw Convention, 1929
105

 and the Montreal Convention, 

1999
106

  are applicable.  The Warsaw Convention concluded in 1929, was amended in 1951 by The Hague 

Protocol, supplemented in 1961 by the Guadalajara Convention and further amended in 1971 by the Guatemala 

Convention.
107

 The Warsaw and Montreal Conventions are termed as Convention for the Unification of certain 

Rules for International Carriage by Air.
108

 

 

However, the Paris Convention of 1919
109

 was the first international convention to regulate air transportation. 

Albeit the Convention did not provide for the liability of air carriers in accident cases, it addresses the political 

difficulties and intricacies involved in international aerial navigation. The Convention attempted to reduce the 

confusing patchwork of ideologies and regulations which differed by country by defining certain guiding 

principles and provisions, and was signed in Paris on October 13, 1919.
110

  

 

The principal municipal law on aviation is the Civil Aviation Act, 2006 (herein referred to as, The Act.) The Act 

has 15 Parts with 79 Sections. Under section 77 (1) (a-d) it repealed the Carriage by Air (Colonies, Territories 

and Protectorates) Colonial Order 1953, Civil Aviation Act, Cap 51 of the laws of the federation of Nigeria 

(LFN) 1990, Civil Aviation (Amendment) Act, 1999 and the Nigerian Civil Aviation Authority (Establishment) 

Act, No. 49 1999. The Act also has 7 Schedules dealing with the following Conventions viz: 

 

1. Convention for the Suppression of Unlawful Seizure of Aircraft.  

2. Convention for the Unification of certain Rules Relating to International Carriage By Air (Montreal 

1999).  

3. Modifications to the Convention for the Unification of Certain Rules Relating to International Carriage 

by Air.  

4. Convention on International Recognition of Rights in Aircraft 1948 

5. Convention on International Interests in Mobile Equipment  

6. Protocol to the Convention on International Interests in Mobile Equipment on Matters Specific to 

Aircraft Equipment  

7. Supplementary provisions with respect to the proceedings of the Board and other matters. 

The existing legal regime (especially the Convention for the Unification of certain Rules for International 

Carriage by air and the civil aviation act) provides for the carrier’s liability to compensate air crash victims. 

These Laws and Conventions contain provisions for the carrier’s liability to compensate the passenger victims 

of air crash accidents only. Precisely Article 17 of the Warsaw Convention, 1929 which is similar in context 

with Section 48 of the Civil Aviation Act, 2006111 expressly provides for the compensation of passenger 
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 The Warsaw Convention is referred as Convention for the Unification of Certain Rules relating to 

International Carriage by Air, Signed at Warsaw on 12 October, 1929. This Convention applies to all 

International carriage of persons, luggage or goods performed by aircraft for reward. It applies equally to 

gratuitous carriage by aircraft performed by an air transport undertaking. Available at 

www.dot.gov/ost/ogc/Warsaw1929. Accessed on 28/07/2014 
106

 The Montreal Convention was signed at Montreal in 1999 and is the successor of the 1929 Warsaw 

Convention found in Schedule ii of the Civil Aviation Act, 2006. The Convention in Article 55 provides that it 

shall prevail over any rules which apply to international carriage by Air (i.e. The Warsaw Convention, 1929, 

Hague Protocol, 1955, Guadalajara Convention, 1961, Guatemala City Protocol, 1971 and the Montreal 

Protocol of 1975.)  
107

 Ososanya B, ‘”Corporate Aviation Liability-No Hiding Place”.’(2002) Vol.1(4) The Annual Aviation Law 

and Buisiness Digest, p.44 
108

 See Schedule ii of the Civil Aviation Act,2006 
109

 formally, the Convention Relating to the Regulation of Aerial Navigation (with texts in French, English and 

Italian) The convention was concluded under the auspices of the International Commission for Air Navigation 

(forerunner to ICAO). The Convention consists of 43 articles that dealt with all technical, operational and 

organizational aspects of civil aviation. It also foresaw the creation of the International Commission for Air 

Navigation (ICAN), under the direction of the League of Nations, to monitor developments in civil aviation and 

to propose measures to States to keep abreast of developments. The Convention was ultimately ratified by 37 

States, of which four countries (Bolivia, Chile, Iran and Panama) denounced it; therefore, in all, the Convention 

was in force for thirty-three States in 1940. The Paris Convention was superseded by the Convention on 

International Civil Aviation (aka the Chicago Convention). 
110

 The Paris Convention of 1919. Available at http://en.wikipedia.org/wiki/Paris_Convention_of_1919. 

assessed on 15/04/2014 
111

 Civil Aviation (Repeal and Re enactment) Act, 2006. See particularly section 48(3) of the Act. 

http://www.dot.gov/ost/ogc/Warsaw1929
http://en.wikipedia.org/wiki/International_Commission_for_Air_Navigation
http://en.wikipedia.org/wiki/ICAO
http://en.wikipedia.org/wiki/Convention_on_International_Civil_Aviation
http://en.wikipedia.org/wiki/Convention_on_International_Civil_Aviation
http://en.wikipedia.org/wiki/Paris_Convention_of_1919
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victims or the natural persons of the deceased passengers of aircraft accident. Section 48(1-3) of the Act 

provides: 

 

(1) The provisions contained in the Convention for the Unification of Certain Rules Relating to 

International Carriage by Air signed at Montreal on 28th May, 1999 set forth in Schedule II of this Act 

and as amended from time to time, shall from the commencement of this Act have force of law and 

apply to international carriage by air to and from Nigeria, in relation to any carriage by air to which 

those rules apply, irrespective of the nationality of the aircraft performing the carriage, and shall, 

subject to the provisions of this Act, govern the rights and liabilities of carriers, passengers, consignors, 

consignees and other persons.  

 

(2) The provisions contained in the Convention for the Unification of Certain Rules Relating to 

International Carriage by Air signed at Montreal on 28th May, 1999 as has been modified and set out in 

Schedule III of this Act and as amended from time to time, shall from commencement of this Act have 

force of law and apply to non international carriage by air within Nigeria, irrespective of the nationality 

of the aircraft performing the carriage, and shall, subject to the provisions of this Act, govern the rights 

and liabilities of carriers, passengers, consignors, consignees and other persons.  

 

 (3.) In any case of aircraft accident resulting in death or injury of passengers, the carrier shall 

make advance payments of at least US $30,000 (thirty thousand United States Dollars) within 

30 (thirty) days from the date of such accident, to the natural person or such natural persons 

who are entitled to claim compensation in order to meet the immediate economic needs of 

such persons. Such advance payments shall not constitute recognition of liability and may be 

off set against any amounts subsequently paid as damages by the carrier. 

 

The above provision is clear on the compensation of passenger victims. However, the provision is silent on 

ground victims.
112

 This is the case with other laws dealing with compensation of victims of aircraft accident 

such as the Warsaw Convention, 1929 and the Montreal Convention, 1999. This argument is further 

strengthened by a careful study of the compensation provisions in the Warsaw Convention. Article 17 of the 

Convention provides:  

 

“The carrier is liable for damage sustained in the event of the death or wounding of a passenger or any other 

bodily injury suffered by a passenger, if the accident which caused the damage so sustained took place on board 

the aircraft or in the course of any of the operations of embarking or disembarking.” 

 

The above provision in particular is express on the essential requirements for the establishment of liability by a 

passenger against a carrier as follows:  

 

1. the passenger must have been wounded or suffered bodily injury;  

2. The injury must have arisen from an “accident”; and,  

3. The accident must have occurred on board the aircraft or during the course of embarking or 

disembarking.  

 

These above requirements can be interpreted to mean the conditions that an aircraft accident victim must satisfy 

before he or she is entitled to compensation. The Convention applies to all international carriage of persons, 

luggage or goods performed by aircraft for reward. It also applies to gratuitous transportation by aircraft 

performed by an air transport company. The liability limit per passenger against the carrier is $100,000.
113

 

 

 The above provision is a categorical recognition of the right of aircraft accident victim who is a passenger. The 

relatives of such a victim who are described by the Act as “the natural persons” of a passenger under Section 

48(3) are automatically entitled to an advance payment of at least US $30,000 (thirty thousand United States 

Dollars) within 30 (thirty) days from the date of such accident. Albeit other categories of victims as classified in 

the previous chapter are not expressly captured by this provision, they remain victims and thus as a matter of 

right are legally recognized and entitled to compensation. 

 

                                                 
112

 Ground victims in this context means people other than passengers of an aircraft that are directly or indirectly 

affected as a result of an Aircraft Accident. 
113

 See Article 22 of the Warsaw Convention, 1929 
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It is worthy to mention that the Rome Convention (Convention on Damage Caused by Foreign Aircraft to Third 

Parties on the Surface) of 1952
114

 contains provisions for the compensation of surface victim. This convention 

seeks to cater for third parties of aircraft damage which, in the opinion of this paper may include ground victims. 

Nigeria adhered to the Convention in 1970 but later denounced it in 2002 by an instrument delivered to the 

International Civil Aviation Organization (ICAO).
115

 The Convention was however amended by the Convention 

on the Compensation for Damage caused by Aircraft to Third Parties, 2009.
116

 Nigeria signed the Convention on 

the 08/10/2009 becoming the sixth state to do so. Again, this Convention is yet to see the light of the day 

because it is not yet in force. The Convention requires the deposit of 35 instruments to enter into force, while 

only 11 states
117

 deposited instruments of ratification at the time of this research.  

 

5.0  A CASE FOR GROUND VICTIMS OF AIRCRAFT ACCIDE IN THE NIGERIAN AVIATION 

LEGAL REGIME 

Each time an aircraft accident occurs, the imperative need of looking at all the categories of victims with a view 

of compensating them becomes rational. While compensation of passenger victims of aircraft accident are 

provided for by the existing legal regimes as discussed above, ground victims are not. 

 

Firstly, from the above definitions of Aircraft accident by both the 2009 Civil Aviation Regulations and  the 

ECOWAS Supplementary Act, 2012, it is evident that only passengers of an aircraft is mentioned and 

circumstances, the occurrence of which is regarded as accident. The phrase “…takes place between the time any 

person boards the flight with the intention of flight until such time as all such persons has disembarked…” in the 

2009 Regulations and a similar provision in the ECOWAS Supplementary Act, 2012 respectively may be 

interpreted to mean the person in contemplation is the passenger. This is because he/she is the one with such 

intention of flight and therefore boards or embarks a flight and with the intention of disembarking on reaching 

his destination.  

 

This position is further strengthened by a careful look of the provisions dealing with compensation in legal 

regime where only the term “passenger” is categorically mentioned. For instance Article 17 of the Warsaw 

Convention provides:  

“The carrier is liable for damage sustained in case of death or bodily injury of a passenger upon condition only 

that the accident which caused the death or injury took place on board the aircraft or in the course of any of the 

operations of embarking or disembarking.”  

 

However, the ECOWAS Supplementary Act, 2012 appears to be more encompassing with regards to persons 

entitled to compensation. The Act in its Article 1 provides: 

 

Person entitled to compensation: the traveler or any person eligible for compensation with respect to the said 

traveler in compliance with applicable law.  

 

The phrase: “…or any person eligible for compensation…” may be liberally interpreted to mean other victims of 

aircraft accident who are not passengers. This may, in the opinion of the paper include ground victims. 

However, there is no express mention of ground victims. 

 

A victim of an accident is generally recognized by the law as having the right not to be hurt or injured (whether 

he is a passenger or not) and when injured will be entitled to compensation, in so far as such accident is 

independent of the victim’s fault. This position is linked and judicially appreciated to the concept of rights and 

obligations. In the case of Saleh V. Mongunu
118

 the Supreme Court held: the maxim ibi jus ibi remedium is not 

only an English common law principle. It is a principle of universal validity couched in Latin and available to 

all legal system involved in the impartial administration of justice. It enjoins the court to provide a remedy 

whenever the plaintiff has established a right.  The court obviously cannot do otherwise. It is enjoined to eschew 

                                                 
114

 Signed at Rome on 7
th

 October, 1952 
115

  Status Report Convention on Damage caused By Foreign Aircraft to Third Parties on the Surface. 

Available at URL http://www.Paclii.Org/Pits/En/Status_Pages/1952-3.Html. Accessed on 28th July, 2012 
116

 Adopted in Montreal, Canada on 2
nd

 May, 2009. Available at 

http://legacy.icao.int/DCCD2009/docs/DCCD/doc 42. Accessed on 28th July, 2014 
117

 These states are: Cameroon, Chile, Congo, Code d’Ivore, Ghana, Nigeria, Panama, Serbia, South Africa, 

Uganda and Zambia. See the Unofficial text. Centre for International Law. Available at www.cil.nus.edu.sg. 

Accessed on 28th July, 2012.  
118

 (2006) 15 NWLR, (Pt. 1001) P.26 at 37-38. See also in this regard the case of STITCH V. A.G FEDERATION 

(1986) 5 NWLR (Pt.42) 1007 Pp.60-61, Para D-B 

http://www.paclii.org/Pits/En/Status_Pages/1952-3.Html
http://legacy.icao.int/DCCD2009/docs/DCCD/doc%2042
http://www.cil.nus.edu.sg/
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reliance on technicalities in the determination of disputes. The substance of the action rather than the form 

should be the predominating condition. It is therefore established in the substantive rule of law, matters such as 

the rights and duties of carriers, consignors, consignees, passengers etc. and the limits of liability
119

 provided by 

the law.  

 

The purpose for the award of damages was equally enunciated by Lord Diplock in  Mallett v. Mc 

Monagle
120

said: " The purpose of an award of damages under the Fatal Accidents Acts is to provide the widow 

and other dependants of the deceased with a capital sum which with prudent management will be sufficient to 

supply them with material benefits of the same standard and duration as would have been provided for them out 

of the earnings of the deceased had he not been killed by the tortious act of the respondent. . . .''
121

 

 

The essence of the law generally is to promote and regulate the peaceful co existence of people and to assist in 

rendering substantial justice. The Supreme Court held in the case of Akinyemi v Odu’a Investment Co. Ltd
122

 

that “the essence of law is to ensure compliance with the rules of substantial justice.” On  a similar note the 

rationale behind the principle of compensation of victims is derived from the common law maxim Ubi Jus Ibi 

Remedium- Where there is a Right, There must be a Remedy, provides the basis for claim of remedy in as much 

as there is a breach of an existing right. The Court of Appeal, in the case of Evelyn Ewhrudje V. Warri Local 

Government Council
123

 held: 

 

“The primary function of a court is to do justice between parties to a dispute and not to do abstract justice…. It 

is the duty of the court to provide a remedy for the plaintiff even if none have been prescribed in the statute 

book, for where there is a right there is a remedy.” This means that wherever there is right and that right has 

been breached or violated, either deliberately or otherwise, a victim of such breach or violation is entitled to a 

remedy or compensation. This is the case even if such a remedy is not expressly provided by a written law. 

From the available compensation regime of victims of aircraft accident, none have expressly provided for the 

compensation of ground victims of an aircraft accident. Although a ground victim can sue and claim for 

damages under the tort regime, it is evident that suing under torts is a longer process with a number of 

challenges, more especially in the developing countries like Nigeria.
124

  

 

In some jurisdictions, the rights of citizen are well respected to such an extent that whoever is directly or 

indirectly affected by an act or omission of aircraft owners are compensated. For instance, issues relating to 

airport noise litigation, two California cases have caused concern among carriers and airport operators. Both 

appear to distinguish their situations from the earlier United States Supreme Court case of City of Burbank v. 

Lockheed Air Terminal. In Greater Westchester Homeowners Association v. City of Los Angeles,
125

 the 

California Supreme Court in December 1979 affirmed a lower court ruling which permitted claims by 

homeowners who live near the Los Angeles International Airport against the City of Los Angeles, as airport 

proprietor, for mental and emotional distress caused by the noise of airport operations.
126

 This is the extent to 

which rights of people are protected and guaranteed by the government and courts in America. 

 

6.0 CONCLUSION AND RECOMMENDATION 

The problem which this paper identifies is the absence of a comprehensive International and Municipal legal 

regime that specifically accommodate ground victims of air crash accidents. This leaves ground victims with no 

legal protection despite the fact that they may suffer loss of life, physical injuries, and loss/damage of properties 

and eligible for damages/compensation. The paper argues for the inclusion of ground victims in the 

compensation regime for victims of aircraft accidents in Nigeria. The paper also argues that ground victims of 

aircraft accident be compensated alongside the passengers of an aircraft to ease their suffering each time they 

fall victim of aircraft accidents 
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 See for instance, Article 17,18,19,20,22,23 and 24 of the Warsaw Convention, 1929 
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  (1969) 2 All E.R. 178 at 189. 
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See Richards K and  Kidner R. Compensation to Dependants of Accident Victims. The Economic Journal, 

Vol. 84, No. 333 (1974) Wiley-Blackwell for the Royal Economic Society. Available at 

http://www.jstor.org/stable/2230487 .Accessed: 20/08/2012 
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 (2012) All FWLR, PT.620 AT P.1217 
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 (2003) 7 NWLR (PT 942) AT P.337 
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 This challenges for claim of compensation under torts will be discusses in chapter five of the research work 
125

 411 U.S. 524 (1973).                                                              
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 Aviation Report Author(s): Burton A. Landy and Carl E. B. McKenryReviewed work(s):Source: Lawyer of 

the Americas, Vol. 12, No. 3 (Fall, 1980), pp. 704-716Published by: University of Miami Inter-American Law. 

Available at  http://www.jstor.org/stable/40175949 .Accessed: 03/01/2013              
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The legislative arm of government is called upon to critically look at the existing laws (especially the Civil 

Aviation Act) governing compensation for victims of aircraft accident and amend same to reflect the payment of 

compensation to all categories of victims. The law-makers should not only include provisions that cater for other 

categories of victims but also remove the legal and procedural hiccups, for the claim of compensation by victims 

of aircraft accident against the carriers. Therefore an easy and timely procedure for the compensation of all the 

categories of victims be included in the law. 
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ABSTRACT 

This research is aimed at reviewing the challenges of the International Criminal Court (ICC), particularly the 

office of the Prosecutor (OTP) in prosecuting serving heads of state of member countries under the Rome 

Statute despite Article 27 of the Statute, which emphasizes the irrelevance of official capacity for establishing 

criminal responsibility under the Statute. The discharge of Mr. Uhuru Kenyatta before commencement of trial in 

the recent case of The Prosecutor v. Uhuru Muigai Kenyatta (ICC-01/09-02/11) further exposed the OTP to an 

already existing array of legal questions, particularly those emanating from the investigation of the President of 

Sudan Omar Albashir who has successfully ignored the warrant of the Court, until the OTP gave up its 

investigation in Sudan. The two cases gave the world the impression that the ICC cannot successfully prosecute 

serving heads of state, either because the court is incapacitated to carry out arrest when the accused head of state 

refuse to honor the court’s warrant or because the court cannot carry out a successful investigation without the 

cooperation of officials of Member State. 

 

Using doctrinal method this work highlights the essence of the ICC and the expectation placed on the court to 

deliver and sustain justice and peace, and how the challenges of prosecuting serving heads of state have 

militated against attaining the desired hope for the masses and deterrence for government officials who are 

tempted to impunity by power. 

 

This work observed that for the ICC to improve on its international perceptions among the comity of nations 

which is essential to the delivery and sustenance of global peace and justice every offender must be treated 

equally. The solutions proffered in this work range from how the court will work within the available legal 

framework to overcome some of these challenges to suggestions of amendments of some relevant provisions of 

the Rome statute to expand the powers of the Court to compel compliance with its jurisdiction by all Assembly 

of State Members.  

 

INTRODUCTION 

It is a universal principle of justice, that not only must Justice be done; it must also be seen to be done
127

. 

International criminal justice evolved from the desire by the international community to attain international 

justice, despite the concern that the concept is likely to contravene two major concepts of classical International 

Law; first, states not individuals were the exclusive subjects in classical international law. Therefore, 

recognising the individual as a subject of international law became necessary for the establishment of criminal 

norms in international law. Second, it was necessary to overcome the concept of sovereignty (Cassese, 2002:23). 

Notwithstanding the militating factors against the Idea of international criminal responsibility, there is on the 

other side a more severe danger of armed conflicts which has caused more than 86 million civilians to have 

died, been disabled, or been stripped off their rights, property and dignity since the end of the world war II (Lee, 

1991:1). The International Community has done very little to these victims or their families. Most victims have 

been forgotten and few perpetrators have been brought to justice, thus making a culture of impunity to prevail in 

the world (Lee, 1991:1).  

 

On 17 July 1998, the ICC Statute was adopted by 120 States at an international conference in Rome. It entered 

into force on 1 July 2002. The State of Palestine is the 123
rd

 State to join the ICC as at April 1, 2015 (ICC, 

01/04/2015). The Statute establishes the International Criminal Court with seat in The Hague, The Netherlands. 

Unlike the previous International Criminal Tribunals the ICC is not a temporary but permanent court. Its 

jurisdiction is not limited to certain conflicts or time periods
128

. However, the Court is subject to the principle of 

complementarity; it can act only if member States are unwilling or unable to carry out criminal proceedings 

(Art. 1 & 17 of the Rome Statute). The ICC Statute contains detailed provisions on genocide, crimes against 

                                                 
127

 R v Sussex Justices, Ex parte McCarthy [1924] 1 KB 256, [1923] All ER Rep 233 
128

 Art. 1 of the Rome Statute Text of the Rome Statute circulated as document A/CONF.183/9 of 17 July 1998 

and corrected by process-verbaux of 10 November 1998, 12 July 1999, 30 November 1999, 8 May 2000, 17 

January 2001 and 16 January 2002. The Statute entered into force on 1 July 2002. Available at: http://www.icc-

cpi.int/nr/rdonlyres/ea9aeff7-5752-4f84-be94-0a655eb30e16/0/rome_statute_english.pdf (Accessed: 

15/04/2015) 
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humanity, and war crimes (Art. 5-8 of the Rome Statute). For the first time, general principles of international 

criminal law were codified (Art. 22 of the Rome Statute).  

 

And worthy of note is that the statue provide as follows:  

 

“This Statute shall apply equally to all persons without any distinction based on official 

capacity. In particular, official capacity as a Head of State or Government, a member of a 

Government or parliament, an elected representative or a government official shall in no case 

exempt a person from criminal responsibility under this Statute, nor shall it, in and of itself, 

constitute a ground for reduction of sentence.”( Art. 27(1) of the Rome statute) 

 

The above provision has come under serious scrutiny recently, especially as it relates to existing International 

Immunity for serving heads of state. Some stakeholders like the African Union advocated for the removal of this 

provision and granting Immunity to serving Heads of State from the jurisdiction of the Court.
129

  

 

The Union also at different times called on the United Nation Security Council to use Article 16 of the Rome 

Statute to defer the investigation and prosecution of the President of Sudan Omar Albashir and the President and 

Vice President of Kenya; Uhuru Kenyatta and William Ruto (ibid). And when the Security Council ignored the 

call of the African Union, the Union called for non-cooperation from its members. The then Libyan President 

Late Muammar al-Gaddafi rallied his counterparts to sign onto what became known as the “Sirte decision”, in 

which AU states resolved not to cooperate with the ICC regarding the case of Albashir (Comfort Ero, 2010). 

The arguments posed by the AU and the advocates of deferral under article 16 of the cases of Heads of state is 

that prosecution of serving Heads of State may affect peace process in volatile countries (Gegout, 2013:800-

818). The ICC prosecutor kicked against this argument on the ground that the primary interest of the ICC is not 

peace but Justice (icc-cpi.int). There is also a strong argument in favor of immunity for heads of state; Bamu is 

of the opinion that Article 27 of the Rome statute which stripped off serving heads of state from their immunity 

is significantly different from the traditional legal position on immunity (Bamu, 2008:85-86). And he 

entertained genuine doubts whether any state can arrest Omar Al-Bashir without violating the International Law 

on Immunity (Bamu, 2008:85-86).  The ICC have ruled in the case of Albashir that serving Heads of State do 

not have immunity under the Rome Statute
130

. 

 

The Position of the Rome Statute on immunity of Heads of State leads us to a bigger challenge, which is the 

centrepiece of this paper, i.e Even without the immunity of Heads of State, what is the practicability of 

investigating, arresting and successfully prosecuting a serving Head of state under the Rome Statute. This issue 

was tested recently in the case of Kenyatta and it appears to the world that a successful prosecution of serving 

Heads of State is still an illusion to the ICC despite the laudable provision of Article 27. The events that lead to 

the reluctant withdrawal of the charges against Kenyatta by the Office of the Prosecutor (OTP) will be reviewed 

to explore whether there are no more options for the ICC in prosecuting Serving Heads of state under the present 

Statute and whether there will be need for amendment of the statute to further protect the vulnerable people of 

the world from impunity or the ICC should just continue to rely on the good faith of member countries which 

may and may not yield result. 

 

This paper is strategically designed to bring to the fore the Immunity of Serving Head of State and the 

Challenges the ICC faces in arresting, investigating and Prosecuting serving heads of state and possible 

solutions will be examined. Students and Scholars of International Criminal Law will find this work highly 

beneficial in kick-starting a debate on whether the hands of the OTP are absolutely tied from successfully 

prosecuting Serving Heads of State. The Prosecutors, Defence counsels and victims counsel will also find this 

work beneficial in charting a new course for the delivery of International Justice. 

 

 

IMMUNITY OF SERVING HEADS OF STATE 

                                                 
129

 Decision on the Implementation of the Decisions on the International Criminal Court Doc. 

EX.CL/639(XVIII), Pg. 1. Available at: 

http://summits.au.int/en/sites/default/files/ASSEMBLY_EN_30_31_JANU-

ARY_2011_AUC_ASSEMBLY_AFRICA.pdf (Accessed: 08/04/2015) 
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 The Prosecutor v. Omar Hassan Ahmad Al Bashir (“Omar Al Bashir”) ICC-02/05-01/09-25 06-07-2009 1/26 RH 

PT OA Available at: http://www.haguejusticeportal.net/Docs/ICC/Bashir_Prosecution%20Appeal_Genocide.pdf 

(Accessed: 08/04/2015) 
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The international community's approach to head of state immunity reveals wide agreement that heads of state 

are entitled to some immunity; however there is no consensus on the extent of that immunity (Jerrold, 1986:169-

197). Each state, with the expectation of being accorded similar treatment, grants foreign heads of state at least 

the degree of immunity necessary for them to perform their duties within that state without being subject to 

detention or arrest (Jerrold, 1986:179). 

 

Head of State immunity is predicated upon the principle of par in parem non habet imperium (Rahul, 2015) base 

on independence and dignity of States and the principle of non-interference (Rahul, 2015). Head of state 

immunity used to be absolute under traditional International law (Summers, 2006:463-493), but this has slowly 

given way to several exceptions for ending ‘impunity’ for grave international crimes. 

 

There has been remarkable increase in the trial of heads of state. The continuous focus by human rights 

movement to end impunity has seen the establishment of international criminal tribunals such as ICTY, ICTR 

and the International Criminal Court (ICC) (Lutz, & Reiger, 20091-25).  The establishment of these tribunals 

specifically comes with provisos that no individual is immune from the jurisdiction of the court, for example 

article 27 of the Rome Statute that established the ICC provides that:  

 

“This Statute shall apply equally to all persons without any distinction based on official 

capacity. In particular, official capacity as a Head of State or Government, a member of a 

Government or parliament, an elected representative or a government official shall in no case 

exempt a person from criminal responsibility under this Statute, nor shall it, in and of itself, 

constitute a ground for reduction of sentence.” (Art. 27(1) of the Rome statute
 
) 

 

And the ICTY statute provides: 

 

“The official position of any accused person, whether as Head of State or Government or as a 

responsible Government official, shall not relieve such person of criminal responsibility nor 

mitigate punishment.” 
131

 

 

Notwithstanding these provisos, heads of state have made attempts to evade the jurisdiction of any International 

Criminal tribunal by claiming broad and unfettered immunity of head of State under customary International 

law. Since this paper is focused on the ICC it will be pertinent to analyse the Prosecutor v Al-Bashir being the 

first instance that a serving head of state was indicted and the first instance that immunity of head of state was 

raised under the Rome Statute. 

 

The Prosecutor of the ICC applied to the Pre-Trial Chamber (PTC) for an arrest warrant in respect of the 

President of Sudan, Omar Hassan Al-Bashir. The application was granted by the PTC On March 4 2009, 

because the PTC was convinced that the evidence provided by the Office of the Prosecutor (OTP) was sufficient 

to raise a prima facie case against the Al-Bashir.
132

 Pursuant to the PTC’s order the Registry issued the arrest 

warrant and transmitted the warrant, together with a request for cooperation, to authorities in Sudan and 

assembly of state parties to the Rome Statute and all member states of the United Nations (Williams & 

Sherif, 2009). 

 

The request for an arrest warrant in respect of President Bashir raised the issue of the immunity to be enjoyed by 

a head of state of a non-state party to the Rome Statute in proceedings before the ICC. As the President of 

Sudan, President Al-Bashir may invoke immunity from criminal processes in third states and possibly before 

international criminal tribunals. Thus, the request was the first occasion on which an international criminal 

tribunal has been required to consider the immunity of an incumbent head of state (Williams & Sherif, 2009). 

The PTC ruled that the status of President Al-Bashir did not immune him from trial before the ICC thus the 

court was competent to issue the arrest warrant
133

. The court based its decision upon the following principles: 

1. The object of the Rome Statute is to put an end to impunity for the perpetrators of the most serious 

crimes.
134

  

2. Article 27(1) and (2) of the Rome Statute expressly expunged the recognition of official capacity by the 

ICC. 

                                                 
131

 Article 7(2) of Updated Statute  of the International Criminal Tribunal for the Former Yugoslavia) Available 

at: http://www.icty.org/x/file/Legal%20Library/Statute/statute_sept09_en.pdf (Accessed: April 19, 2015) 
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 Prosecutor v al-Bashir ICC-02/05–01/09, 4 March 2009 
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 Prosecutor v Al-Bashir (supra) 
134

 See Preamble to the Rome Statute 
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3. The jurisprudence of the court is that; other sources of law referred to in Article 21 of the Rome Statute 

may only be referred to where there is a lacuna in the framework of the ICC (the Rome Statute, the 

Elements of Crime and the Rules of Procedure and Evidence) and that lacuna cannot be filled by 

ordinary rules of treaty interpretation. 

4. By virtue of the United Nations Security Council’s referral of the Darfur situation to the Court, 

pursuant to Article 13(b) of the Statute, it follows then that the investigation into the said situation, as 

well as any prosecution arising therefrom, will take place in accordance with the statutory framework 

provided for in the Statute, the Elements of Crimes and the Rules as a whole. 

 

This reasoning has been severely criticized by Williams & Sherif on the following grounds:  

 

1. The preamble is not binding, even in respect of states parties. And that the first reasoning is confusing 

as to whether it meant that the PTC is suggesting that any claim to immunity by officials of Sudan 

would be inconsistent with Sudan’s obligation, as a signatory, to not act so as to undermine the object 

and purpose of the Rome Statute. Or it could support the assertion that immunity for President Bashir 

would be inconsistent with the objective of the referral of the situation in Darfur to the ICC, to avoid 

impunity for those responsible for atrocities. 

2. It is Article 27(2) that is relevant to the question of immunity, as Article 27(1) is directed to 

responsibility and not rules of immunity. The PTC relied on this provision to conclude that heads of 

state do not enjoy immunity. However, the PTC did not aver its mind to the fact that this is treaty-based 

deviation from customary international law principles and so failed to discuss the effect of the Rome 

Statute on officials of states that are not party to it.  

 

The learned authors though submitted that the final reason advanced by the PTC is the most convincing.  

 

The decision of the PTC in Al-Bashir’s case is very important because it is the first time an arrest warrant was 

issued against a sitting head of state by the ICC. Thus this case ignited the controversy around the immunity of 

serving Heads of State, especially in cases of non-parties to the Rome Statute.  

 

Even though Article 27 of the Rome Statute makes official position irrelevant, ambiguities still exists as to 

whether Al-Bashir can be arrested without contravening the international law relating to head of state immunity. 

Kiyani is of the opinion that the case neglected Article 98 of the Statute, and he concludes that al-Bashir remains 

protected by head of State immunity for being the head of a State that is not a party to the Rome Statute (Kiyani, 

2013:467–508). To him the ICC’s decision is based on the erroneous assumption that the Security Council can 

override customary international law relating to immunities, or that the law of immunities already provides an 

exception relating to Head of State accused for serious international crimes, the situation in Al-Bashir finds 

himself. According to him the basic problem with the application of Rome Statute to non-parties to the ICC is 

the question of pacta tertiis nec nocent nec prosunt—treaties create rights and obligations only between the 

states parties to it and not upon third parties (Article 34, Vienna Convention of Law of Treaties). Kiyani insisted 

that the UNSC’s refereal of the Sudan situation ultra-vires questions the UNSC’s power to override customary 

international law and extend Rome Statute (or any other Treaty) to a third state in violation of the pacta tertiis 

principle. Mohanty counter argued that Kiyani’s interpretation is contrary to the intent behind inclusion of 

Article 13 (2) in the Rome Statute, which was to refer ‘situations’ (not cases) to ICC which could in UNSC’s 

opinion constitute treat to peace and security. Since Article 39 of UN Charter and Part VII powers of the UNSC 

has been understood, by subsequent practice of States, that “threat to the peace” may include, internal armed 

conflicts’ Higgins is of the view that the principle of immunity in customary international law must be weighed 

and balanced with other possibly more important principles of human rights (some of which are elevated to the 

status of jus cogens) (Higgins et al).  It will be safe then to conclude that the UNSC has the power to override or 

shape customary international law (though not jus cogens) especially if it deals with issues constituting threat to 

peace and security within the meaning of Article 39.  

It is worthy of note that International Law scholars are unanimous that heads of states that are parties to the 

Rome statute are not entitled to immunity  this is probably why Uhuru Kenyatta never pleaded immunity.  

 

THE INVESTIGATION AND PROSECUTION OF SERVING HEADS TO STATE. 

The Rome Statute recognizes the special role of the United Nation Security Council (UNSC) to maintain peace 

and security in the world. Under the Statute, the UNSC can refer situations to the Court even as regards 

countries that are not parties to the Statute (Article 13(b) of the Rome Statute). Under this power, the UNSC had 

already referred the situation in Darfur, Sudan, to the Court. The Security Council, under Chapter VII of the 

U.N. Charter, may also defer an investigation or a prosecution for a period of one year (Article 16 of the Rome 

Statute). 
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There is plethora of mechanism available to the ICC to bring all offenders of the Rome Statute to justice. The 

strength and weakness of these mechanisms is best tested when a serving head of state is alleged to have 

contravened the Statute. Thus it will be pertinent to review some of these mechanisms with the aim of 

understanding the genesis of the challenges facing the ICC in the prosecution of serving heads of state.  

 

First of all, the Court can only exercise jurisdiction if a situation is referred to the Prosecutor by a state party in 

accordance with article 14, or a referral of non-state party by the UNSC acting under Chapter VII of the UN 

Charter or where the Prosecutor initiates investigation proprio motu (Article 13 of the Rome Statute). 

 

These methods of igniting the jurisdiction of the court are in themselves self-defeating according to Jack 

Goldsmith (2003:89-104). A cursory look at this provision will reveal that a serving head of state of a non-state 

party who is friendly to the member countries of the UNSC will never be prosecuted by the ICC even if he 

commits the highest atrocities known to man.  

 

Secondly, the ICC depends on the commitment of member states and the UNSC for the enforcement of its 

orders (Article 86-87 of the Rome Statute
 
). Where a member state refuses to cooperate, there are no 

repercussions unlike what is obtainable in other organizations.  Another source of concern, that is even greater 

than the lack of repercussions for member states that refuse to cooperate, is the unclear nature of immunity or 

excusal from cooperation for the member states (Article 98 of the Rome Statute). This confusion has been 

severally exploited in the case of Omar Albashir, particularly by the African Union States after it could not 

convince the UNSC to postpone the investigation in Sudan it then ordered its member states not to cooperate
135

. 

This decision of the AU was the tool used by the African countries to justify the applicability of Article 98 of 

the Rome Statute. However a Kenyan High Court while delivering judgment in a case filed by the Kenyan 

section of the International Commission of Jurists held that the Kenyan government is under obligation to arrest 

Omar Al-bashir once he sets his foot in Kenya.
136

  

 

In Chad, President Al-Bashir attended a meeting of the leaders of the Community of Sahel Saharan States 

(Clarke, 2010:9). President Al-Bashir remained in Chad for a total of three days. During that time, the European 

Union, as well as organizations such as Human Rights Watch and Amnesty International, urged Chad to arrest 

President Al Bashir." But Chad refused (Barnes, 2011). 

 

Chad's failure to arrest President Al Bashir illustrates the lack of enforcement mechanisms available to the ICC. 

The safe travel President Al Bashir enjoyed in Chad exemplifies the impotence of the ICC when its member 

states refuse to cooperate (Barnes, 2011). Al-bashir also visited Nigeria in June 2013 to attend African Union 

summit amidst controversial circumstances that lead him to fly out of the country before the commencement of 

the conference (Oyedele, 2013). 

 

Apparently, the world had thought that the only problem the ICC had in the prosecution of serving head of state 

was to have him arrested and everything will fall into place. But this assumption had been eroded recently by 

the President of Kenya, Uhuru Kenayatta. In the case of Prosecutor v Uhuru Kenyatta
137

 six people including 

Uhuru Muigai Kenyatta were indicted by the ICC's Pre-Trial Chamber II on 8 March 2011 and summoned to 

appear before the Court
138

. Subsequently, Kenyatta became the President of Kenya in 2013 and the ICC 

continued its process despite the reservation of some International Law Jurists who viewed the move as the 

likely ‘beginning of a long slide into irrelevance for international law’
139

. Kenyatta case being the first time a 

sitting President is standing trial at the ICC has evoked criticism, especially among African states. Their voiced 

out their criticism during the 12
th

 session of the Assembly of States Parties (ASP) in November 2013. The 
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African Union (AU) requested for a special segment during the session that will be dedicated to Indictment of 

sitting Heads of State and Government and its consequences on peace and stability and reconciliation. The AU 

maintained that the required presence of the Kenyan President and his Deputy at the ICC will prevent them from 

attending to the domestic security situation in Kenya after the attack of a Nairobi shopping center on 21 

September 2013.
140

 AU further requested the UN Security Council in October 2013 to use its powers under 

Article 16 of the Rome Statute to defer the Kenyan cases, but the request was denied by the Council.
141

 Many 

African states also threatened to withdraw from the Court, including Kenya itself.
142

 All of these merely re-

echoed the tense relationship between the AU and the Court that originated from the indictment of Al-Bashir.  

 

The Assembly of State Parties refused to consider if a sitting head of state should stand trial, as this would 

undermine the entire purpose of the Court and its Statute to try those most responsible. It would be inconsistent 

with Article 27 of the Statute, which emphasizes the irrelevance of official capacity for establishing criminal 

responsibility under the Statute. Instead, the ASP tried to be responsive to the Kenyan government considering 

its request that sitting heads of state should not have to attend their trials. It therefore discussed when and under 

what conditions the trial of a sitting head of state should take place. As a result of these discussions, States 

Parties agreed to expand the Rules of Evidence and Procedure regarding the presence requirement (Esterik, 

2014). And Rule 134 (bis) was added to enable the accused to request to attend the proceedings through video 

technology instead of in person. Moreover, Rule 134(quater) allows an accused who has the duty to fulfill 

“extraordinary public duties at the highest level” to request to be exempted from parts of the trial, under the 

condition of a strict range of criteria (Resolution ICC-ASP, 2015). The Appeals Chamber however decided that 

the amendment is in conflict with the Rome Statute and thus invalid (Goldsmith, 2003). 

 

On October 16, 2014, Uhuru Kenyatta decided to temporarily step down as president in order to attend his trial 

at the International Criminal Court.
143

 However, several misfortunes that were fortunate to Kenyatta occurred. 

Some witnesses died, some were too terrified to testify, or radically changed their accounts. The Kenyan 

government also refused to hand over key records such as telephone record of Kenyatta during the period under 

investigation, list of Landed properties owed by Kenyatta etc. The Kenyan Government cited that it could not 

furnish those records because the OTP is not specific in its request. But the OTP concluded that Kenya refused 

to cooperate with the ICC’s investigation and thus have failed in its obligation to the court. The OTP was 

literally struggling to collect evidence from Kenyan Government; the (OTP) applied to the judges of the court to 

refer Kenya to the ASP under Article 87 (7) of the Rome Statute for lack of cooperation. The Judges however 

ruled that there is no clear case of lack of cooperation against Kenya, since the Kenyan government has shown 

its commitment to cooperate with the court by asking for specific details of the Prosecutor’s request. 

Subsequently, the OTP requested a pause in proceedings until investigators could come up with stronger 

evidence, or the Kenyan government could be persuaded to cooperate fully. The court denied this request, 

asking the prosecution to indicate whether it could proceed under the circumstances or alternatively, drop the 

matter altogether.
144

 The OTP then reluctantly withdrew the charges with the intention of returning to the court 

whenever it has new evidence.  

 

The Kenyatta events gave a devastating blow to the credibility of the prosecution and the ICC. Critics of the 

ICC saw the collapse of the case against Kenyatta as a powerful example to question the court’s competence and 

its motives (Allison, 2014). 

 

The Prosecution needed to prove its case beyond reasonable doubt, and to do that it needed witnesses to testify, 

investigators to come up with new evidence, and cooperation from the Kenyan government, which included 

sharing key financial documents and telephone records that might have implicated the accused. That means to 

prosecute Kenyatta the Prosecution required active cooperation from Kenyatta himself – who, as sitting 

president of Kenya, was perfectly positioned to frustrate the proceedings (Allison, 2014). 
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HIGHLIGHTS OF THE PROBLEMS THAT FRUSTRATE THE PROSECUTION OF SERVING 

HEADS OF STATE: 

The bureaucratic operating protocols require governments under investigation to be informed in advance of the 

presence of the investigators. In the case of Kenyatta some witnesses died or went missing, while others refused 

to testify out of fear or suddenly changed their testimony without explanation (Allison, 2014). 

 

Witness protection program is to a great extent dependent upon the goodwill of the State party whose Head of 

state is being investigated. Rule 17(2)(a)(II) of the Rules of Practice and Evidence (PRE) provides that the 

witness protection unit of the court shall Recommend to the organs of the Court the adoption of protection 

measures and also advising relevant States of such measures. This clearly puts the witness who will be testifying 

against the head of state of his country in danger. And the head of state or his political associates need not 

bother with compromising the main witness especially in African culture where extended families could be very 

large. Also the ICC and the Dutch government are yet to agree on support protection and re-location of ICC 

witnesses. In 2013 lawyers representing Mathieu Ngudjolo Chui from DRCongo (DRC) who was acquitted of 

war crimes and crimes against humanity in December 2012, argued that he could not return home for fear of his 

life. When he applied for political asylum the Dutch authorities arrested him and placed him in detention and 

tried to deport him. In July 2014, the Dutch government deported three prosecution witnesses to the DRCongo 

despite protests by human rights organizations that they would be persecuted on their return (Davies, 2014). 

This event has serious effect on potential witnesses both in the short term and long term. 

 

The Politics that engulf the operation of the ICC is posing great danger to the sustainability of the Court’s 

reputation. Already the African Union is almost at logger heads with the Court and some African states accuse 

the Court of neo-colonialism and interference with African state sovereignty. For example UN High 

Commissioner for Human Rights Navi Pillay has described Syrian President Bashar al-Assad as a “war 

criminal” (Michael, 2013). But there is yet to be any resolution of the UNSC inviting the ICC to investigate the 

situation in Syria despite the fact that the ICC would have a strong case against Bashar al-Assad as well as many 

of the groups opposing him. The United Nations (UN) reports that in the past two years 70,000 people have 

been killed in the country’s civil war.
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 Similar allegations have been labelled against U.S.A, regarding its 

Drone attacks carried out in Pakistan, Libya, and Yemen (Vincent, 2013). Frequently causing civilian deaths, 

without offering any legal recourse for the non-combatants harmed (Kenneth, 2013). These allegations are many 

against various other non-African states however one may argue that these countries are not parties to the Rome 

statute, but so is Sudan, yet the Security Council referred its situation for investigation. In may 2014, the Chief 

Prosecutor of the Court, Fatou Bansouda officialy announced that the court will re-open investigation allegedly 

committed by British Army in Iraq. This announcement lead to strong reactions from British Politicians and 

Millitary Brass with most of them calling for the British Government to stop its funding of the court (Davies, 

2014). Most worrisome is the revelation of Moreno Ocampo the former ICC prosecutor who initiated the 

investigation in Kenya, to the effect that the Kenyan cases were trumped up charges by western foreign envoys 

who had asked him to block Kenyatta and Ruto from contesting Kenya’s presidency (Kabukuru, 2014). These 

political interferences will prevent government officials under investigation to respect the Court and accord it 

the due support needed for persecuting or prosecuting them. 

 

RECOMMENDATIONS 

The ICC has come a long way; it started from an impossible idea to the strong institution that it is today. Though 

the Court is yet to arrive at its destination, there appears to be hope that in the future the court will serve as 

succor to all victims of impunity in the World. The following steps will help to strengthen the court to make the 

investigation and Prosecution of serving heads of state more possible than it presently is.  

 

I. The permanent members of the United Nation Security Council should as a matter of urgency become 

parties to the Statute. This will strengthen the court and accord the UNSC sufficient moral rectitude to 

actively participate in the determination of the activities of the Court. To achieve this the ICC’s public 

relation department must concentrate its effort at lobbying civil liberties organizations of the UNSC 

permanent member states to pressure these governments to join the ICC, in the overall interest of 

international justice and the collective conscience of the citizens of those countries. 

 

II. The court must have stronger investigation unit. The ICC has often struggled to gather sufficiently 

convincing evidence against suspects. The court must have an intelligence gathering unit that should be 
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accorded the power to enter any country covered by the jurisdiction of the court secretly and collect 

evidence for onward transmission to the court. This may be hampered by the advocates of sovereignty, 

but broad and consistent consultation between the ICC and its member states will give birth to a sound 

procedure that will at the end be in the interest of the voiceless citizens of the world whom the Rome 

statute is meant to serve. Heads of state must not be aware of existing investigation in their country if 

they or their associates are likely to suspects in the investigation. 

 

III. The ICC prosecutor must avoid the temptation and pressures of framing charges without concrete 

evidence. The mere occurrence of disturbing crimes is not enough reason for the Prosecutor to file 

charges. The conviction of Congolese warlord Thomas Lubanga Dyila in 2012  was a milestone for the 

court. But judges on the case were scathing about the way the OTP handled the investigation, 

particularly its reliance on intermediaries and its failure to properly probe evidence that later turned out 

to be false.
146

 The Lubanga judgement also highlighted a tendency for investigators to rely too much on 

third-party information such as reports from human rights groups and academics. Montserrat Carboni, 

permanent representative to the ICC for the International Federation for Human Rights, said that the 

OTP had a tendency to gather just enough evidence to secure an arrest warrant. This would then be 

built on to confirm the charges, and then worked on again in order to clear the next hurdle in the case. 

"If investigators are gathering evidence in stages, then there is a strong likelihood that they will 

overlook vital information," Carboni said (Institute for War and Peace Reporting, 2013). The 

Implication of rushing to file inchoate charges that involve serving head of state is that there are strong 

likelihood that the Head of state and his associates will use their power to scuttle further investigation 

thereby making a mockery of the court.  

 

IV. The court must have stronger financial support, a situation where by British politicians and Military 

brass were advocating and threatening to stop funding the court on account of a legitimate investigation 

is very dangerous to the court. Justice must not be predicated upon the discretion of the Person against 

whom it is likely to serve. Assembly of State Parties must come up with an independent means of 

generating revenue for the court, such that the state’s contribution will be merely supplementary. It is 

my humble suggestion that the ICC’s budget should be directly sourced from the United Nations 

budget. Such that both members and non-members of the Rome Statute will contribute through the UN. 

This way, the ICC will become an institution of the United Nations. The will be easier if the United 

Nations Security council are convinced to become members of the statute. 

 

 

CONCLUSION 

It is obvious that the ICC have come to stay, and idea of a permanent court to try those that commit the most 

heinous crimes in the world had faced bigger obstacles and challenges than the court is facing presently. There 

was a time that the concept of individual criminal responsibility in International law was viewed as a very 

contradictory idea, and the concept of sovereignty was viewed as highly sacred. Gradually the proponents of the 

Idea of creating the court continued to compare these existing traditional international Law theories with the 

atrocities of war that keeps getting worse with the advancement in warfare technology. Thus the challenges that 

the court is presently facing, especially in the Investigation and prosecution of serving heads of state will be a 

thing of the past if all stake holders will work aggressively towards attaining the ideals of the court. 

 

The ICC as it is will be a focal point for rhetorical assertions about criminality even in cases in which the ICC 

clearly lacks jurisdiction (Morris, 2002). The challenges and suggestions proffered in this paper are not 

exhaustive, but will serve as a stepping stone to the stakeholders of the court to strategies on how best to 

advance the cause of the court. 
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 ABSTRACT 
International environmental law is the basic legal framework put in place by the UN to check human economic 

activities on the environment with the view of protecting it and ultimately achieving sustainable development 

through a sustainable environment for our generation and many more future generations to come. It is in line 

with this that the UN adopted quite a number of conventions such as the UNFCCC and principles such as the 

polluter pays, precautionary, precautionary, integration principles etc.  The importance of sustainable 

development is the major reason environmental law has generated much heated debate within the realm of 

global politics in recent times. However, this paper pointed out that despite so many years of the existence of 

international environmental law, it has not recorded any remarkable achievements as it lacks an effective 

mechanism for implementation, commitment and sanctions among member countries and thus its weakness. The 

environment continuously suffers pollution especially by the industrialized countries of the west leading to such 

consequences as climate change or global warming, deforestation, desert encroachment, air and water 

pollution etc which in turn threatens the human health and entire live on planet earth. On the one hand the 

greatest burden of pollution comes from the industrialized countries that also have the adequate technology to 

minimize its hazardous impact, while on the other hand, the greatest burden of this hazard is also suffered by 

the third world countries who lack the adequate technology to manage this pollution. International 

environmental law is thus too weak to act against the offending countries since the same people who make such 

laws are responsible for its implementation, and thus the high level of impunity. The research recommends that 

the UN adopts more stringent measures to ensure better level of commitment, implementation and sanction. This 

research is largely theoretical and assessed the emergence and principles and performance of environmental 

law, its negative impact and relegation of third world countries within the international system. 

 

INTRODUCTION 

The ‘environment’ has become one of the most contested issues on the global political agenda in recent decades 

following the increasing level of environmental degradation triggered by the economic activities of man and its 

harmful effects on human life and the environment as a whole. In other words, attention has gravitated towards 

the environment owing to the growing knowledge and understanding that the planet earth is now in a continuous 

state of gradual degradation as a result of the direct consequence of cumulative economic activities of man 

precipitated by the 17
th

 century Industrial Revolution and factors such as, speedy population growth, the notion 

of the world as a global village, the cold war etc. Environmental protection through sustainable development has 

become a task which presents a great challenge to states. 

 

During the past few decades, scientists have made new discoveries about the devastating consequences of 

human interaction with the environment which has brought such issues as global warming, ozone depletion, 

nuclear pollution and hazardous waste disposal to the front burner of global politics. The world is a biosphere 

and there is also the awareness that the action in one part of the globe has an attendant effect on other parts of 

the globe as well as implication for resource availability in such areas. For instance a defectively managed 

process of petrol exploration or oil rig can lead to oil spillage harming people, agricultural crops as well as 

aquatic life and living organism thousands of miles away. Most of these issues were initially regarded as a 

matter of local concern but globalization has brought about the increasing knowledge and awareness that the 

problem of environmental pollution is rather a global one which explains that the world is indeed a global 

village. Most importantly, the impact of the cold war has precipitated continuous emphasis that environment as 

an issue of debate questions about the relevance and credibility of international environmental law in trying to 

address such environmental problems especially as it affects the third world and developing countries where the 

consequences are most felt. During the last three decades since the emergence of ecological degradation as issue 

of great global concern, environmental law has been one of the legal instruments and the primary regulatory 

mechanism used to promote natural resource conservation, pollution and another forms of environmental 

protection within the realm of IEL. 

 

However it is against this background that this paper aims at a critical analysis of the efficacy of international 

environmental law in the third world and developing countries. Thus, crucial questions arising here are as 

follows; who is responsible for environmental degradation? How have the developed countries responded to this 

challenge? How democratic and effective are IEL? What is the impact on third world countries? However, the 
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major pre-occupation of this paper is to assess the efficacy of environmental law and its effect on third world 

and developing countries by providing answers to these basic questions. 

 

 Environmental Law in Historical Perspective 

Environmental law has been in existence for many centuries which aims at checking bio-hazards or 

environmental hazards. 

 

According to Encyclopedia Britannica (2010) the emergence of environmental law dates back to about AD80 

when the Senate of Rome passed a law to protect the supply of clean water. In the 14
th

 Century, England 

prohibited the burning of coal and disposal of waste along waterways. In 1681, the Quaker leader of England in 

Pennsylvania, William Penn ordered that one acre of forest be preserved for every five acres cleared for 

settlement. In the same vein, Benjamin Franklin also led serious campaigns to curtail refuse dumping. In the 9
th

 

Century, at the peak of the industrial revolution, the British government passed regulations to reduce the 

damaging effect of industrial chemicals on the environment. All these events constituted a milestone in the early 

development of environmental law. 

 

However, prior to the 20
th

 Century, there were a few international environmental agreements. These agreements 

often focused chiefly on boundary waters, navigation and fishing rights along water ways but overlooked 

pollution and other ecological problems. In the same century, convention to protect commercially valuable 

species were reached including convention for the protection of Birds Useful in Agriculture (1962) signed by 

twelve European countries, Convention for the Preservation and Protection of Fur Seals (1911), concluded by 

Japan, Russia and United Kingdom, Convention for the Protection of Migrating Birds in (1916) adopted by the 

United States, United Kingdom and Mexico in 1936 and convention related to the preservation of Flora and 

Fauna by Belgium, Egypt, Italy Portugal and a host of other conventions. 

 

 Britannica Encyclopedia (2010) further asserts that, environmentalism became an important political and 

intellectual movement in the West in the early 1960s where in US, the publication of a biologist, Rachael 

Carson’s “Silent Springs” (1962) led to a wide spread illumination on environmental hazards of chlorinated 

hydrocarbon pesticides. In response to this new discovery, the US government passed a number of 

environmental laws to address the issue of solid waste disposal, air and water pollution and the protection of 

endangered species and created the Environmental Protection Agency (EPA) to monitor compliance. In Japan, 

rapid re-industrialization after the second world was accompanied by the indiscriminate release of industrial 

chemicals in human food chain in certain areas such as Minamata where a good number of people suffered from 

mercury poisoning after eating contaminated fish from industrial waste which led to the enactment of basic laws 

for environmental pollution control. However the evolution of International Environmental Law (IEL) has 

experienced remarkable growth since the Stockholm Conference of 1972. The establishment of United Nations 

Environmental Programme  (UNEP) in 1972 as the principal international environmental organization to guide 

and coordinate environmental activities within the UN system is also an extra milestone aimed at promoting 

international cooperation on environmental issues by providing and encouraging the international scientific 

community to participate in formulating policies for the UN. It played a key role in initiating negotiations on 

reducing ozone-depleting chemicals. 

 

The United Nations Conference on Environment and Development (UNCED), popularly called the Earth 

Summit held in Rio De Janerio in 1992 aims at reconciling worldwide economic developments were signed; 

e.g., Convention of Bio-Diversity, The UN Framework Convention on Climate Change (UNFCCC) or global 

Warming Convention, Declaration on Environment and Development or Rio Declaration. The Kyoto protocol 

which is one of the most recent and remarkable environmental instrument adopted in 1997 

 

Theoretical Framework 

IEL is best understood within the framework of Eco-socialist theory of the Marxian school as popularized by 

scholars like John Bellamy Foster, Paul Burkett, and Williams Morris etc. This theory is critical of some of the 

theoretical thesis of both green politics and socialism. They are often described as the Red-Greens.  Although 

they are adherents of Green Politics, but with a clearly anti- capitalist views as inspired by Marx. It asserts that 

capitalist economies are driven by competition propelled by a small minority who control the means of 

production and whose major motive is to maximize profit. The drive to accumulate by individual capitalist 

rather focuses on the short term gains and ignoring the long term negative consequences of this process on 

environment leading to what Marx described as a ‘metabolic rift’ between man and the natural environment. 

However, capitalism is responsible for global environmental degradation as a result of technological 

advancement which poses a great threat to the entire eco-system. This threat is manifested in form of climate 

change or global warming with the high emission of green house gases by the most industrialized countries. 
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Even with the continuous and rapidly increasing levels of environmental degradation, the capitalists’ ultimate 

drive remains the same, i.e. continuous accumulation of capital to the detriment of the environment especially, 

environment of the poor states. In the absence of apt technology to fix such problems of climate change, the use 

of renewable energy based on the sun, wind tides becomes very imperative in order to ensure sustainable 

development.      

 

Landmarks in the Modern History of Environmental Law and Policy 

There have been quite a number of developments within the domain of international environmental law and 

policy as stated by Bell (2008, pg. 21-22) as presented below: 

 

1962  - Publication of Rachael Carson’s “Silent spring” which rises important questions on 

the impact of human activities on the environment. 

1968   - ‘Apollo 8’ sends back the first picture of earth  from space which are seen by many 

showing both the earth’s beauty and fragility 

1969    -  Green Peace and Friends of the Earth was founded. 

1970     -    UK Department of Environment was established (celebrated  April 22
nd

). Earth day 

celebrated globally where first mass global citizen action on environmental issues. 

1972  - UN Stockholm Conference on Human Environment was held.  

It was the first major global gathering to address environmental issues. This was 

influenced by Neo-Malthusian dimension to environmentalism seen in the publication of Romeo’s Limit to 

Growth’. 

1973  - The EEC Environment Action Programme was adopted marking the emergence of 

European Community as an important action in the development of environmental policy and major source of 

environmental law. 

1974  - Control of Pollution Act enacted (Polluter Pays) 

1985  - Ozone Treaty Agreed – Following the discovery of a hole in the Ozone Layer over 

Antarctica. 

1987  - The Brundtland Report (Our Common Future) was published to reconcile 

development and environmental process. Concept of sustainable development was popularized. 

1988  - Intergovernmental Panel on Climate Change (IPCC) was established. Mrs. 

Thatcher’s Green Speech which stressed environmental stewardship. 

1990  - Environment Programme Act was established (EPA). 

1992  - The UN Rio UNCED marks the peak of the second wave of environmental concerns. 

1995  - The Environmental Act established in England and Wales and a National 

Environmental duty subject to sustainable development duties. 

2001  - The ‘Aarhus Convention’ was established which serves as a landmark in 

environmental citizenship establishing rights in relation to public participation, environmental information and 

access to justice. 

2007  - Intergovernmental Panel on Climate Change and Algore win Nobel Peace Prize for 

raising awareness on climate change. 

 

 

Concept of Environment and Environment Law 

The concept of Environmental Law is relatively new. It was principally as a result of the 20
th

 century 

technological advancement and a corresponding increased understanding of environmental consequences of 

these advances that brought about the emergence of environmental law. 

 

Although it has many contested definitions, the challenge of defining the boundaries of environmental law is 

fundamentally linked with the two central concepts of what we mean by ‘environment’ and what we mean by 

‘law’. 

According to Bell and MC Gillivary (2008:7), defining the environment is central but problematic in 

environmental law because it has no singular definition as a result of the relativity in its usage. Its most 

fundamental meaning relates to the surroundings.  

 

Albert Einstein defines the environment as “everything that is not me” (in Bell and Mc Gillivary, 2008”7). This 

definition makes reference to the environment in terms of its physical non human environmental components 

such as land, water, air, flora and fauna etc. This definition however gives environment some sort of scientific 

connotation. 
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The Environmental Protect Act (1990) defines the environment as all or any of the following media namely; air, 

water and land and the medium of air include the air within the building and air within natural or man-made 

structures above or below the ground. 

 

In the same vein, environmental management standard defines the environments as surroundings in which an 

organization operates including air, water, land, natural resources, humans and their interrelation. Surroundings 

in this context extend from within the organization to the global system (quoted in Bell & Mc Gillvray, 2008). 

 

Given these strands of definition, the environment could be defined as the surrounding within which man lives 

which is best understood within the context of  man’s interaction with the components of  the environment 

which includes both plants and animals as well as living and non-living things. It is also important to note there 

is a relationship of mutual reciprocity between man and his environment which means that the environment is of 

great importance to man and as such, it is the responsibility of man remain committed to the protection of the 

environment in order to sustain or ensure a smooth or progressive relationship between the two elements.  It is at 

this juncture that the relevance of environmental laws or policy becomes of utmost importance  

 

In this sense, the idea of environment is recent in terms of policy and law making. The notion of environment as 

being something worthy of protection and enhancement through public control dates back only to the 1960’s. 

 

International Environmental Law is a branch of international law established by the global community through 

the agency of the UN as the standards that government must adopt to manage natural resources and 

environmental quality. It is a body of principles policies, directives and regulations enacted and enforced by 

national, local and international entities to regulate human activities on the environment. According to 

Wikipedia, the free encyclopedia (2012, 2015) environmental law is a complex and interlocking body of 

treaties, conventions, statutes and regulations and common laws that function to and regulations and common 

and the natural environment for the purpose of reducing the impacts of human activities on the environment i.e. 

biohazards. It is also referred to as environmental and natural resource law used as a collective term describing 

the network of treaties, statutes and regulation and common customary laws addressing the effects of human 

activity on the natural environment.  Umozurike,  (2001:226) sees environmental law as being concerned with 

environmental protection aimed at preserving and protecting the air, water, soil etc. from pollution or 

degradation as well as the preservation of the common heritage of mankind for the benefit of both present and 

future generation (sustainable development). 

 

A similar view is shared by Stook in his preface to ‘A Practical Approach to Environmental Law’. He defines 

international environmental law within the context of sustainable development, protection and preservation of 

environment which he emphasized as crucial to the future of mankind (Stooks 2009) 

 

However, the essence of IEL is to ensure that human activities are in accord with the natural environment and 

laws of nature. It is also important to mention that environmental law derived its inspiration from the principle 

of environmentalism including ecology, conservation, stewardship, responsibility and sustainability. Its primary 

focus is on environmental impact assessment which has to do with air quality law, water quality law, waste 

management law, environmental cleanup law, forestry law, game law, fisheries law with the ultimate emphasis 

on sustainable development (Wikipedia of IEL, 2015). 

 

Pollution does not respect political boundaries making international environmental law an important aspect of 

international law. Pollution control laws generally aimed at protecting and preserving both natural environment 

and human health which is the very essence of environmental law. 

 

Basic Principles of International Environmental Law 

As the perception of universal nature of environmental impacts grow, there is an increasing awareness that there 

is need to arrive at a consensus on the values and policies in the international arena on how to reach thorough 

effort to address common issues. 

 

Principles are a set of concepts, doctrines, ethics, legalities and moral guidelines established by UNCED aimed 

at ensuring that states check the impact of environmental hazards within their own immediate environment. 

These principles are enshrined in publications such as “Our Common Future”. 

 

Stooks (2009:21) identified the major principles of environmental laws as: 

 

 Sustainable development 
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 Preventive principle 

 Precaution 

 Polluter pays 

 Public participation  

 

Leeunwen, Mathijss, Harmelen (2005) identified the organizing principles of international environmental law as 

follows; polluters pay, precaution, sustainable development, environmental procedural rights, common but 

differentiated responsibility. Others are intergovernmental and intergenerational equity, common concern of 

human kind, common heritage, integration, good neighborliness. 

 

Ben & Mac Gillvray (2008:55-56) presented a rather more articulate view of these principles as thus: 

1. Sustainable development 

2. Precautionary principle 

3. Polluter pays principle 

4. Preventative principle 

5. Integration principle 

6. Public participation principle 

7. Substitution Principle. 

 

1. Sustainable Development: It is one of the most important principles of environmental law which emphasizes 

development within the limit of the earth’s environmental capacity. It is very central to the recent and future 

development law and policy. Sustainable development as a concept could be traced back to Brundtland 

Commission Report of 1987 and to some extent UN Stockholm Conference on environment in 1972. It is 

defined as a kind of development that meets the need of present generation without compromising the ability of 

future generation to meet there own needs. The primary objective of this principle is to meet both current and 

future needs without much harm to the environment. 

 

This concept of all the environment principles has the most contested definitions. The focus of sustainable 

development under the Brundtland definition is on improving the quality of humans without increasing the use 

of natural resources beyond the capacity of the environment to supply them indefinitely. 

 

2. Precautionary Principle: In order to protect the environment, precautionary measures are to be adopted by 

states according to their capabilities. According to this principle, where there is a threat of irreversible damage, 

lack of full scientific certainty shall not be used as a reason for postponing cost effective measures to prevent 

environmental degradation (European Commission, 2000). This implies that scientific method cannot predict 

absolutely how, when and why adverse impacts will occur or even their aftermath effect could be on humans or 

the ecosystem. In the absence of such proof, There is often enough information to identify a serious risk that 

some impacts are likely to lead to unacceptable high cost which should be avoided where reasonable exist, 

actions to avoid these impacts are necessary. In other words, this principle is all about “better safe than sorry”. 

 

3. Polluter Pays Principle: According to this principle, the cost of pollution should be borne by persons 

responsible in terms of the consequential cost for causing the pollution as a measure to protect the environment 

to an acceptable degree (19740 ECD recommendations). 

 

4. Preventive Principle: This principle states that all states have the responsibility or obligation to ensure that 

activities within their jurisdiction or control do not cause damage to the environment of other states or areas 

beyond the limits of national jurisdiction (1992 Rio Declaration on Environment and Development). It requires 

that action should be taken at an early stage if possible before damages actually occur. This principle 

presupposes that prevention is better than cure. This principle is also directly linked to precautionary principle. 

This principle promotes the prevention of environmental harm as an alternative to remedying harm already 

caused. For example, it encourages the use of Best Available Techniques (BAT) to prevent pollution under 

integrated pollution prevention and central regime. 

 

5. Integration Principle: This principle seeks to apply environmental issues across all policy areas with the aim 

of avoiding contradictory policy objective that result from failure to take into account environmental protection 

or resource conservation goals. This  is to say that environmental protection requirements must be 

integrated into the view to promoting sustainable development. 

 

6.  Public Participation Principle: Environmental issues are best handled with the participation of all 

concerned citizens at the relevant levels. 



 
 

ICSSL -2015 | International Environmental Law; An Appraisal 467 

 

LAW International Conference on Social Science and Law 

 

 At the national level, each individual is expected to have access to information concerning the environment that 

is held by public authorities including information on hazardous wastes or materials and activities in their 

communities and the opportunity to participate in decision making process. States are to facilitate public 

awareness and participation by making information available widely. Effective access to judicial an 

administration proceedings including redress and remedy to be provided.      

 

This principle seeks to encourage widespread and informed public participation in decision making through 

three pillars of participation in decision making, access to information on environment and access to justice. 

 

7. Substitution Principle: 

This principle states that chemicals that are concerned should be substituted with safer chemicals or with 

materials or safer technology. This is an emerging one which encourages replacement of dangerous substances 

or processes by other less harmful substances and processes. For instance, this principle tends to discourage the 

use of fossil fuel and rather encourages the use of alternative sources of energy. It is an extension of the 

precautionary principle in the sense that it promotes technology driven changes rather than waiting for proof of 

harm. 

 

The United Nations Framework Convention on Climate Change (UNFCCC) and the Kyoto Protocol 

The United Nations Framework Convention on climate change (UNFCCC) which produced the United Nations 

Conference on Environment and Development (UNCED) formally called the “Earth Summit” which took place 

in Rio, 1992 and the associated Kyoto Protocol of 1997 are the two major legal treaties adopted on a global 

scale to guide climate change policy which was precipitated by environmental degradation. The convention was 

adopted in 1991 at the UN Headquarters during the UNCED in New York which was signed in Rio De Janerio 

in 1992. 

 

Article 2 of the UNFCC emphasizes the “stabilization of Green Houses Gases (GHG) concentrations in the 

atmosphere. 

 

In pursuance of article 2, article3 emphasized that all countries in the world share an obligation to act –though 

the industrialized countries have the specific responsibility to take the lead in reducing emissions because they 

have relatively contributed more to this problem in the past.   

 

In order to achieve this goal, UNFCC categorized countries into two – Annex I list which is made up of specific 

industrialized countries with economies in transition including the European community. 

 

Article 4 states that these countries should work to reduce their anthropogenic emissions to 1990 levels. 

Though no deadline is set for this target, moreover, UNFCC does not assign any specific reduction commitment 

to non Annex I countries (i.e. developing countries) as the first addition to UNCCC to committee signatories. 

 

The Kyoto protocol was adopted in 1997 as a follow up agreement to the UNFCCC. It was adopted in Kyoto, 

Japan in 1997 and came into force in 2005. The details of the rules for implementation of this protocol were at 

cop 7 in Marrakesh in 2001 which came to be known as the Marrakesh Accord.  

 

The major disparity between the protocol and convention is that while the convention encouraged industrialized 

countries to stabilize the Green House Gas emission, the protocol commits them to adhere to it 

 

The United States under President Bush rejected the Kyoto protocol citing lack of compulsory emission 

reductions for developing countries as an alibi for its own non compliance and its negative impact on the US 

economy. 

 

International Environmental Law and the Challenges of Implementation 

One of the major challenges of international Environmental Law is that it has a very weak mechanism for 

enforcement and lack of commitment. For instance the Kyoto protocol which represents a landmark in 

diplomatic accomplishment in IEL has its aim yet to be achieved even after more than 10 years of its adoption. 

Most of the participants have failed to meet their targets. The US in particular which is a leading emitter of 

GHG (about 25%) was not a party to the protocol which makes it difficult to achieve the set goals and objectives 

of which it was established. 
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China that is the second leading emitter was not required to restrict its emissions, because of its status as a 

developing country. To this extent, there is a serious problem of lack of commitment all to the detriment of third 

world countries that lack the finance and technology to check the global consequences of climate change and 

other bio-hazards. 

 

One of the major issues at stake is that states differ in opinion on how to proceed with international policy after 

the commitment period of the Kyoto protocol ends in 2012. The European Union supports a continuation of a 

legally-based collective approach (long term) in form of another treaty but other countries such as the US 

support more voluntary measures (short term) such as Asia –Pacific partnership on clean Development and 

Climate Change. Although, many countries have initiated both regional and sub-regional efforts to reduce 

emissions (different approaches), countries have begun negotiations on a new treaty based on agreement made 

at the UN Climate Change Conference in 2007 in Bali that would replace the Kyoto protocol with its expiration 

in 2012. This new course of action is called, the Bali Action Plan through 2020 to be adopted in 2015, is an 

extension of the Kyoto Protocol. 

 

  Environmental Law and the Third World 

However, given these perfect principles of international law drawn by the global community, the crucial 

question arising here is that, what is the position of third world and developing countries in IEL?  What is the 

efficacy of these principles in terms of implementation, compensation and sanction for countries that violate 

such principles?  

 

Apart from the problem of inadequate and lack of finance to check the global impact on environmental 

degradation, third world countries lack environmental consciousness and thus weak environmental laws as well 

as stringent measures to towards implementation. Antonius Hippolyte rightly asserts that the environment of 

Africa, South East Asia, have been used as dumpsites for industrialized countries.  This explains the reason they 

have continued to be exploited by most of the western MNCs and industries as a result of this weakness. 

 

The MNCs look for poor countries that have weak environmental laws or have cheaper cost of operation to 

establish their companies and continue to destroy their environments without even any adequate compensation. 

The incessant case of oil spillage in the Niger Delta is a typical example of a case in point where it has 

constituted a threat to both humans and the environment as a whole. Particularly, this has led to serious problem 

of air pollution, water pollution, destruction of aquatic life and arable land for agriculture. The MNCs are 

engaged in unsafe production practices and get away with it because of absence of strong environmental laws to 

check their activities. 

 

However, western dominance of the system of environmental law has a negative impact on Third World 

Countries. The industrialized countries are the key players in the emission of GHG, yet the show only little 

effort towards the commitment to tackle the problem of climate change.  

 

Poverty in Third World Countries has also contributed to the problem of endangered species, deforestation, 

erosion and desert encroachment where plants and animals are continually being destroyed on a daily basis for 

fuel and food. 

 

Conclusion and Recommendation 

The rapid development of environmental law has not prevented or significantly slowed down the even more 

rapid acceleration of worldwide ecological degradation. 

 

This is as a result of lack of commitment on the side of the parties involved especially the industrialized/ 

developed countries of the west that constitute the greatest emitters of GHG while Third world countries lacking 

ecological consciousness have continued to be at the receiving end because it lacks the technology and finance 

to help check the rapid impact. To this extent, the thirdworld environment has been at the receiving end with a 

boomerang effect threatening the entire life on planet earth. Environmental law also lacks proper mechanism for 

implementation as different countries adopt different approaches to tackle the problem. In other words, it lacks 

uniformity. Even with protocol in place which aims at checking the emission of GHG, many countries do not 

comply with it especially the US which is even the highest emitter of the GHG. IEL lacks stringent mechanism 

for implementation and sanction. 

However, for international law to be effective or viable, there should redefinition of mechanism of 

implementation or compliance as well as sanctions  by adopting more stringent measures towards non-compliant 

states like the US and China that are even the greatest emitters of GHS. 
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The national governments should create room for environmental consciousness of the people as a way of 

checking environmental degradation as many Third World counties lack environmental consciousness so they 

have continued to engage in activities that keeps destroying their environment out of ignorance. 
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Abstract 

This article focused on corruption phenomenon using sociological analysis. Concern about corruption in 

Nigeria cannot be assuaged because the problem continues to be the major social, economic and political 

cancer in the country. Corruption, as an illegitimate and immoral exchange of favors between individuals, 

groups or organisations, is widespread in Nigeria and is influenced by multiple psychological, social, economic 

and political factors, such as selfishness, greediness, family and friend’s pressures, fear of poverty, ineffective 

criminal justice system, lack of political will among masses and leaders, etc. Similarly, corruption has many 

devastating consequences. It promotes mediocrity, increases poverty, unemployment, injustice, 

underdevelopment, terrorism and/or insurgency in Nigeria. However, Nigerian government demonstrated some 

effort in fighting corruption; the paper suggested that modern anti-corruption surveillance, provision of 

employment opportunities and severe penalty upon corrupt citizens must be adopted to successfully fight 

corruption.  

 

Keywords: Anti-corruption, Corruption, Criminology.   

 

Introduction  
The phenomenon of corruption has been receiving considerable attention across humanities, social and 

management sciences over the years. This is what made it a multidisciplinary subject. Series of studies have 

been conducted on it in Political Science (Amundsen, 1999), Public Administration (De Graaf, 2007; Elekwa & 

Eme, 2010), Accounting (Nwaze, 2012), Economics (Bratsis, 2003; Lambsdorff, 2007; Olken & Pande, 2011), 

Law (Holden & Tortoro, 2007; Falana, 2013) and History (Nyityo, 2014). Whatever the case, corruption is one 

of the important subjects of interest to Sociologists and Criminologists. In line with this assertion, Palidauskaite 

(2010) noted that, various social scientists conducted considerable studies on the subject of corruption, but 

sociologists/criminologists and lawyers explored the topic more. Notwithstanding, no contribution should be 

perceived insignificant, but it is worth noting that the multidisciplinary researches and reviews on corruption 

revealed the complexity of the problem.   

 

Criminologists find it difficult to unanimously put corruption under one type of crime. In his Corporate Crime, 

Talwar (2006) identified corruption as a form of corporate crime. Croall (2010), on the other hand, placed it 

under ‘white-collar crime’, while Abadinsky (2007) and Holmes (2010) agreed that, corruption and organised 

crime are intertwined, because organised criminals resort to corruption to conduct their illegal businesses. 

Holmes (2010) maintained that, these criminals consider bribery (one of the multiple tentacles of corruption) as 

a tool to connive with the police and other corrupt officials in smuggling drugs, trafficking in humans and illegal 

arms. With the increasing globalisation, corruption has a thrust in transnational crime today. In a nutshell, 

corruption is a problem with tendency to take place within social, economic and political spheres; at national 

and international levels; associated with other crimes, like organised crime; and with multiple types, forms, and 

dimensions.  

 

Corruption phenomenon is a Frankenstein: of course, poverty, unemployment, militancy, violence, etc. in West 

African states are argued to be exacerbated by corruption (Felbab-Brown, 2014). Thus, Croall (2010) contended 

that, the extent of corruption is particularly difficult to explore as it involves both victimless and predatory 

offences. Croall further observed that, it also involves undue gratification in local authorities, public sector, 

political spheres, and in commercial organisations, infringement of occupational health safety; car safety; 

pricing offences, counterfeit goods, marketing malpractice, food frauds or food safety, environmental crime, etc. 

Abdullahi (2011) made similar remark by admitting that, corruption can take place in various contexts. In terms 

of work environment, for instance, it can take place within the context of public organisation, private 

organisation, politics, etc. In line with Croall and Abdullahi, Dukku (2012) also opined that corruption has 

multiple forms and dimensions. 

 

The objectives of this paper are to: conceptualise corruption, highlight the typology of corruption, trace the 

history of corruption, discuss the extent of corruption in Nigeria, give the causes of corruption, review some 

theoretical explanations, give some consequences of corruption, and assess the measures taken by the Nigerian 

government in combating corruption. Upon these discussions, a condensed passage will be drawn and then 

conclude at the tail end of the paper.    
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Conceptualising Corruption 

There are many literatures that made attempt to define corruption with varying degrees of successes. However 

most of the writers defined it as enriching oneself by public officials (Tresiman, 2000; Lambsdorff, 2007), while 

some conceived it as an unlawful act that involves both public and private agents (Marshall, n.d.). Those that 

conceived corruption to be an affair deviating public office defined it as the ‘abuse of public power for personal 

gain’ (Morris, 2011:3) or as “the misuse of public power for private benefit” (Lambsdorff, 2007:1). According 

to Marshall (n.d.p.4), corruption can be defined as “circumventing formally agreed or implicit rules for decision-

making (in the public or private sector) by use of personal inducements in order to achieve institutional and/or 

personal objectives.” The above definition contains two visible elements: (i) private corruption as well as public 

corruption, and (ii) matters that are not necessarily unlawful, depending on the jurisdiction involved, but which 

do contravene either the laws of other jurisdictions, or other generally agreed principles of fair behaviour. 

Marshall gave this definition in order make it particularly well suited for use by the international law, to be 

applied upon Multinational Corporations. Thus it would be seen that the definition conveys the need for a more 

consistent standard than may be provided by the domestic laws of the host countries.  

 

 Lambsdorff (2007) was so ambivalent in his attempt to define corruption. While he ascribed to Andrig & 

Fjeldstadt’s (2000) definition that, corruption is an exchange of favors between two actors, an agent and a client, 

but he later contended that, any definition of corruption must involve public officials. Lambsdorff’s (2007) 

argument can be refuted in view of the rapid economic structural transformation many countries of the world are 

undergoing. In this era of widespread privatisation of government services and former government owned 

monopolies, Marshall (n.d.) notes, the issue of corruption involving employees of corporations providing 

essential services such as telephones, electricity and water, has become more important than ever before.  

 

A closely related instance is the Nigeria’s widespread corruption scandals amongst officials in the public and 

private sectors; ministries and parastatal, banking, oil and gas industries. In the recent months, more revelations 

are made concerning corruption in these organisations that the new government is presently embarking upon 

probing the situation (Wakili, 2015). After privatisation, bribery in the power sector has drastically increased. 

From experience, the junior staff in the PHCN (Power Holding Company of Nigeria) are making arrangements 

with consumers to connect without the knowledge of the management. Even the bill pattern has changed 

because there is somewhat deliberate creation of scarcity of reading metres, because the direct bill gives more 

profit.    

 

Despite its imperfection, the Lambsdorff’s definition has a striking utility in this context, especially his 

illustration of a “principal”, an “agent” and a “client” in the corrupt business. The agent, according to 

Lambsdorff, is entrusted with power by his/her superior, the principal. The principal delegates a task to the 

subordinate, his agent, and sets up the rules as to how this task should be fulfilled. The agent is supposed to 

serve the client in accordance to these rules. Bribery, extortion, embezzlement, and fraud in the public sector are 

variants of corrupt behavior, amounting to the agent ‘‘defecting’’ from her/his rule-bound behaviour. Indeed, 

Nigeria is threatened by the corrupt tendencies of the principal, agent and client.  In many occasions, connivance 

of the three is necessary to perpetrate corrupt practices. However, there are rare cases in which the agent extorts 

money from a client, or client bidding a bribe in anticipation of favour, or the principal officer instructing the 

agent to collect the bribe from the client.  

 

Another definition is given by the EFCC (Economic and Financial Crime Commission), one of the many 

agencies established by the Federal Republic of Nigeria to fight corrupt-practices, which defined corruption as: 

 

the non-violent criminal and illicit activity committed with objectives of earning wealth 

illegally either individually or in a group or organised manner thereby violating existing 

legislation governing the economic activities of government and its administration. 

(Quoted in Iyanda, 2012:39). 

 

Defining corruption in this manner, the EFCC viewed it as an economic crime. This view is influenced by the 

nomenclature it holds-dealing with economic crimes. But, as it would be seen in the typology of corruption, the 

corruption involves wide range of activities in which economic crimes can be found but certainly transcends it. 

Terrorism, for instance, is an aspect of political violence and is perpetrated for the objective of corruption 

(Holmes, 2010; Nwaze, 2012). Corruption can therefore be regarded as any act which deviates the established 

processes, rules and regulations as well as the ethics guiding a profession especially in public concerns or 

business transactions (Ulu, 2009). Something which is corrupt is according to the original meaning of the word 

‘broken’ or ‘weakened’. 
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Theoretical framework 

In order to provide framework of analysis upon which this study would be based two theories: Social Structure 

and Anomie theory and Rational Choice theory are employed. The social structure and anomie theory is 

identified with Emile Durkheim (2002/1895) and later with Robert K. Merton (1938). The theory itself is an 

extension of Durkeim’s analysis of “anomie” from his work on suicide (2005/1895). The Rational Choice theory 

is originally the outcome of Cesare Beccaria’s work Of Crimes and Punishments (1764) which was also later 

developed by 20
th

 Century’s theoreticians in sociology and criminology, such as Clarke (1997). 

 

Social Structure and Anomie theory posits that, crime is an outcome of society’s distribution of unequal 

opportunity. Durkheim (2002) discussed the effects of the ‘boundless aspirations’ generated by economic 

change. For him, poverty operates against suicide because it limits the temptation of paupers to indefinitely 

extend their needs. Wealth, on the other hand, may lead to feeling that unlimited success is possible. Wealth 

may arouse the spirit of rebellion which is the very source of immorality (Durkheim, 1897 cited in Croall 2010: 

91). Rapid social change can lead to anomie so Durkheim notes, in period of rapid socio-economic changes, 

deviance is becoming inevitable. Therefore, deviance is produced by the social structure or arrangement.  

 

Like Durkeim, Merton located the source of deviance within the social structure of American society itself. 

Although Merton uses the Durkheimian concept of anomie, and develops a theoretical explanation of deviance 

as illustrated above, the meaning that he gives to anomie is not consistent. For much of the article he in fact 

follows Durkheim and uses the concept to describe a society where there is a lack of moral regulation. As 

observed by him, contemporary American culture continues to be characterized by a heavy emphasis on wealth 

as a basic symbol of success, without a corresponding emphasis upon the legitimate avenues on which to march 

towards this goal (Tierney, 2010). 

 

A lack of moral regulation has unleashed an unrestrained desire for material success; individuals want 

everything, but are no longer willing to play according to the rules. Clearly, under these circumstances an 

increase in property crime is likely. If American society was anomic in the sense that Durkheim used the term, 

then deviant behaviour would be distributed among all social classes. Although mentioning problems with 

official statistics, and referring to white-collar crime, Merton (1993, as cited in Tierney, 2010) did none the less 

conclude that deviance was in general linked to poverty. Upon those located in the lower reaches of the social 

structure, the culture makes incompatible demands. On the one hand, they are asked to conduct themselves 

toward the prospect of large wealth. On the other, they are largely denied effective opportunities to do so 

institutionally. As a result, Merton categorised people into five mode adaptations. Four of them are deviants one 

is a non-deviant.    

 

The American Dream mentioned by Merton is replicated in Nigerian emphasis on materialism which also make 

Nigerians of all classes to adopt get-rich-quick and get-rich-or-die-trying subcultures. As a result wealth is 

cherished irrespective of its legitimacy. As stated by Abdullahi (2006, as cited in Abdullahi 2011:13-4): 

 

…through perpetuation and reinforcing the subculture of materialism and flamboyant 

life-styles [corruption] has made many Nigerians across status strata - elites (modern 

and traditional) and the masses - to look for avenues of making money legitimately or 

otherwise. Consequently, some people use their positions as officials of public and 

private organizations to steal money so as to “conform”. Most families and the society 

hardly question the source; instead these corrupt officials are commended in the 

society. The total result is a breakdown of norms and the deterioration of values. This 

explains the existence of different types of crimes and criminality in the country. 

 

For Merton, crime did not result from the deviant values of the slum neighbourhoods, but rather from 

mainstream, conventional values into which all Americans were socialised. He argued that the core values 

stressed material success, but that the problem was that not everyone was equally placed to achieve this success, 

hence the existence of ‘strain’ in some people’s lives. In essence, the property crime resulted from a lack of 

equality of opportunity, and was therefore a product of social structure. The startling conclusion was that 

American (Nigerian, in this case) society was criminogenic.  

 

As a theory, the social structure and anomie is criticised for a variety of reasons. Some of the limitations 

identified by Tierney (2010) include: the various modes of individual adaptation are difficult to classify in 

reality. Thus, value judgments are likely to be used when assigning individuals to specific categories; it predicts 

too much lower-class crime; although the source of deviance lies in the social structure, responses of a deviant 
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nature are conceptualised in individual terms. This ignores the importance of collective responses; it is unclear 

why particular individuals opt for one type of adaptation rather than another. Also, Cohen acknowledged that, 

Merton’s version of strain theory can explain criminal activities carried out for monetary gain, but he disagreed 

it can explain day-to-day non-utilitarian and negativistic delinquencies (e.g., vandalism). Some are arguing that, 

members of Boko Haram group should not be rehabilitated with public resources. However, Cohen failed to 

look at the diversity of deviance tendencies categorised by Merton, which if an act does not fall under one, it fall 

under another. For example, bribe, graft, and other corruption actors are innovators, oil vandals in Niger Delta 

and Boko Haram in Northeast fit rebellion, Yandaba, Sara-suka, Area boys and drug addicts, retreatism, etc. 

 

Rational choice theory is also a useful theoretical explanation on this topic. The theory has its root in the 

classical school of criminology developed by the Italian social thinker Cesare Beccaria. Beccaria and other 

utilitarian philosophers, such as Bentham suggest that (a) people choose all behavior, including criminal 

behavior; (b) their choices are designed to bring them pleasure and reduce pain; (c) criminal choices can be 

controlled by fear of punishment; and (d) the more severe, certain, and swift the punishment, the greater its 

ability to control criminal behavior. In keeping with his utilitarian views, Beccaria called for fair and certain 

punishment to deter crime. He believed people are egotistical and self-centered, and therefore they must be 

motivated by the fear of punishment, which provides a tangible motive for them to obey the law and suppress 

the “despotic spirit” that resides in every person (Siegel, 2010).  

 

Unlike Merton’s theory which posits that crime is caused by the criminal’s irresistible experience of strain in the 

context of social structure like poverty and unequal power relations thus require rehabilitation rather than 

prosecution, rational choice theory claimed that criminals are rational actors who plan their crimes, fear 

punishment, and deserve to be penalised for their misdeeds. A political scientist James Wilson (1975, as cited in 

Siegel, 2010) debunked the positivist view of Durkeim, Merton, and the entire Chicagoan scholars that crime 

was a function of external forces, such as poverty, that could be altered by government programs. Instead, he 

argued, efforts should be made to reduce criminal opportunity by deterring would-be offenders and incarcerating 

known criminals. According to Wilson, people who are likely to commit crime lack inhibition against 

misconduct, value the excitement and thrills of breaking the law, have a low stake in conformity, and are willing 

to take greater chances than the average person. If they could be convinced that their actions will bring severe 

punishment, only the totally irrational would be willing to engage in crime. 

 

Rational choice can contribute in crime prevention or in providing deterrence function to corruption. The theory 

assumed that, all corrupt officials, the international drug dealers, white-collar criminals, organised crime figures 

and other common crimes as theft, fraud, and even murderers use planning, organisation, and rational decision 

making, they rationalise their actions; the cost and the benefit of it and if the criminal justice would be given its 

full mandate to apprehend and penalise the offender, irrespective of his/her socio-economic status, there is hope 

that corruption would be tackled in Nigeria and elsewhere. These criminologists therefore suggested that it 

would make more sense to frighten the criminals as rational calculators with severe punishments than to waste 

public funds by futilely trying to improve entrenched social conditions linked to crime, such as poverty. Murray 

& Cox (2010) went as far as suggesting that punishment-oriented programs could suppress future criminality 

much more effectively than those that relied on rehabilitation and treatment efforts.  

 

Social structure and anomie theory can explain why people engage in corruption as innovators. However, the 

theory is more suitable for explaining petty corruption, such as those by lower classes out of sheer despair and 

desperation (corruption for survival). The rational choice theory, on the other hand, can explain how grand and 

political corruption occur; because no strong and effective criminal justice system. In fact, the grand and 

political corruptions are the reasons for other petty corruptions, because the national resources are systematically 

looted by few and majority of the populations are wallowing in poverty, unemployment, and hunger and they 

also rationalise that they rather feed themselves with illegitimate sustenance than dying, rather pay their 

children’s medical charges than to see them dying, and their house rents with illegal money than to wander with 

their families in city streets as homeless. The poor may also resort to corruption because the law is not obeyed 

from top of political echelon. Hence, rational choice theory is a crime prevention theory and by adapting to the 

three principles of punishment suggested by Beccaria (1764, cited in Tibbets & Hemmens, 2010), tendency for 

corruption will be reduced. For the purpose of this paper, the rational choice theory is adopted, because the aim 

is not only to explain why corruption exists, but how to prevent it. 

 

Corruption in Nigeria 

It is true that corruption has got stronghold in Nigeria and it is a lingering social deviation which permeates all 

levels, regions and tribes. Regrettably, the Nigerian type of corruption knows no age or sex differences: men and 

women of all ages can give and take bribe without shame. As asserted by Ogunwale (2012), problem of 
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corruption in Nigeria is internationally acknowledged as the country is considered to be one of the worst in 

corrupt practices world over. As lamented by Ulu (2009:34): 

 

Corruption has been, and is still the bane of our progress, development, stability, and 

sustainable growth as a nation. It has become like a dangerous virus which has eaten deep 

into the very fabrics of our nation, and is really threatening its existence. 

 

Unfortunately, no matter how disturbing or alarming the situation is, many [people] 

would find reasons to make excuses and are always ready to rationalise that Nigeria is not 

the only corrupt country in the world. 

 

The observation that corruption thrives in Nigeria is a reality because it has become part and parcel of many 

people’s culture or tradition in Nigerians. This is why Dukku (2012) warned that, corruption as a deviant act can 

become part of people’s day-to-day interactions which have been taken for granted.  For him, this is symbolising 

or manifesting in some of the loosely applied words and connotations used in everyday language of interacting, 

such as: Alfarma (gift or favor), egunje, goro or Igbuozu (Kola), as well as bada wani abu (giving something) or 

yi wani abu (do something). It is discernable in these catchphrases that, because of obsession for bribery, 

Nigerian people have even manipulated the meaning of the English word “kola” which might either be a “tree 

that bears bitter fruits” (known as goro in the native language of Hausa and igbuozu in Igbo) or bribe. 

 

It is difficult to read through newspaper, be it daily or weekly, without scanning something related to corruption, 

especially on revelation about previous misconducts by former governors (Mutum & Mohammed, 2015,p1-5),  

misappropriation of  public properties by governors’ wives (Sadiq,2015); in ministries (Mutum, 2015); those 

associated with law enforcement agents, military and paramilitaries, such as Police and Federal Road Safety 

Corps (Musa, 2015); and those in the oils and gas sector (Al-ghazali, 2015; Bamgboye, 2015).  Corruption is so 

rampant in Nigeria that Abdullahi (2011) states, it occurs at all tears of government. In addition, it also takes 

place in all the three arms of government-executive, judiciary and legislatures. However, corruption in local 

government councils or at the grass root level, when compared with that perpetrated by political and 

bureaucratic elites, is not a corruption (Ribadu, 2007 as cited in Amuwo, 2012), rather it is an organised crime 

carried out by neglected escapists in the local areas. Amuwo (2012: 172) lamented that: 

 

Nigerians have suffered almost irreparable damage from the deliberate, deliberative and 

pre-meditated collective looting of the public treasury by criminally-minded and under-

performing politicians and senior bureaucrats… Waste management, squander-mania, and 

profligacy have become the name of the game at the expense of the delivery of basic 

public goods and services. 

 

In the above style of verbosity, Amuwo described the damages made by some unscrupulous Nigerian elites in 

quest for enriching themselves through grand and political corruptions at the expense of the masses. Justification 

for Amuwo’s assertion is evident in the history of Nigeria where most of the leadership classes of successive 

administrations that have governed the Nigerians between 1966 and 2015 are responsible for the ruthless and 

pervasive corruption in the country. Various governments since the independence of this country have little or 

no achievement in curtailing corruption (Ulu, 2009). Instead, wastes of resources, mismanagement, 

misappropriation, inflated contracts, failed projects and unsuccessful programs, looting, and countless unethical 

conducts in governance are the order of the day.  The menace of corruption in Nigeria has led to situations like 

slow movement of files in offices or undue bureaucratic bottleneck, police extortion of toll fees, port congestion, 

queues at passport offices and petrol stations, ghost workers syndrome, election irregularities.  

 

Explanation on Causes of Corruption 

From the above discussions on definitions and typology of corruption, it has become crystal clear that corruption 

is not motivated by a single factor alone. Hence, views also differ with reference to cause(s) of corruption. There 

are many important studies that provided explanations on the causes of corruption in Nigeria. Ulu (2009) 

mentioned eleven factors responsible for widespread corrupt practices in the country. These are selfishness, 

greed and ostentatious lifestyle, pressure from home front, pressure from the larger society, fear of poverty, lack 

of adequate social welfare system, extreme ethnicity and unpatriotism, availability of safe havens, lack of 

political will, apathy on the part of most citizens, and invisible factor (evil spirit). Nwaze (2012), on the other 

hand, identified five reasons why corruption has become an endemic social problem in Nigeria which include; 

weak institutional enforcement framework, commanders without army (disconnect between leaders and 

followers in Nigeria), lack of ethical standards in governance, poor reward system and extended family.   
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However, some of the causal explanations given by Ulu and Nwaze lacked scientific backing or carries cultural 

explanation. For example, how can we “justify invisible factor” or explain corrupt behaviour by virtue of 

“extended family system”? A more simplified but broader identification of causes of corruption is offered by 

Amundsen (1999) in terms of either economically motivated or politically motivated nothing more than that. For 

Amundsen (1999), the economic and political causes of corruption stand out as the most comprehensive. A 

general phenomenon like corruption calls for general explanations. The structural and institutional (economic 

and political) explanations are essential in order to avoid the particularity of cultural explanations, and are also 

preferable to the sometimes self-justifying excuses embedded in the cultural explanations, such as extended 

family concurred by Ulu and Nwaze.  

 

The economic and political factor dichotomy of corruption is useful in this context not only because it can serve 

as a tool for explaining causes of corruption worldwide, but also because most of the multiple causes given by 

Ulu, Nwaze and other writers can be matched under either of the two factors. Ulu’s greediness, pressure from 

home front, fear of poverty, lack of adequate social welfare and Nwaze’s  poor reward system are economic 

causes, while Ulu’s pressure from the larger society, ethnicity and unpatriotism, availability of safe havens, lack 

political will, apathy by the citizens and Nwaze’s weak institutional enforcement framework, commanders 

without followers, and lack of ethical standards in governance are political causes.  

 

Democratisation and liberalisation, which implies a broader distribution of powers as well as opportunities, may 

have the effect of “decentralising” corruption to local political bosses, to new “political entrepreneurs” and to 

upcoming brokers and businessmen. Democratisation also provide new incentives for corruption, in particular in 

the mounting of electoral campaigns, in the struggle for senior political and civil service offices, in the lucrative 

possibilities of formerly state-owned property and businesses up for privatisation, and in securing oneself in a 

situation of both political and economic uncertainty. The sudden spread of civil, political and economic 

freedoms has in many places opened up to an era of licence without responsibility, where freedom from 

oppression has been confused with freedom from any authority and any responsibility.  Democratisation has 

thus made things worse in a number of countries, like for instance in Russia, the Philippines, Nigeria and Mali. 

 

Gotten tired of the Peoples Democratic Party (PDP) ruling for over sixteen years, Nigerians have demonstrated 

their political will to change a government that is less accountable and more corrupt and elected another to get 

rid of corruption during the 2015 presidential election.  

 

To Savedoff & Haussmann (2006), corruption is less likely in societies where there is broad adherence to the 

rule of law, transparency and trust, and where the public sector is ruled by effective civil service codes and 

strong accountability mechanisms. White (2010) contended that, there is greater awareness of the 

interconnectedness of social and environmental issues in such matters as poverty, health, indigenous peoples’ 

rights, corporate business mis-dealings, and state corruption. In many instances, such matters may be seen as 

inseparable.  

 

Consequences of Corruption 

As the predominant part of organized crime, corruption has a fierce impact on economic, political and societal 

development (Dimant, 2013). As Czarnota (2007) claims, it is undeniable that the overall effects of corruption 

are generally damaging and devastating. The negative effects of corruption cannot be confined to a single 

community; it has potential for affecting a country or an entire continent, as in the case of Africa, or the world at 

large. Among other consequences, corruption erodes credibility in governance, promotes mediocrity, corrodes 

public confidence and misgivings between leaders and followers, retards the development aspiration of a 

country, threatens the foundation of democratic ideals, breeds violence and conflicts, increases poverty, and 

unemployment.  

 

Corruption and governance lie on a continuum but occupying opposite poles. Whereas governance, with its end 

goal of creating a good government, aims to serve the interest of the people, corruption, through the use of 

public office and resources, serves the narrow interest of family and allies (Balboa & Medalla, 2006). There is 

also tendency of rule of law to be bastardised by corrupt governing elites. For decades, governing elites in West 

Africa have underfunded, and systematically politicised and corrupted land and maritime law enforcement. 

Widespread corruption, deep involvement of elites in many criminal enterprises and illicit trade, and a general 

attitude that running a government is a key mechanism for personal enrichment rather than a public service have 

created a pervasive culture of the lack of rule of law (Felbab-Brown, 2014). In addition, country that failed to 

treat corruption with iron hand cannot reward merit or quality, as is witnessed in the recent years in Nigeria. As 

a result, mediocrity and incompetency is cherished on parochial ground and complacency Nigeria. Adebayo 

(2004) explains corruption via faulty recruitment of employees exercise in the Nigerian Public service. To him: 
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one of the banes of the Nigerian Public Service is the recruitment of mediocre or totally 

unsuitable candidates in preference to candidates of high merit. The reasons for this ugly 

situation can be traced directly to nepotism. Corruption plays only a little part and is 

generally prevalent in the recruitment of every junior employee like messengers and clerks. 

In this category of recruitment, the recruiting agents are generally officials of lower-middle 

rank who see an opportunity of making some money on the side by collecting little bribes 

from applicants. (quoted in Iyanda, 2012:38-9). 

 

From a moral point of view, corruption of any kind has a corrosive effect on the public confidence in the legal 

process and encourages a lack of accountability which can over time lead to a breakdown of the rule of law. 

Once the legal framework is either side-stepped or ignored then immediate consequence is living in anarchy. As 

we are experiencing in Nigeria, the former president Obasanjo claimed that Nigeria at the threshold of the third 

millennium had relapsed into the Hobbesian state of nature where life is "brutish, nasty and short". As he 

lamented: 

 

…I saw little more than confusion, greed, corruption in high and low places, selfishness, 

pervasive lawlessness and cynicism. The very state itself to which we are all required to be 

loyal, had become a state full of malice and meanness. Public officials appeared to have 

forgotten what selfless service meant. Private Citizens felt a profound distrust of it not hatred 

for the state. (Obasanjo 1999, quoted in Igwe, 2010:120). 

 

That is why some scholars and commentators are attributing various social and political vices, such as 

insurgency by Movement for the Emancipation of the Niger Delta (MEND) and Boko Haram as well as 

numerous ethno-religious crises in the country to rampant corruption in the polity. MEND had came into 

existence because of  several years of  neglect, corruption, and mismanagement have rendered the Delta region 

one of the most socioeconomically and politically deprived in Nigeria (Oriola, Haggerty, & Knight, 2013). As 

for the Boko Haram, the group gained many followers especially when its leaders continued to speak against 

police- brutality, political corruption and harsh government treatment (Johnson, 2011, as cited in Adenrele, 

2012). Hassan (2014) and Okoli & Iortyer (2014) also pointed out that, pervasive poverty, endemic corruption, 

injustice, youth unemployment and bad governance are some of the ills that serve as the catalyst for the 

emergence and spread of the Boko Haram insurgency.  

 

Also, corruption has serious consequences on the efficiency of government’s provision of goods and services. 

Olken & Pande (2011) testified this on two grounds. First, if corruption increases the cost of government goods 

and services, this could have an effect similar to raising the price of these goods and services. The efficiency 

loss would arise if projects that would be cost effective at the true costs are no longer cost effective once 

corruption is included, and hence are not properly done. Second, corruption could create additional efficiency 

costs through distortions. Corrupt officials usually cannot steal cash directly, as that would be easily detected; 

instead, they need to go through a variety of more convoluted procedures to extract rents. These convoluted 

procedures themselves may induce inefficiencies, which could potentially be larger than the direct cost of 

corruption itself. 

 

From the analysis of some consequences of corruption above, the problem is therefore worth labeled a cancer. 

According to the current global consensus, corruption primarily affects “weak” states, with only rudimentary 

democratic structures, in Africa, Asia, Latin America, and Eastern Europe. In this respect, corruption is 

identified as one of the main causes for poverty and underdevelopment (Anders & Nuijten, 2007). Corruption is 

said to lead to great economic losses for the developing world as it makes business contracts insecure, leads to 

uncertainty and lack of trust among the citizenry, and causes great delays in the discharge of bureaucrats’ duties. 

 

Anti-Corruption Efforts in Nigeria 

In Nigeria, however, Gen. Gowon (1966-1975) Babangida (1985-1993) and Abacha’s (1993-1998) military 

regimes showed some evidence of anti-corruption campaigns, but the governments were accused for graft, 

nepotism, and bribery at all levels (Ulu, 2009; Abdullahi, 2011). As observed during the military governments 

of Murtala (1975-1979) and Muhammadu Buhari (1983-1985), Amundsen (1999) notes that, the level and scope 

of corruption can be autocratically restricted and directed. This is why the level of corruption may be relatively 

low in some strong, authoritarian states. Such states are usually also relatively legitimate in the eyes of its 

citizens, because they are capable of administering law and order as well as social transformations and economic 

growth. In countries with rather weak authoritarian regimes, however, and in countries in transition, the 
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autocratic order has broken down, but the new political and administrative state institutions have not yet gained 

full political legitimacy and operational capacity.  

 

A 2004 Global Integrity report found that Nigeria had many laws criminalising corruption but lacked the 

political will to implement the laws. Nigeria also has many bodies designated to fight corruption such as the 

Economic and Financial Crime Commission (EFCC), Independent Corrupt Practices and other related offences 

Commission (ICPC) and Code of Conduct Bureau (CCB). The CCB was set up to act as a check on the conduct 

of public officers. It receives declarations of assets by public officers and has powers to refer breach of conduct 

to the Code of Conduct Tribunal. In the light of recent attempts to curb corruption, which can be seen in the 

work of the ICPC and EFCC and declarations by the Nigerian government, Nigeria’s political will to fight 

corruption is emerging; however, attempts for now are primarily focused on past and current senior public 

officials (Odeyeye, 2012). The establishment of these bodies by Chief Obasanjo might be with sincere intention 

to sweep corruption in the country, but the involvement of many powerful Nigerian politicians in large scale 

corruptions with surprising impunity is evidence that the anti-corruption crusade by authorised institutions is not 

living up the expectation. 

 

Not only on domestic force, ICPC and EFCC have some powers even outside Nigerian territory because the 

Corrupt Practices Act is applicable outside the country in relation to the investigation and liability for offences 

listed under the Act. Section 66(1) provides that citizens and permanent residents of Nigeria may be guilty of 

offences under the Act even if the offence is committed outside the country. Section 66(3) gives the ICPC power 

to engage the services of Interpol and the like to assist in tracing property and dealing with cross-border crimes. 

However, the extraterritorial scope of the Act may be unclear (Odeyeye, 2012). However, some policy analysts 

have remarked that, the creation of ICPC and EFCC by the Nigerian government is not a sincere attempt to fight 

corruption in the country, especially in the early years of their establishments. Some were cynical because the 

institutions were used to hunt and blackmail political opponents. Due to the glaring fact that corruption persists 

in the country, despite all these efforts, Nwaze (2012) boldly concluded that government is either directly 

involved or is encouraging corruption in Nigeria. In many occasions, government officials, agents and 

representatives are found to be deeply involved in corrupt practices.    

 

A world free of corruption is associated with public servants who intend to serve the public, be it through 

intrinsic motivations, incentives, threats of penalties, or peer pressure. Concerning the institutions that help 

establish such a behavior, Lambsdorff (2007) suggested that, emphasis ought to be placed on at least four 

aspects: first, the arms-length principle, stating that pertinent arguments in public decision-making should not be 

overshadowed by personal relationships and that equality of treatment for all economic agents should be 

achieved. Second, citizen participation and involvement, giving people a say in public decision making; third, 

transparent procedures with regard to public decision making, limiting the discretion among office holders; and 

fourth, competition among office holders, giving voters and clients the chance to exchange nonperforming 

individuals with others. 

 

Summary and conclusion 

Summarily, corruption is a worldwide problem, but it is more widespread among developing nations and it 

contributes in the retrogression of these nations. The meaning, typology, causes and consequences of corruption 

defied universality or uniformity. Simply, corruption is any abuse of position, misconduct, or illegitimate 

exchange of favours between individuals, groups, or organisations. It is caused by many factors, such as greed, 

weak institutional capacity, family and friends, and immediate community’s pressures, among others. Broadly, 

economic and political causes are discussed in detail. Its consequences are also many. There is general 

agreement on the negative relationship between economic growth and corruption. In general, corruption tempers 

with the development agenda of any nation. Ibn Khaldun went far to relate it with the cause of decline of many 

giant dynasties and civilisations.    

 

To fight corruption in Nigeria, many regimes had either established institutions to carry out such task or 

promulgate decrees/enact laws that prohibit corruption and tried corrupt officials. The former President of 

Nigeria, Chief Obasanjo demonstrated his commitment through establishment of ICPC in 2000 the EFCC in 

2003. Expectedly, corruption persists despite all these efforts, because of lack of political will. It is difficult, if 

not impossible, to bring an end to corruption in a society where those who will manage the resources are 

kleptomanias and greediest than the masses, where those who will make the laws are deliberately breaking these 

laws, where those assigned to enforce the laws are more disobedient to the laws than the common citizens. 

 

By finding the root causes of a cancer, solution to the cancer are almost found. The rule of law shall prevail if 

the cancer of corruption is to be cured. However, the new Nigerian government is coming up with some 
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measures which are decisive in combating corruption and they are in line with the modern anti-corruption 

techniques. Four suggestions are made in this paper. Firstly, with the aid of modern information and 

communication technology, there are now many ways of monitoring the activities of individuals and groups 

suspected of any fraudulent activity. Combination of electric and human surveillance must be adopted for 

complementarities, lest the electric surveillance lead the authority to underestimate the function that is to be 

performed by humans. Sometimes, people can manipulate the inanimate machines, but not humans.  

 

Secondly, given that crime (or corruption) was a function of relative deprivation, the obvious way to ease the 

crime problem is to create more opportunities for the poor, so that they had better chances of legitimately 

achieving material success or, at least, making a living. Thirdly, not all kinds of people shall be given a task in 

the criminal justice. Proper screening must be done before appointing candidates including those in the judiciary 

because only a ‘good’ person can make a ‘good’ job. After appointing these individuals perceived to have firm 

principles, then the government must give them climate of autonomy to enable them properly exercise justice. 

Lastly, severe punishment as a response to corrupt practice will prove effective if adhered to. Not only that the 

embezzled money or expropriated properties would be recovered, but the monetary charges (fines/amercement) 

should be coupled with physical punishments or imprisonment.  
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ABSTRACT 

NigeriaChina relations have grown in the last decade from the limited and intermittent contact that marked the 

immediate postindependence era to an increasingly complex and expansive engagement. China is ready more 

than ever before to expand spheres of diplomatic and economic ties in an everchanging world economic and 

political order. Nigeria is a country that cannot be ignored in Africa. In the 21st century, both Nigeria and China 

seek to explore and discover how to strengthen not only diplomatic ties but also expand and deepen economic 

and technical fields of cooperation. Both want to create mutually beneficial deals by narrowing their differences 

in order to go beyond normal diplomatic relations. Although SinoNigeria relationship dates back to more than 

three decades, recent developments call for a careful, detailed and critical analysis of this diplomatic relations 

and to this end, this paper seeks to provide critical analysis of the diplomatic relations between Nigeria and 

China with respect to socioeconomic and political development so that the diplomatic ties between the two 

countries would produce winwin outcome. In order to put the study in its proper perspective, an attempt is 

made in this study to examine the cooperation arrangements between Nigeria and China with specific focus on 

the diplomatic ties, technical assistance, scientific cooperation, economic cooperation and cultural cooperation. 

Also, this paper adopts Dependency Theory as its framework aimed to show that the amiable and heart 

satisfying description by the Chinese government does not tally with the reality on ground. Therefore, the paper 

concludes that the current scenario at the international community is evidently clear that to achieve a sustainable 

diplomatic relations, the two countries need to work hard and proactively too in creating mutually beneficial 

exporting and importing activities and tariffs. 

 

Keywords: Diplomacy, Foreign Policy, Dependency, Periphery, Development, Bilateral Relations 

 

INTRODUCTION 

 

Nigeria and China established formal diplomatic ties on 10 February 1971 more than a decade after 

Independence with an understanding to abide by a set of five principles, namely mutual respect for each other’s 

sovereignty and territorial integrity, mutual nonaggression, non interference in each other’s internal affairs, 

sovereign equality, and peaceful coexistence (Adegbulu, 2006). Both countries opened embassies in each 

other’s capital within the year. The Chinese government has described this relationship as a “winwin” situation. 

Nigeria’s establishment of diplomatic ties with China was in furtherance of efforts to promote and strengthen 

the objectives of the SouthSouth Cooperation which, among other things, aimed at promoting cooperation 

among countries of the Southern Hemisphere in a wide range of areas such as trade, investment, technical 

cooperation, industrialization, energy, food and agriculture, and technology (Agbu, 1994). Thus, the renewed 

Nigeria relations with China have been a welcome development. 

 

Foreign trade has been a major tool in the development strategies of many nations around the world. The 

workings of an economy are the conglomeration of its domestic production, consumption together with 

international transactions of goods and services (Chinbudu, 2000). Therefore, Nigeria’s intercourse with China 

in terms of trade is not incongruous with the prevailing terrain. But, contrary to the postulations prevalent 

among scholars on this relation that China’s engagements with Nigeria has led to the rapid transformation of the 

economy and society of the latter, this partnership has made the Nigerian economy an import dependent 

economy, thereby hampering its continuous quest for selfreliance and economic independence. Personal 

observation has revealed that most of Nigeria’s household utensils, office equipment, textile materials, 

electronic and telecommunication accessories, pharmaceutical products, to mention just a few, are imported 

from China (made in China). Hence, continually, Nigeria’s manufacturing sector which should be the driving 

force of any developing economy is sinking to a state of comatose. China prefers trade to investment because of 

its ever expanding manufacturing sector and the need to find market for the disposal of its cheaply manufactured 

goods coupled with its vociferous oil demands. 
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The main thrust of this paper is to explore the recent increasing Chinese investments in Africa with specific 

reference to Nigeria, with the aim of assessing the diplomatic relations between Nigeria and China in global 

system. It is pertinent to realize that in the 21st century, China speaks economic and commercial matters rather 

than military agenda. Thus, the study emphasizes that both Nigeria and China need to discover how to 

strengthen not only diplomatic ties but also expand and deepen economic and technical fields of cooperation. It 

is the position of this paper that for Nigeria to achieve sustainable socioeconomic and political development, it 

needs to understudy the leadership of the Chinese Government over the years and imbibe those policies that 

have helped China to emerge as a global economic giant and its political stability is a recipe for emulation by 

Africans and indeed Nigeria. 

 

CONCEPTUAL CLARIFICATION AND THEORETICAL FRAMEWORK 

The term diplomacy is derived from the Greek word “diploma”. This was the name given in ancient Greece to 

paired wooden slabs with corresponding wordings that were given to state representatives being sent abroad. 

Such wooden slabs served as letters of credence of such representatives (Anderson, 1993). Diplomacy has 

however acquired other meanings apart from the above. It is regarded as the management of international 

relations through the application of intelligence and skill by the representatives of states and other subjects of 

international relation for the purpose of achieving desired goals through peaceful means. It is also atimes 

defined as the official activity of a given state organs of external relations in pursuing through peaceful means, 

the objective and task of its foreign policy in protecting its rights and interests as well as those of its citizens 

abroad (Armstrong, 1993). According to the Oxford Dictionary of Contemporary English, diplomacy is “the 

management of international relations by negotiation, the method by which relations among states are adjusted 

and managed by ambassadors and envoys.” 

 

The art of modern diplomacy is as old as mankind. It is a metamorphosed form of the precedent in the process 

of relations inherited from some ancient state and civilization (Berridge, 2005). Barker (1996) had noted that 

diplomacy is therefore an indispensable tool for directing both the domestic and foreign affairs of state. The 

machinery of diplomacy especially through the use and application of negotiation is the great engine used by 

civilized society for the purpose of maintaining peace. The essence of this is to conduct official business among 

state and achieve result without rancor. Watson (1987) on the other hand believes that the diplomatic dialogue is 

the instrument of international society: a civilized process based on awareness and respect for other people’s 

point of view; and a civilizing one also, because the continuous exchange of ideas, and the attempt to find 

mutually acceptable solutions to conflicts of interests increase that awareness and respect. Some leading 

diplomats and scholars of international relations have used the word “diplomacy” to mean the practice of 

international legal principles and norms in international relations. In the words of Johnson (1964): 

 

Although diplomacy might be described as a complex and delicate instrument that measures forces working at 

epicenters of international relations..., the subtle measures of diplomacy can be used to arrest, ameliorate or 

reduce, discard misunderstandings and disagreements which precipitate international crises. 

 

From the different definitions of diplomacy by these authorities, it is therefore believed that diplomacy is 

concerned with the management of relations between independent states and between these states and other 

actors. Diplomacy is often thought of as being concerned with peaceful activity, although it may occur within 

war or armed conflict or be used in the orchestration of particular acts of violence. Thus diplomacy should be 

seen rather to be undertaken by officials from a wide range of domestic ministries or agencies with their foreign 

counterparts, reflecting its technical content, between officials from international organizations such as 

International Monetary Fund (IMF) and the United Nations (UN) Secretariat or involve foreign corporations and 

a host of government transnational and with or through Non Governmental Organizations and private 

individuals. 

 

Foreign Policy and Diplomacy 

It is necessary to bear in mind that there is a defined distinction between foreign policy and diplomacy. Foreign 

Policy is that type of action taken by a state during interactions with state actors on the global arena in the 

course of achieving its objectives and goals (Akingboye and Ottoh, 2009). Foreign Policy is more or less a set of 

principles that guide a state’s pursuit of its objectives in the international environment within the confines of its 

interactions with other international actors. State actors in the implementation of their foreign policy seek to 

preserve favorable aspects of the international arena while seeking to alter the undesirable aspects. Of course, 

the foreign policy of a state according to Frankel (1972) is the substance of foreign relations, whereas, 

diplomacy is viewed as the action of a state towards the external environment with the ultimate aim and 

objective of achieving specific goals towards the enhancement of national interest, which means that diplomacy 

is the process by which foreign policy is carried out. Policy is made by different persons and agencies but 
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presumably on major matters in any state, whatever its form of government; it is made at the highest levels, 

though subject to many different kinds of control. Then it is the purpose of diplomacy to provide the machinery 

and the personnel by which foreign policy is executed. One is substance; the other is method. 

 

It is pertinent therefore, to note that diplomacy is the medium for the achievement of the specific foreign policy 

objectives of nationstates. Diplomacy is the central technique of foreign policy because other techniques of 

foreign policy revolve around it. The use of tactics plays a major role in this regard so as not to jeopardize the 

interests of these States (otherwise known as National Interest). These interests have to be aggregated in order to 

cater for such areas as the welfare and prosperity of the citizens, the territorial integrity of the State, the prestige 

and reputation of the Nation, cultivation of friendship, peace, understanding, good neighbourliness and 

cooperation amongst states and the practice of civilized standards in the conduct of intra and international 

relations of the nation (Kissinger, 1985). 

 

Joseph Frankel asserts that national interest occurs at three analytical levels namely: the Aspirational Level, the 

Operational Level and the Polemic level. The Aspirational level is regarded as the ideal set of goals which the 

state would like to pursue if these are possible such as the dream of economic and technological development in 

the third world countries. The Operational level represents the actual policies that the state is pursuing in the 

International system. The Polemic level uses the concept of political argument in real life to explain, evaluate, 

rationalize or criticize international behavour (Frankel, 1972). 

 

It is useful to consider the fact that where diplomacy ends, foreign policy begins. Each of them is with the 

adjustment of national to international interests. Foreign policy is based upon a general conception of national 

requirements. Diplomacy on the other hand, is not an end but a means; not a purpose but a method. It seeks, by 

the use of reason, conciliation and the exchange of interests to prevent major conflicts arising between sovereign 

states. It seeks, by the agency through which foreign policy seeks to attain it’s purpose by agreement rather than 

by war. Thus when agreement becomes impossible, diplomacy which is the instrument of peace becomes 

inoperative; and foreign policy, the final sanction of which is war alone becomes operative (Ritchie, 1963). 

 

The object of diplomacy, as of foreign policy is to protect the security of a nation by peaceful means if possible, 

but by giving every assistant to the military operations if war cannot be avoided. Diplomacy does not cease to 

function as Palmer and Perkins (2007) suggest in time of war, although it necessarily plays a different role. In 

war time, the work of diplomats as of foreign ministers may even expand. 

 

Diplomatic agents play significant role in the formulation of foreign policy, particularly through periodic reports 

which they send to the foreign office relating to the affairs and interests of the sending states in the countries to 

which they are accredited. These reports become inputs or raw materials through which foreign policy is 

formulated. The importance of diplomacy and diplomatic agents in the formulation of foreign policy cannot be 

overemphasized. Thus, for a state to succeed in its relations with other states, a sound and harmonious 

combination of competent diplomacy and pragmatic foreign policy is very necessary. 

 

Theoretical Framework 

Dependency Theory developed in the late 1950s under the guidance of the Director of the United Nations 

Economic Commission for Latin America, Raul Prebisch. Prebisch and his colleagues were troubled by the fact 

that economic growth in the advanced industrialized countries did not necessarily lead to growth in the poorer 

countries. Indeed, their studies suggested that economic activity in the richer countries often led to serious 

economic problems in the poorer countries. Such a possibility was not predicted by neoclassical theory, which 

had assumed that economic growth was beneficial to all even if the benefits were not always equally shared 

Vincent, (1996). 

 

Prebisch's initial explanation for the phenomenon was very straightforward: poor countries exported primary 

commodities to the rich countries who then manufactured products out of those commodities and sold them 

back to the poorer countries. The "Value Added" by manufacturing a usable product always cost more than the 

primary products used to create those products. Therefore, poorer countries would never be earning enough 

from their export earnings to pay for their imports. The main proponents of this theory are Santos, Walter 

Rodney, Samir Amir, Andre Gunder Frank and Claude Ake. 

 

Dependency theorists (Frank 1976; Sunkel 1979; Furtado 1964; Dos Santos 1970; Emmanuel 1972; Ake 1981; 

Onimode 1982), argue that the dependence of the South on the North is the main cause of the underdevelopment 

of the former. They hold that the present economic and sociopolitical conditions prevailing in the periphery are 

the result of a historical international process. This development emerged as a global historical phenomenon 
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consequent on the formation, expansion, and consolidation of capitalist system, known as dependent capitalism. 

At the first level, many countries in the periphery have been incorporated into the world economy since the early 

days of capitalism. At the second level, many countries have become capitalist economies through incorporation 

into the world economy. At the third level, the world economy has led to metropolissatellite chain in which the 

surplus generated at each level in the periphery is successively drawn off the centre as a result, the periphery is 

impoverished and the centre is enriched (Jhingan 1966). Following the trend of relations between Nigeria and 

China, China is trying to condition Nigeria’s development through imbalance trade, seemingly harmless loans, 

poor quality manufactured goods, and lopsided labor relations. Dependency theory is a social science tool of 

explanation that was predicated on the notion that resources flow from a “periphery” of poor and 

underdeveloped states to a “core” wealthy states enriching the latter at the expense of the former. Here Nigeria 

is the former and China is the latter. 

 

It is a central contention of dependency theory that poor states are impoverished and rich ones enriched by the 

way poor states are integrated into the world system. Joseph Nye and Robert Keohane (1994) have tried hard to 

establish that international relations are characterized by cooperation and interdependence with winwin, 

mutually benefiting outcomes. What this means is that both weak and strong economies have something to gain 

in a relationship, no matter the proportion. Yet the dynamics of unequal relations in international division of 

labour cannot be ignored. The content of imperialism applies so long as China’s economic exploits are 

domineering by the propensity of unprecedented capital and productivity. Though China is still regarded as a 

third world country, but it is also a known fact that China is the second biggest economy in the world. Sequence 

to that is the issue of trade imbalance and huge Chinese loans that is gradually sinking Nigeria into an abyss of 

debt. This precarious trend if not speedily checked will eventually make China to condition the development of 

Nigeria. 

 

THE EVOLUTION OF DIPLOMATIC TIES BETWEEN NIGERIA AND CHINA 

SinoAfrican Relations are not new – dating back to ancient times and progressing gradually based on common 

historical experiences. However, it wasn’t until 1956, when Egypt became the first African nation to establish 

diplomatic relations with the People’s Republic of China (P.R.C.), that intergovernmental relations between the 

P.R.C. and African countries were inaugurated. Over the subsequent halfcentury, the trajectory of SinoAfrican 

relations went through several fundamental shifts. 

 

Nigeria and the People's Republic of China established formal diplomatic relations on February 10, 1971. 

Relations between the two nations grew closer as a result of the international isolation and Western 

condemnation of Nigeria's military regimes (1970s1998). Nigeria has since become an important source of oil 

and petroleum for China's rapidly growing economy and Nigeria is looking to China for help in achieving high 

economic growth. However, the diplomatic relations between the demographic giants of Asia and Africa 

produced little of economic consequence. While China was transforming into an economic power, for Nigeria 

the 1980s and 1990s were marked by a series of military coups. It should be noted, however, that General Sani 

Abacha (in power from 1993 to 1998) initiated contact with the Chinese government early in his rule. The 

NigerianChinese Chamber of Commerce was founded in 1994. It was not until the return of democratic rule in 

Nigeria that economic relations began to develop in earnest. Olusegun Obasanjo’s election in 1999 coincided 

with the start of a new Chinese orientation toward Africa in 2000. During Obasanjo’s second term (20032007), 

both China’s President Hu Jintao and Prime Minister Wen Jiabao visited Nigeria, and Obasanjo made two 

official visits to Beijing. Various other ministeriallevel visits conducted during this time allowed the two 

countries to develop and intensify mutual friendship and familiarity. In 2001, the two countries signed 

agreements on the establishment of a Nigeria Trade Office in China and a China Investment Development and 

Trade Promotion Centre in Nigeria. The intergovernmental NigeriaChina Investment Forum was then founded 

in 2006. 

 

President Umaru Yar’Adua came to power following elections held in April 2007. Citing concerns about a lack 

of transparency, the new administration cancelled or suspended most of the oilforinfrastructure contracts 

signed during the Obasanjo years. Little progress was achieved during the next three years. After Yar’Adua’s 

death in May 2010, Vice President Goodluck Jonathan assumed the presidency and the relationship began to 

rebound. At the end of 2010 China declared its new plan for a strategic partnership3 with Nigeria, featuring 

political equality, mutual trust, economic winwin cooperation and cultural exchange. When Jonathan stood for 

election in April 2011, the Lagos newspaper The Punch reported that 119 tons of electoral materials, including 

ballot papers, were made in China. The Chinese President sent Special Envoy and Minister of Railways Sheng 

Guangzu to attend Jonathan’s inauguration, during which they reaffirmed the friendship between the two 

countries and vowed to increase the involvement of Chinese enterprises in railway and other infrastructural 
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improvements as well as in Nigeria’s overall economic development. In order to build investors’ confidence, the 

two countries signed the following Agreement and MoUs. These are: 

 

(i)The Bilateral Trade Agreement signed on 27th August, 2001; 

(ii)Memorandum of Understanding on Investment Cooperation between the Ministry of Commerce of both 

Countries signed on 28th February, 2006; and 

(iv) Memorandum of Understanding on Economic Cooperation Agreement between Nigeria and Guandong 

Xinguang International Group of China on 15th March, 2006. 

 

Nigeria and China signed Investment Promotion and Protection Agreement (IPPA) in 2001. It was ratified on 

31st December, 2002. 

 

Memorandum of Understanding between Federal Ministry of Industry Trade and Investment of the Federal 

Republic of Nigeria and Asia and Africa International Investment Company on Investment in Automobile, 

Exhibition Centres, Construction of Industrial Zone and Eco Agriculture Zone signed on 11th July, 2013. 

(Source: Federal Ministry of Industry, Trade and Investment, Nigeria, 2014.) 

 

It is noteworthy that China’s interests in Nigeria and Africa at large are two folds: First is diplomatic and second 

economic. The Chinese people will not forget that it was due to strong support of vast number of developing 

countries including Nigeria that China successfully regained its lawful seat in the United Nation Security 

Council in 1971. Nigeria was in the forefront of the support for China right from the beginning. Nigeria voted in 

the United Nations General Assembly in support of China’s admission to the United Nations. That was 

Nigeria’s debut at the United Nations General Assembly with Mallam Aminu Kano representing Nigeria. The 

Second is Nigeria’s oil and gas which China desperately needs to sustain its 10 per cent annual economic 

growth. Africa now supplies 25 percent of China’s oil import. China is more acceptable in Africa partly because 

it is viewed with more credibility than Western Nations with their imperialist legacies (Akinjide 2005). As 

noted, China’s main interest in economic frontlines is securing supply lines for oil and minerals. China has only 

2.3 per cent of the world’s oil reserves and even less of gas (1%). Meanwhile, it consumes 6.7 million barrels 

per day, which is the second largest consumption after the United States (Moghalu, 2007; Ogunsanwo, 2007). 

 

While some scholars admit that both countries depend on each other for the achievement of their goals at the 

international arena (Ekedegwa, 2010; Utomi, 2012). Others believe that it is triggering dependency for the 

Nigerian economy (Naid, 2007); a position which informed this paper as it is carefully analyzed in the 

subsequent section. China needs the support of Nigeria in the United Nations and Nigeria has supported the 

return of Hong Kong to the People’s Republic of China (Ekedegwa, 2010). Equally, China supports Nigeria in 

her quest to secure a permanent seat in an expanded Security Council of the United Nations. 

 

CRITICAL EVALUATION OF NIGERIACHINA DIPLOMATIC RELATIONS 

This paper does not propose to portray China in a bad light. Neither can it deny that Nigeria has benefited from 

its relations with China. But the task taken up here is a wakeup call to acknowledge the prominence of trade as 

the chief reason for the penetration of Nigerian economy by China and to as well ring the danger bell that the 

overwhelmingly unequal diplomacy between Nigeria and China does not prognosticate good for the 

transformation of this country especially of the manufacturing sector of the Nigeria economy. In contemporary 

international relations, trade cannot be realistically divorced from politics. Nigeria’s diplomatic relations with 

China have gradually become an issue of domestic concern as Nigerians have become aware of lack of balanced 

trade. It has been observed, that this situation has led to a great economic disequilibrium and to China’s 

advantage. This signifies that the economic advantage has gone to China, regardless of increased trade volume 

between the two countries (Onwubiko 2006). 

 

The expansion of Nigeria’s economic interactions with China is constrained by a number of factors. These 

include the imbalance in the structure of level of their trade, the inadequacy of the industrial infrastructure for 

promotion of relations, the incidence of flooding of the Nigerian market with substandard goods from China and 

inability to implement various bilateral agreements between the two countries among other problems. The trade 

between Nigeria and China has largely followed a classical pattern of trade disequilibrium between the 

developing and the developed economies (Jumbo 2007). The structure of trade between Nigeria and China 

reflects the difference in the level of development of the two partners as well as high degree of 

complementarities that exist between their economies. While Nigeria’s exports to China consist mainly of 

primary commodities, its imports from that country are made up of largely of industrial goods. Within this 

commodity groups, there have been some important changes in the structure of trade over the years (Soludo 

2006; Agbu 1994). 
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Chinese companies are known for being “closed” that is they hardly employ local experts and the conditions of 

employment of Nigerians in Chinese firms do not seem to conform to either the Nigerian Labour Law or the 

International Labour Organization (Olawale, 2010). As a corollary, Chinese firms have a knack of maltreating 

their workers, which would work against the capacity building of employees. China is involved in Human rights 

violation against Nigeria. Many Nigerians are in Chinese prisons or detention camps charged with offences like 

drug and fraud as well as “minor” immigration breaches. In July 2010, a group of Africans demonstrated in 

Guanzhou against the killing of a Nigerian who died from the assault of Chinese law enforcement officers 

(Iortin, 2011). Worried Nigerians have consistently called on the UN and G20 countries to force China to 

comply with international protocols on the protection of human rights. Finally, the issue of the huge Chinese 

loan and investment (18 billion US Dollars (Daily Trust, 2013)) which Nigeria owes mean that the country has 

precariously mortgaged both her present and future into the clutch of the Chinese. 

 

Since the establishment of bilateral diplomatic links, there has been a substantial expansion in Chinese exports, 

essentially conditioned by the demands of the economy and requirements to keep up economic growth. In 

consonance with this need, China devised economic policy strategies to penetrate the markets of the South. 

China’s rapidly expanding industrial base has provided impetus for its expanded economic penetration of 

Nigeria, a relatively large market with immense purchasing power. Over the years, Nigeria has served as market 

outlet for Chinese products (Michael 2006). The immediate problem posed for Nigeria is the negative role 

which the big Chinese companies have played and are likely to continue to play in Nigeria and Africa, and its 

consequences for the fulfillment of the aspirations and goals of the Nigerian people (Olisa 2006). It is 

regrettable that Nigeria’s diplomatic relationship with China after several years shows that the most discernible 

pattern in this bilateral relationship is still lopsided. It is observed from the trade data that this unequal economic 

relation is in great disequilibrium and to China’s advantage. It means that despite the increase in trade volume 

between the two countries, the bilateral economic relations have favored China, thus creating a feeling of 

lopsided distribution of the benefits from the bilateral trade (Bukarambe 2005). 

 

Trade between China and Nigeria, 2000 ‐ 2010 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: UN Comtrade, http://comtrade.un.org 

From the above table one can notice clearly how the trade imbalance between the two countries has favored 

China in increasing proportion. Annoyingly, this ugly hydraheaded octopus trade imbalance has persisted to a 

more heinous level at present. 

 

TOWARDS SUSTAINABLE SOCIOECONOMIC AND POLITICAL DEVELOPMENT IN NIGERIA 

As the bilateral relations have progressed from cultural linkages to intense economic penetration of the Nigerian 

economy, observers of Nigeria’s international relations have become highly conscious of the reciprocal need to 

transform this intensive relationship into a mutually constructive one that is towards the promotion of a more 

symmetrical relationship. It is observed that the consequence of intensive asymmetric bilateral interaction to the 

achievement of Nigeria’s broader national goal has not been given the desired attention by the Nigerian policy 

makers given that such relationship could be jeopardized if onesided economic relations continue. 
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A continuation of this pattern of lopsided relationship might have serious repercussions for Nigeria. The 

intensification of dependent relationship can provide an enormous advantage to China in continuation of its 

economic and industrial expansion. There is no doubt that issues foreseeable in the NigeriaChina diplomatic 

relations present formidable challenges. Given the complexity of the interaction, uncertain domestic setting and 

the volatile global environment, unseen situation of friction and opportunities for more reciprocal relations 

would likely arise. 

 

There is no doubt that China’s failure to implement many of the bilateral agreements signed between the two 

countries has affected the growth of the economic relations and sustainable development in Nigeria, and of 

course contributed to imbalance in the trade volume. In addition, the incidence of flooding of the Nigerian 

markets with substandard goods from China has militated against the growth of the bilateral relations. 

Development analysts have criticized the Chinese economic drive in Nigeria and argued that China is far more 

interested in hoarding national resources, including oil, which the country is importing from Nigeria and other 

African countries than assisting the development processes of these countries (Echiebiri 2006; Jumbo 2007). 

 

Political economists have also often written about how Europe and the West underdeveloped Africa. While 

these allegations are cogent, given Africa’s unsavory history of slave trade, colonialism and neocolonialism, the 

growing relations with China raises a specter which if, not addressed urgently, might lead future scholars to 

grumble again, this time about how the Chinese underdeveloped Africa. The current trend in SinoNigeria 

relations is laden with strategic cooperation and collaboration as well as mutual cooperation. But a dispassionate 

analysis shows that it is mostly one way traffic of raw materials to China and finished goods to Nigeria, an 

equation that replicates a similar one the West has with Africa. We are once more being confined to 

consumerism rather than production, which ought to accelerate growth, development and, therefore, 

advancement (Azaiki, 2006). As stated before, China’s failure to implement some of bilateral agreements signed 

between the two countries has become a source of concern to Nigeria’s policy makers. 

 

Despite these problems, there is the need to ensure that these obstacles are surmounted and that the lopsided 

relationship between Nigeria and China is addressed to ensure sustainable development in Nigeria. One 

effective way to do this is to evolve a cooperative mechanism that would enable Nigeria to increase its export of 

manufactured goods to China. Over the years, the bilateral trade between Nigeria and China has been growing 

steadily, but its total volume has been to Chinese advantage. The Chinese Government should encourage 

Chinese enterprises to give preferences to Nigerian goods with a view to addressing a trade balance between 

Nigeria and China. 

 

Another approach to sustainable diplomatic relations between Nigeria and China is for Chinese companies in 

Nigeria to diversify their economic activities. Rather than restricting themselves to merely importing finished 

goods from China for sale in Nigeria, they should invest in the productive sectors of the Nigerian economy and 

thereby gain from the export of such Nigerian made goods. In this regard, there is the need to bring into Nigeria 

the kind of technology that Nigerians can easily adapt to. Also, continued effort should be made to further 

explore the potentials of economic and trade cooperation and address problems that exist between the two 

countries through joint efforts. By investing in Nigeria, the Chinese investors will not only be enhancing our 

bilateral cooperation and relations, they will also help to create employment opportunities for teaming youth 

population, and by extension, contribute to the political stability of democracy and good governance in Nigeria. 

 

In addition, Nigeria needs to vigorously develop and consolidate on investment cooperation with China. The 

Chinese on its own, should set up special funds and take other incentive measures to encourage its strong and 

creditworthy enterprises to make investments in Nigeria and to set up exportoriented processing industries, 

explore natural resources, launch projects with marketable products and economic returns. China should be 

encouraged to strengthen and improve its cooperation with Nigeria in engineering projects and take part in their 

economic development and project development through project contracting, technological cooperation, 

management cooperation and labor cooperation among other things. 

 

Above all is the recurring question of how to borrow a leaf from the Chinese small scale industries and 

selfreliance on the one hand and from the Chinese conduct and management of its population census on the 

other. Without doubt, what Nigeria needs is an efficient productive base in the rural areas and a noncontroversial 

census which can be used and relied upon for sustainable economic planning and electoral process. Chinese 

technology is really downtoearth and Nigeria needs this type of technology in its search of selfreliance. 

Efforts should be made to constantly increase and improve the cooperation between Nigeria and China in 

agriculture, transportation, medical care and public health, the exploration and exploitation of natural resources, 

banking, information technology and other areas. 
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Finally, the private sectors of both countries should urgently establish bilateral chamber of commerce in order to 

promote improved SinoNigerian relations. Such a body would be indispensable in identifying areas of 

cooperation and educating business people and groups about opportunities for mutually beneficial economic ties 

between both countries. In fact, this would complement the objectives of NigeriaChina Friendship Association 

(NICAF) which seeks to encourage Chinese investments in Nigeria, and enable its members to tap and adapt 

China’s less sophisticated technical skills in tool and machine fabrication to Nigeria’s needs. Nigeria and China 

must rededicate themselves to exploiting the comparative advantages and complementarities inherent in their 

respective economies, and adapting new and innovative approaches in pursuing this objective. 

 

CONCLUSION 

There is no doubt that Nigeria and China diplomatic relations will be of immense benefit to both countries if 

well pursued. Using the dependency theory to provide a framework for this paper, we have argued that the 

imbalances in NigeriaChina relation especially in the area of trade, which we presented graphically, must be 

corrected so as to match the rhetoric winwin situation by which the contact between the countries are being 

described. Therefore, for NigerianChinese relations to wear a more acceptable face, the two countries must go 

beyond the formalities of signing bilateral agreements. Rather concrete steps must be taken by the two countries 

to actualize the dreams of these agreements. This will be to the mutual benefit of both countries. 

 

By this initiative, Nigeria will take advantage of this bilateral interaction to improve on its domestic economy 

rather than being a mere provider of raw materials and importers of finished goods from China. Fundamentally, 

the pattern of diplomatic relations between the two countries in future would significantly be determined by the 

extent to which the Nigerian leadership demonstrate the political will to manage Nigeria’s pluralism for peace, 

security and sustainable economic transformation and its ability to adopt a cooperative attitude towards effective 

diplomacy so as to ensure the balance of political, economic and strategic interests of which China will not 

mince efforts. 

 

RECOMMENDATIONS AND POLICY OPTIONS FOR THE FUTURE 

Although the diplomatic relations between Nigeria and China is all encompassing, unfortunately, Nigeria is not 

maximizing this to the benefit of its economy. Nigeria’s first priority lies in developing the capacity to better 

manage its own policies toward China’s engagement. Nigeria needs to realize that China’s engagement gives it a 

unique opportunity to significantly expand its development and articulate a comprehensive strategy that 

addresses its longterm needs. 

 

Nigeria’s relationship with China should henceforth reflect a profound understanding that our basic national 

objectives are longterm. Our policy now and in the near future, must be informed by our ultimate national 

interests. Nigeria has the responsibility to protect its economy from domination by foreign enterprises which are 

interested not in the local economies, but in the economies of the developed industrialized states. Thus, the 

following feasible recommendations are hereby offer to ensure sustainable diplomatic relations between Nigeria 

and China. 

 

One of effective approach to address the lopsided diplomatic relations between Nigeria and China is to evolve a 

cooperative mechanism that would enable Nigeria increase its export of manufactured goods to China. In 

addition, Chinese companies in Nigeria should diversify their economic activities. Rather than restricting 

themselves to merely importing finished goods from China for sale in Nigeria, they should invest in the 

productive sectors of the Nigerian economy and thereby gain from the export of such Nigerian made goods. 

 

Secondly, Nigeria should diversify its economy as well as create an enabling business environment to encourage 

Chinese and other investors. We must work towards addressing basic and other infrastructural impediments to 

the spread of knowledge, such as provision of electricity, transport and better telecommunication facilities, as 

well as finding ways, where appropriate, to remove the impediment on regional integration. 

 

Nigeria needs firm commitment from China to tackle and stop this menace unequal partnership. One expects, in 

the long run, that Nigeria should formulate a policy that would compel the several Chinese companies operating 

in Nigeria to transfer their technical and managerial skills to Nigeria workers to ensure strengthened cooperation 

and accelerate economic development in Nigeria. 

 

Also, there is a need for the two countries to coordinate their foreign policy approaches in order to facilitate 

international response to pressing international economic issues such as globalisation, regional integration and 

global economic crisis. There is need for continuous exchange of visits at the highest level to be strengthened. 
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However, in spite of the high level of official visits, the two countries are yet to forge a close political 

understanding necessary to boost their cooperation in the economic and technological sectors. 

 

Last but not the least, Nigeria should learn from Chinese socioeconomic transformation. As Nigeria rallies to 

industrialize its economy, it will not be out of place if it copies the Chinese model that is relevant to our local 

environment. But more than anything else, the Nigerian government should encourage Nigerians to effectively 

adopt technology that has kept China at the cuttingedge of global economy. For example, Nigeria has a lot to 

gain from having access to China’s low cost technologies, because they are easily exportable and transferrable 

because of their adaptability and simplicity. 
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Abstract 

Horn of Africa paper explores the very concurrent changes within the region and the region’s historical relations 

with super powers such as USA(United States of America), China and Regional states. This article however is 

limited in details but gives an insights and aspects with details how the Horn of Africa become a pivotal region 

for strategically and geopolitical periphery for the states outside of Eastern Africa Countries. The article relates 

the Horn of African states’ crisis in term of Dominance and Reciprocity two main terms in “collective goods 

problem” that is explained in (Goldestein,PevehouseInternational Relations) and explains cases from the lenses 

of the outsiders’ power seeking and reel political attempts in the region. The article also bases its specific 

example on the case of the Somali that sets similar examples for other states in the region. For the sharing 

dominance and inhibit the crisis in the regions, superpower states formed intergovernmental institutions such as; 

AMISOM (African Union Mission in Somalia), and AFRICOM (United States and Africa Command) to fight 

poverty, global terrorist and rebalancing the dominance in the region. In final part, articles examine the idea 

behind the Turkish NGO and civil groups activities relates with the Third potential solution for collective goods 

is the Identity.  

 

Keyword:Horn of Africa,Reciprocity, Dominance, Identity  

 

Introduction 

In resolving the collective goods problem, two main concepts demand the broad definition in resolving the 

problem. Joshua S. Goldstein and Jon C. Pevehouse explicitly touch upon the terms of dominance and 

reciprocity in International Relation textbook. In the principle of dominance solve the collective goods problem 

by forming a power entity, a hierarchy in which power can diffuse from top to bottom, a type of government but 

without an actual government. Statues hierarchy requires allocating the power among stakeholder, not to fight 

over scare sources but fight for the power position in the formed hierarchy. Fighting for the position mitigate 

social conflict in favor of the higher-ranking. Dominance is complex, and not just a matter of brute force. 

In international relations, the principle of dominance emphasizes the great-power mechanism in which a few of 

states have power and dictate rules over others nations sometimes domineeringly. Sometimes a great authority 

or superpower prescribes the rules as the dominant state, for example, the UN Security Councilwith the world’s 

five strongest military powers fit well in the term of dominance principle as holding a veto. 

(Goldstein,Pevehouse 4-9 2007). 

 

The advantage of the dominance solution to the collective goods problem is that, like a government, it uses 

power to forces members of a group to actively contribute to the common good that could lessen the conflict 

among members. 

 

It lessens the social open conflict within the members of the group. However, the disadvantage is that the 

stability comes at a cost of constant oppression of, and resentment by, the lower-ranking members in the status 

hierarchy. Also, conflicts over position in the hierarchy can occasionally slow the group's stability and well-

being, such as when challenges to the top position lead to serious fights. In the case of international relations, 

the great-power system and the hegemony of a superpower can provide relative peace and stability for decades 

on end but then can break down into terribly costly wars among the great powers.(Goldstein,Pevehouse4-9 

2007) 

 

Goldstein and Pevehous (2007) asserts that the principle of reciprocity solves the collective goods problem that 

is based on the rewarding and punishing system sort of the carrot and stick that award the behavioral that 

contributes to the group and punishing behavior that follow or lead to  self-interest at the expense of the group. 

In human societies, the behavior of one individual toward another very often mirrors the kind of behavior that 

individual has received recently from the other. Golstein and Pevehous (2007) define reciprocity in a broad 

meaning that is very easy to comprehend and can be "enforced" without any central authority making it a 

lucrative way to bring individual to cooperate for the common good. 

 

But reciprocity operates in both the positive outcomes and it seems magnificently work out in Horn of Africa, 

("You scratch my back and I'll scratch yours") and the negative ("An eye for an eye, a tooth for a tooth"). 

However the reciprocity has disadvantage as a solution to the collective goods problem in Horn of Africa in 

general which it can lead to a downward spiral as each side punishes what it believes to be negative acts by the 

other. Recent proxy militia, terrorist group and organization set an example. Psychologically, most people 
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overestimate their own good intentions and underestimate the value of the actions of their opponents or rivals. 

To avoid tit-for-tat escalations of conflict, one or both parties must act generously to get the relationship moving 

in a good direction. 

 

Reciprocity can be solely applicable in in international relations or incorporate with in a region such as internal, 

ethical and internal conflictual region. Reciprocity draws on basis of the International Relations such as ideas, 

norms and expectation. Many central arrangements in IR, such as the World Trade Organization agreements, 

explicitly recognize reciprocity as the linchpin of cooperation. For instance, if one country opens its markets to 

another's goods, the other opens its markets in return. On the negative side, if one country expels a certain 

number of diplomats from another country for spying, the other country always responds within days by 

expelling the same number of diplomats from the first country. Reciprocity fuels arms races as each side 

responds to the other's buildup of weapons. But it also allows arms control agreements and other step-by-step 

conflict-resolution measures, as two sides match each other's actions in backing away from the brink. 

(Goldstein,Pevehouse 4-9 2007) 

 

Horn of Africa: competitive or cooperation  

The Horn of Africa is one of the most complex and conflicted regions of the world. Each of the countries of the 

Horn—Somalia, Ethiopia, Eritrea, Djibouti and Sudan—suffers from prolonged political crisis either arising 

from local and national grievance, identity politics and regional inter-state rivalries. The region has both internal 

issues among each states aforementioned suffer external issues grounded in the regions  that dates back to 150 

years, for the power struggle and dominance from the outsiders mostly western powers relationship with the 

regions push the region into bundle of crisis and problems. The main reason behind controlling the regions 

varies from the natural sources, and economic interests, counterterrorism and so forth. Each state that considers 

region as an economic and geopolitical hub for their lucrative benefits have different political and military 

strategies on the region for example, the British Empires propensity to control the Red Sea, Egypt. 

 

In Eastern Africa, different interests; namely the British, in keeping the remains of their colonial legacy, the 

Americans who are more engaged in conducting the War on Terror, the Egyptians which has a stake in 

controlling Nile Waters and Red Sea stability, and Ethiopia, which is a burgeoning regional power. These 

parties are interested in dominating eastern Africa. But each party has different aspirations for their power-

brokering for their own interests.  

 

Nations may engage in reciprocity, wherein a powerful player may engage with smaller players through more 

diplomatic means in order to receive a desired outcome. Reciprocity is best defined as either a positive “I 

scratch your back, you scratch mine” outcome when an actor performs actions the benefit the greater good, or a 

retributive “eye for an eye” outcome when an actor performs actions in its interests at the expense of a group 

(Goldstein, Pevehouse4-9: 2007).  

 

Both dominance and reciprocity seek to solve the problem with limited resources, and the tragedy of the 

commons- where the common represents a pool of limited resources that cannot sustain the needs of all rational 

actors, and as a result, action must be taken to sustain long-term interests. Both principles understand problem of 

limited resources, however, they provide different solutions to sustaining the commons or insuring order in a 

chaotic world. Eastern Africa provides a good example on how dominance and reciprocity works. Each player, 

whether it be the Americans military expansion, British post –colonial political strategies, Egyptians geopolitical 

interest  or Ethiopians regional gain, or today emerging power China economic interest exhibits both behaviors: 

Dominance and Reciprocity. 

 

Since the September 11, 2001 terrorist attacks on New York City and Washington D.C, the United States and 

allies (including the United Kingdom) has made it a goal to engage in a global ‘War on Terror’, in which U.S. 

military and secret service assets (such as the Central Intelligence Agency, or CIA) view it as an imperative to 

combat terrorist organizations around the world. Eastern Africa has been the focal point of counter-terrorism 

policy before the 9/11 Incident, due to terrorist attacks on U.S. embassies prior to 9/11, and instability in 

Somalia following the collapse of the Barre government, and anti-piracy operations. Along with anti-terrorism 

operations, Eastern Africa is seen as an increasingly important region for resources. In response to new 

challenges, AFRICOM (the U.S. African Command) was created in 2007 by the George W. Bush 

Administration for the effective use and command of U.S. military assets in Africa (Ploch: 2010). 

 

The United States took a huge military initiative to actively respond the threat in East African by empower its 

bases in Kenya and Djibout. The Pentagon constructed air-support facilities at Manda Bay in Kenya that will 

accommodate gigantic cargo planes throughout the Horn of Africa. The base in Djibouti is known as Camp 
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Lemonnier and it is vital for Pentagon to carry out its operations.  Camp Simbanear the border with Somalia has 

60 US military Personnel play a role to train Kenyan maritime soldiers for the threat posed by Al- Shabaad. 

Another Another US military facility in Kenya — is the Humanitarian Peace Support School in Nairobi which 

operates as a training area for African Union troops assigned to combat operations inside Somalia. The Pentagon 

invests hundreds of millions of dollars in improvements and strengthening at Camp Lemonnier and Camp 

Simba. Most of that money — $390 million from 2009 to 2012 and another $1.2 billion planned for the next 25 

years that is being spent on the Djibouti base, which is projected to house some 4,000 US troops and private 

contractors. (Kelly,2013) 

 

The United States is also known for engaging in reciprocal actions with African nations. Actions that best reflect 

the principle of reciprocity U.S. aid to African Nations through food security programs and assistance in 

developing the infrastructure of African nations (U.S Aid: 2014). In many cases, the United States will use its 

military to play the reciprocity role. In Eastern Africa, U.S. Armed Services personnel assist African military 

forces in instruction, according to a report by National Public Radio, the goal of the United States sending 4,000 

U.S. Army personnel to Africa is to train American militaries amidst a growing threat posed by Al-Qaeda 

(Bowman, NPR: 2012). The United States hopes that instruction to African militaries and goodwill to African 

nations will lead to increased cooperation and autonomous action by African governments against terrorist 

organizations will lift burdens off the back of the U.S.  

 

The United Kingdom has enjoyed a long period of time as a global superpower via its empire. The days of the 

Great British Empire are long over, but the British still exercise a great deal of influence in the East African/Red 

Sea region.  

 

Ethiopia is a known regional power in Eastern Africa that is known for using both military and economic clout 

to achieve goals on its self-interest. Ethiopia also has aspirations to lead Africa in various projects. Recently, 

Prime Minister of Ethiopia, HailemariamDesalegn led the U.S-Africa energy ministerial in Addis Ababa on 

June 3, 2014. In the meeting, the Ethiopians encouraged other African governments to create conditions 

conductive for private investment. The Ethiopian prime minister also noted that Ethiopia was leading the way in 

developing and improving its energy infrastructure, and developing renewable energy (allAfrica: 2014). 

Ethiopia has asserted dominance using soft-power: by setting an example in development and improvement of 

energy infrastructure for neighboring countries to follow. 

 

Ethiopia is also a significant military power in the region. As such, Ethiopia feels the need to dedicate their 

military to the AMISOM (African Union Mission in Somalia). However, because of Ethiopia’s history of 

conflict in Somalia, the idea that Ethiopian troops joining the AMISOM has raised concerns that Ethiopian 

presence will hamper the Somalian mission, create resentment from Somalis, and embolden militant groups, 

such as Al-Shabaab (Khayre, International Policy Digest: 2014). The history between Ethiopia and Somalia, 

since the Ogaden War of 1977-1978, has been an extremely bitter one. Ethiopia’s ability to dominate the 

Ogaden region from Somali invasion with military force has fueled resentment from the Somalis.  

 

Ethiopia undoubtedly views intervention in Somalia on behalf of AMISOM as a way to ensure stability in 

Somalia, advance Ethiopian interests and make good-will among other African nations.Egypt for a long time has 

been in control of the Nile River. The Nile is vital to Egypt’s agriculture. However, Egypt’s position vis-à-vis 

the Nile has become precarious in recent times. On the Blue Nile, Ethiopia plans to construct a hydroelectric 

dam on the Blue Nile in order to satisfy Ethiopia’s own energy needs (and allow the Ethiopians to lead in 

modernization, development and energy production).  

 

The rise of the Union of Islamic Courts in Somalia, the Ethiopian invasion to install the President 

AbdullahiYousif in power, and the U.S. bombing raids aimed at suspected al Qa’ida members have again 

highlighted the turbulence of the Horn. The resurgent conflict in Somalia comes against the backdrop of a 

successful exercise in locally-driven reconstruction in Somaliland (north-west Somalia), an unresolved war 

between Ethiopia and Eritrea, internal political crises in both countries, and a host of active, latent and imminent 

conflicts in Sudan. Meanwhile, African institutions—notably the African Union, headquartered in Addis 

Ababa—are struggling to establish new principles and an architecture for regional peace and security. 

 

The East Coast of Africa was not always impoverished and filled with political and social strife. During the 

heyday of the Indian Ocean Trade System, East African ports were some of the most prosperous in the world 

during the middle Ages, and luxuries, human knowledge and ideas were exchanged between civilizations. 

Eastern Africa was a trading hub that was connected to the Arabs, Persians, Indians, Malays, Malaccans, and the 

Chinese. East Africa is also a region where religions have coexisted fairly well; Islam, Ethiopian Orthodox 
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Christianity, Ethiopian Jews, and multiple indigenous beliefs. However, contemporary realities are different. 

Eastern African nations are comparatively poor and politically and socially unstable compared to most other 

countries. However, there are multiple reasons for that  legacy of old imperialism and colonialism, neo-

imperialism and neo-colonialism and perpetual conflict. 

 
Map-1 East Africa 

 

Economic dominance or a new imperialism  

Undoubtedly, China today surpasses colonial period states in investments and economic development in Africa 

at large. Economic tycoons of china pour their capital and labor resources in Africa become a pivotal foreign 

policy strategy. Africa means a lot to China today. Africa states resentment for the superpowers that had chaotic 

and unwanted relationship with led them to seek new friendship and prefer more economic, development and 

diplomatic relationship rather military one. Thus China innate a relationship with Africa base on giving and 

taking. Despite the fact that some Africa states are not quite satisfied with the laboring, wage and usage of 

resources that China promised but still China option succeeds other states. China prioritizes foreign investment 

in infrastructure, building schools, railroads and hospitals.China’s growing influence in Africa will change the 

balance of power. China’s influence will prove to be a challenge for the western nations, particularly the United 
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States in the coming years. China’s interest in the continent is largely economic, however the economic benefits 

of influencing African countries is vital to China’s place as an emerging power. The United States is taking to 

note of China’s interest in Africa, and the consequence of Chinese influence on the continent. 

 

China has brought many contributions to Africa; sugar mills, water works, stadiums, new roads, hospitals, and 

the Chinese have even assisted in building and maintaining the African Union’s Headquarters in the Ethiopian 

Capital of Addis Ababa. China’s economic emergence aids Africa’s economic development. Despite the 

improvements and gifts, China’s relationship with Africa is largely based around trade instead of foreign aid. As 

was mentioned, China’s enormous industrial base requires raw minerals from Africa: oil from various countries, 

coal from South Africa, Iron ore from Gabon, and timber from Eqautorial Guinea, to list a few transactions. In 

return, Chinese products; manufactures, consumer goods, luxury items, are imported into Africa (Ighobor, UN: 

2013). This commercial process is reciprocity at its essence. Africa exports raw materials to China, China uses 

African raw materials to power their manufacturing plants, or refine them into finished products, which are then 

imported into Africa as consumer and capital goods.  

 

Both China and the U.S. are powerful nations. The former is an emerging power; the latter is an established 

superpower. China could match the United States as an economic power as soon as by the end of the current 

year (2014), according to a report from the Financial Times last month (Giles, FT: 2014). The rise of China 

could fuel a competition between China and the United States for dominance over Africa, particularly East 

Africa, which is close to ChineseShores, yet strategically important for the United States. In the future, the 

United States and China may be rivals for control over the African continent, whether it is for strategic control 

of an increasingly important global hotspot, or for oil and raw resources to fuel the two largest economies. 

 

Turkish Soft Power and third potential solution to collective goods problem: Identity 

Goldstein and Peevhous (2008) discusses a third potential solution to the collective goods problem is the 

Identity, unlike the Dominance and Reciprocity, Identity is not formed around the self-interest aspirations, or 

mutual benefits. Goldstein and Peevhous (2008) underline the member with the same identity in the community 

help and care about the interests of other members of the community, to sacrifice their own benefits or interest 

to others. Prefer others’ interests over their own interests. The identity principle has its place in families, in 

extended family, or kinship group that have relative attachment. The identity should not be limited to the inner 

circle of the familial relative inside and outside, on the contrary of its boundaries, it should be extended to the 

ethnics groups, genders, and nations and even at the international stage that people are member of the different 

group but feel the same vis- a vis deprivation, poverty and disunity and collaborate to fight with maladies that 

gripped over regions. In International Relations, identity communities have a significant role overcoming 

obstacle in collective goods problem.  

 

Turkey through its soft power and prominent NGO’s primarily Gulen movement linked humanitarian civil 

society serve the continent and contribute to collective goods problem with the identity responsibilitythrough 

more societal, economic and educational projects such as humanitarian aid, building schools, hospital and 

business entrepreneurship, building tolerance and dialogue bridges among the nations, communities in the Horn 

of Africa and beyond; to fight or to mitigate the increasing of the poverty, ignorance and disunity that has been 

looming over the continent for centuries. For example, a Tanzanian student in Turkish schools become teacher 

in the same school is an example of identity, that student may take a minimum wage but worries about 

education expecting nothing much in return vis-a vis Turkish educators or entrepreneurship contribute to the 

foundation of the identity and help the development assistance, other transnational institutions and communities 

such as World Health, United Nation and Peacekeeping mission with their own understanding of the identity 

which is Hizmet in Turkish as translated Service in English. Serving others without expecting being served is the 

great example of the altruistic approach to the continent. Somalia security and stability need Turkish model of 

assistance which is identity.  

 

Conclusion and a case of Somalia  

In the Nineteenth Century, up until the 1960s and 70s’, most of Africa was colonized by various European 

powers, namely the British, French, the Portuguese and the Belgians. The European powers molded African 

economic activity to favor their interests. The Horn of Africa had territories held by the British, French and the 

Italians, with Ethiopia remaining an independent kingdom. The British had an interest in holding a colony in 

Somalia as it allowed them more command of the Suez Canal and Red Sea, and access to Indian ports (African 

American Registry, 2003). In the early twentieth century, conflicts between the British, Italians and indigenous 

Somalis who fought for independence fought for control of Somalia, the Italians and British had strategic 

interests, whereas factions that fought for independence, such as the Dervish Movement of Mohammed 

Abdullah Hasan were interested in independence from European powers, and accepted assistance from the 
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Ottoman Empire, various Arab States and the Germans. East Africa, including Somalia was a major battlefront 

in World War II between the Allied Powers (Namely the British, Ethiopians and the French) and the Italians. 

After the Second World War, Somalia was ruled as a United Nations Trust. In 1960, Somalia gained 

independence, but the transition to independence was not smooth, in 1964, Somalia and Ethiopia went to war 

over the Ogadenregion and in 1969, the civilian government was taken over by the military and ruled by 

General SiadBarre. General Barre ruled Somalia with an iron fist for two decades. (African American Registry, 

2003) During the later years of Barre’s mandate, during and after the Ogaden War with Ethiopia and the break-

won of Somali-Soviet relationships, the country incurred massive debt from foreign aid loans, underwent 

famine, and the society of Somalia become fragile and unstable from years of military rule, all of which would 

lead up to Somalia’s current situation.Somalia tragic example is similar to every state in Horn of Africa 

relatively with the dominance problems that other international actors played significant roles for stability but on 

the contrary, the identity has not been institutionalized for in Africa. Unlike dominance and reciprocity 

principle, Identity, altruistic approach will be much notably effective approach to deal with the crisis in the 

Region.  
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Abstract 

Nigeria has been practicing democracy since her independence in I960 but punctuated at intervals by military 

rules, 1966 - 1979 and 1984-1999 and presently under democratic rule since 1999 in her fourth republic. 

Undoubtedly, the main engineering of any democracy is political party system under the umbrella of which 

political leaders campaigned for the assumption of various political offices. Consequently, it is the ideals, norms 

and ethos of the political parties that the political leaders hold sacrosanct whenever they assume the mantle of 

leadership except in an abnormal situation. It is based on this premise that this paper intends a perusal of the 

ideology of the political engineering (political parties) in Nigeria’s fourth republic. 

 

Introduction                                              ' 

Depending on the individual, paradigm, culture or context, the term ideology means many different things. In 

other words, in the reflection of the political climate, the word ideology is used to signify many social, 

economic, and political pursuits. It is in this vein that Crespigny and Cronin (1975:5) submit that:  

 

The nomads in the desert, reflecting the close connection between language and mode of life have a hundred 

different words for a camel. It is tempting to assert that with ideology in our times, the converse is the case one 

word and many realities. And it is the word that has become the beast of burden.  

 

Based on the fact that there are diverse meanings of ideology, there are two common features in most of its 

contemporary usage. One, ideology usually designates a system of beliefs and attitudes that is held by 

individuals or social groups which vary with political or sociological persuasions. Two, these attitudes or beliefs 

need to be assessed, not so much on their own terms but for the practical efforts or social interest they tend to 

promote. According to Gould and Kolb (1964:35), “Ideology is a pattern of beliefs and concepts, both factual 

and normative, which purport to explain complex social phenomenon with a view to directing and simplifying 

socio-political choice facing individuals and groups". 

 

That definition suggests a universal tendency of socio-political programmes on a polemical context. Ideology is 

also defined by Sills (1972:76), as “an extremist socio-political programme or philosophy constructed wholly or 

in part on fictitious or hypothetical bases". Ideology in this sense may be of the left or of the right that is 

socialism or capitalism respectively. And such extreme ideology may be comprehensive and closed system of 

ideas. In the words of Dolbeare and Dolbeare (1972:20); 

 

Ideology means beliefs about the present nature of the world and the hopes one has for its future. Such beliefs 

and hopes, when integrated into a more or less coherent picture of how the present social, economic and 

political order operate, why this is so, and whether it is good or bad and what should be done about it.  

 

That definition strongly suggests that an ideology should be considered as a system of beliefs about what the 

political world does and how it should operate in order to ensure stability and progress. Thus, ideology dictates 

the pace of development in a society. According to Dolbeare & Dolbeare (1972:22), "Ideology is ideas which 

the capitalist ruling class uses to rationalize and justify the capitalist system and its privileged position in it. In 

other words, distorted or selected idea in defense of the status quo”.  

 

For Marx, Ideology is false consciousness, system of distorted and misleading ideas based upon illusions as 

contrasted with a scientific theory or view (Gould and Kolb, 1964). In a related vein, Mannheim (1959) also 

conceives of ideology as the interest based and biased ideas of the dominant class in society. That, the study of 

Ideology has unmasked the more or less conscious deception and disguise of human interest. In a nutshell, 

ideology is the value and principle that those who exercise or seek political power refer to in order to lend 

legitimacy to their actions. 

 

Despite the fact that, there is no single universally accepted definition of ideology as espoused in the preceding 

paragraphs, this paper attempts its own working definition by seeing ideology as a very important aspect of 

political project. This is because ideology arose from people's understanding, emotional identification with and 

evaluation of reality, while the people are the main participants in political activities. In addition, ideology acts 

as a kind of design for the practice and interpretation of political undertaking. In this respect, ideology guides, 
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supports, restraints and rationalises politics. At the same time ideology can act as a great mobilising energy to 

galvanize politics because it antedates it, it enmeshed in it, it envelops it and conditions it. Thus, there can be no 

ideology without political actions and no political actions without ideology. This paper also identifies with the 

submission of Wilmot (1980:3) that:  

 

It is the function of ideology: the system of ideas which generates and sustains actions, to define interests, to 

establish their order of priority and on the basis of   this definition and ordering to create structures of action 

which seek to enhance and defend those interests. 

 

It is based on this importance of ideology that this paper intends to assess the ideological underpinning of 

political parties that operated in Nigeria project since independence in 1960. This is necessary because political 

parties are the main engineering in any given political environment and assessing their ideology could give an 

insight into the political ideology of the country where they operate. 

 

Theoretical Frame-Work 

The Dialectical Materialism of Karl Marx would serve as the theoretical frame work of this paper. This Marxian 

theory gives primacy to material condition, particularly economic factors in the explanation of other aspects of 

life: political or otherwise. This is because, economic need is man's fundamental need and as the economic need 

is the primary need of man so also economic activity is man's primary activity. That is, the primacy of work 

(economic productivity) is the corollary of the primacy of economic need. In short, man must eat to live but he 

must work in order to eat. It is also true that man must not live by bread alone but it is more fundamentally true 

that man cannot live without bread. 

 

The central team of Karl Marx's Dialectical Materialism is that the mode of production in material life 

determines the general character of social, political and spiritual processes of life. He took into consideration the 

interconnection of social relations, class conflict and the organic relationship between the sub-structure 

(economy) and the super-structure (polity). It stresses the imperative of the role of social class, productive forces 

and the concomitant social relations of production both of which constitute the mode of production (Faler, 

1959).  

 

The implication of adopting Marxian theory as the theoretical framework of this paper is that particular attention 

needs to be paid to economic structures of Nigeria nation-state as a point of departure in the study of ideological 

underpinning of political parties that operate in the country. This is necessary because an understanding of what 

material assets and constraints of Nigeria are, how she produces goods to meet her material needs, how the 

goods are distributed and what types of social relations arise from the organisation of production, therefore, a 

platform is set for the understanding of the workings of other aspects of the country particularly the political 

party system. 

 

In other words, the Nigeria's Capitalist Economic System which has its root in colonialism and later manifested 

into neo-colonialism both driven by imperialism could serve as an explanation of the nature of political 

ideologies adopted in the country's political parties during her experience with democratic government. Those 

parties' ideologies centre around the capitalist economic system operated in the country.  For instance, in the 

country's first two republics (1960-1966 and 1979-1983 respectively), political parties that operated during the 

period were ideologically bourgeoisie reformism. They were reformism because they were aimed at just 

resolving the crisis in the capitalist economic system in operation in the country. 

 

In addition, during the preparation towards the third republic, the Babangida government then packaged a 

political transition which has social and economic dimensions. The economic aspect falls under the Structural 

Adjustment Programme (SAP) with privatization and deregulation, as central principles: basically inputs from 

the Bretton Woods Sister (IMF and World Bank). 

 

SAP was the most capitalist attempt to integrate the Nigerian economy into the Global Capitalist Economy. In 

the conjuncture of the period, politics and economy coalesced in an extremely unique fashion, a manner that 

they never really been so in Nigeria (Yaqub. 2000:125). 

  

That led to the formation of two government sponsored political parties: National Republican Convention 

(NRC) and Social Democratic Party (SDP) with little or no ideological differences or even basis, which 

continues into the fourth republic. Thus, the capitalist economic system practiced in Nigeria determined the 

nature of ideology adopted by the political parties that were in operation in the country's first two republics. The 
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same economic system also dictated the beginning of bankruptcy of ideology in the country’s third republic, 

which reached its climax in her fourth republic.  

 

Ideology of Political Parties in Nigeria  

Political parties as the main engineering of any political activities are organized in order for their members to 

assume political power. Therefore, their ideologies are reflection of the ideology of the country where they 

operate particularly when any of them forms government. As a basis, this paper adopts the categorization of 

ideological underpinning of Nigeria political parties into bourgeois reformism and social democratic reformism. 

Those political parties are reformists and none is revolutionary because they evolved as a result of the crisis 

within the capitalist economic system and subsequent economic, political and cultural propositions to resolve it. 

Thus, none of them believed in radical and violent change of the status quo (Oni, 1983). 

 

Bourgeois Reformism 

Throughout the period of colonization and decolonization up till independence, Nigeria was nurtured as a 

capitalist nation-state by the colonialist. Even after independence there was little or no concern to reform that 

posture. Therefore, the country's leaders were brought face to face with the task of resolving various social 

contradictions of neo-colonial capitalism prevalent in the country. Subsequently, it was discovered that to 

resolve the crisis which was destabilizing the ruling class, reforms were introduced to enable them govern in an 

atmosphere of peace, order and stability which made the bourgeois reformism become either Fascist or Liberal 

reformism. 

 

Fascism 

It was Chike Obi in 1955 that tried to plant the seed of fascist political movement in Nigeria by establishing the 

Dynamic party.  The party called for a government based on benevolent dictatorship with an attack on the liberal 

democratic system of government that the Nigerian Nationalists were establishing. The idea behind such action 

was that, where the majority of people were ignorant and illiterate, parliamentary democracy was not suitable if 

there were to be rapid progress. Thus, what Nigeria needed was a powerful benevolent dictatorship who would 

get things done quickly. This was because for there to be progress, there must be order and discipline which 

only a dictatorial system could bring about and not parliamentary democracy (Osakwe, 1971).  

 

Unfortunately, that idea of Chike Obi's Dynamic party did not gain much support among the ruling class in 

Nigeria until the military dictatorship emerged in the country. Then, the bureaucratic bourgeois, the petty 

bourgeoisie intelligentsia, the oil rich comprador business interests, members of the judiciary and university 

intellectuals who surrounded the military regime began to advocate fascist organization of Nigeria. They argued 

that what Nigeria needed was stability, order, discipline and unity which they believed could not be brought 

about by return to civil democracy. That, the Nigerian masses did not want to known who ruled them or how 

they were ruled as far as there is provision of adequate food, housing, electricity, telephone, water, etc. for them. 

 

Moreover, in the various efforts to find a constitution for Nigeria in the 70’s, the fascists proposed a highly 

centralized government, a system without opposition and without political parties. It was in that spirit that 

General Murtala, the then Head of State charged the Constitution Drafting Committee (CDC) which he sets up 

in October, 1975 that: 

 

The Supreme Military Council is of the opinion that if during the course of your    deliberations and having 

regard to our disillusion with party politics in the past, you should discover some means by which government 

can be formed without the involvement of political parties; you should be free to recommend (Omoruyi, 

1989:199). 

 

Liberal Reformism 

This idea was dominated by the Nationalist politicians who in co-operation with the imperialist bourgeoisie 

established Nigeria as a neo-colonial capitalism following the ideals of liberal democracy. They represented the 

forces of capitalism and imperialism in the country and were in control of the economic and political powers 

therein. Their major interest was how to sustain the system they had created and are controlling while still 

keeping to the ideals of liberal democracy by satisfying the aspirations of the masses without bringing about a 

fundamental change in their entrenched powerful positions. It is in this respect that the Liberal Reformists 

disagree and split into the conservative and welfare wings (Oni, 1983). 

 

The Conservative Liberal Reformism  

The conservative liberal reformism seeks a more laissez-faire Adam Smith's type of capitalism in Nigeria. They 

are opposed to state ownership and management of economic activities. They held the belief that, the Nigeria 



 
 

ICSSL -2015 | A Perusal of the Ideology of Political Parties in Nigeria’s  Republics 500 

 

POLITICAL SCIENCE International Conference on Social Science and Law 

political problem is how to provide unity and stability under the federal structure. That, there is the need for the 

creation of more states and local governments as a means of taking care of the interest of different ethnic groups 

in the country which could invariably bring about stability. It is in this spirit that the principle of Federal 

Character was entrenched in the 1979 constitution of Nigeria and maintained in the subsequent ones (Omuruyi, 

1979).  

 

According to Sha (2001), political parties with conservative liberal reformist idea  in Nigeria are: First Republic 

(National Council of Nigeria Citizens (NCNC) and Northern People's Congress (NPC), Second Republic: Great 

Nigeria People's Party (GNPP), National Party of Nigeria (NPN) and Nigeria People’s Party ( NPP), Third 

Republic: National Republican Convention (NRC) and Social Democratic Part (SDP), Aborted Fourth Republic: 

Committee for National Consensus (CNC), Democratic Party of Nigeria (DPN), Grassroots Democratic 

Movement (GDM), National Centre Party of Nigeria (NCPN) and United Nigeria Congress Party (UNCP), 

Fourth Republic: All People's Party (APP) later All Nigeria People’s Party (ANPP) and People's Democratic 

Party (PDP).   

 

The major shortcoming of political parties that fall under the Conservative Liberal Reformism is their too much 

concern with resolving the contradictions among the ruling class by creating more open competitive atmosphere 

for the process of sharing power among them. This approach was only suitable to serve the interest of the 

capitalist and the contractors who support the drive to more capitalism who are in minority at the expense of the 

masses who are in majority. 

 

Welfare Liberal Reformism 

The Welfare Liberal Reformism is an ideology whose strategy was directed toward resolving the contradictions 

between the ruling class and the working masses whereby concessions are to be given to the poor in order to 

create a stable system. These Welfare Liberal Reformists are as concerned about the preservation of the neo-

colonial capitalism as the Conservative Liberal Reformists. According to Sha (2001), Political Parties with 

Welfare Liberal Reformist ideology in Nigeria are: First Republic; Action Group (AG), Second Republic: Unity 

Party of Nigeria (UPN), Third Republic, Nil, Aborted Fourth Republic, Nil, and Fourth Republic: Alliance for 

Democracy (AD). 

 

Essentially, the problem of the Welfare Liberal Reformism is that it is only full of rhetoric with less concrete 

actions. For example, most of the UPN governments (a Welfare Liberal party in the Second Republic) behave 

very much like any NPN government (a Conservative Liberal Party in the Second Republic). This is because 

they did not go beyond the annual traditional rituals of budgeting, manipulation of taxes and restriction of 

expenditure for the implementation of projects. They refused to organize the people for collective production by 

tapping in full the reservoir of wasted labour of the peasants, the petty producers, traders and workers (Oni. 

1983). Similar analogy goes for People's Democratic Party (PDP) and Alliance for Democracy/Action Congress 

of Nigeria (AD/ACN) that were regarded, as conservative and welfare reformists respectively in terms of 

ideology in the country's Fourth Republic without cogent differences in character and operation. 

 

It should be noted that, in the course of fourth republic formation/registration of political parties was liberalized 

in the country with over sixty of them enjoy the largesse. Unfortunately, many of them can not boast of a single 

councillorship seat. More unfortunately again, Independent Electoral Commission had to deregistered over 

thirty of them towards the end of 2012. However, three of the parties pulled weight and gave a posture of 

welfare liberal reformist parties; Action Congress (AC) later Action Congress of  Nigeria (ACN), Congress for 

Progressive Change (CPC) and Libour Party (LP).  

 

Social Democratic Reformism 

The political parties with social democratic reformism ideology in Nigeria seek to break Nigeria away from 

capitalism but to gradual constitutional and legal process along a radical path of development and not through 

the use of proletariat mass struggle (Marxism-Leninism). For example, Ikoku, a forerunner of Social Democratic 

Reformism in Nigeria once submitted that:  

 

While not denying the existence of classes in African Society (some nascent, others moribund and yet others 

adolescent), I nonetheless doubt the existence of bourgeois/proletariat class war in African politics. It can 

directly involve only a small section of the people, and it runs counter to African psychology and social 

organization (Ikoku, 1975: 5). 

 

The contention of Ikoku in that submission is that, Nigerian workers form a small majority of the oppressed 

people in Nigeria, therefore the contradictions that could lead to socialist revolution (struggle between the 
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bourgeoisies and workers) is not feasible, rather it is the struggle between neo-colonialism and the people that is 

feasible. Therefore, the country was then at its stage of Nationalist Bourgeois Revolution or National 

Democratic Revolution by struggling to liberate the people from feudalism and imperialism and build a nation-

state which can be carried out within the prevailing constitutional arrangement without a class war.   According 

to Sha (2001) Northern Element Progressive Union (NFPU) in the first Republic and People's Redemption Party 

(PRP) in the second Republic as well as All People’s Congress (APC) in the forth republic were social 

Democratic Reformists in Nigeria. 

 

Conclusion     

From the forgoing, it could be discovered that there are variations in ideologies of political parties that operate 

in Nigeria. These ranges from bourgeois liberal reformism to welfare and social liberal reformism but all are 

within the capitalist paradigm. The paper also proves that the economic arrangement of the country, which is 

capitalist with its root in colonialism, dictates the ideology of those political parties that operate in the country. 

It was also observed that in the country's third republic, the ideological differences became blurred due to 

formation of two political parties, NRC and SDP by government instead of their evolution among the people. 

This development was said to have been dictated by SAP introduced during the period, which was believed to 

need a guided political atmosphere. That trend also plagued the political parties in the current Fourth Republic 

of the Country. 

 

Recommendation 

Based on the fact expressed in this paper about political parties, the paper suggests that for democracy to be 

entrenched in Nigeria in its entirety, political parties that are operating in the country must have a precise and 

concrete ideological base. This will assist tremendously to strengthen them and in turn strengthen democratic 

practice in the country. 
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Abstract  

The paper tries to examine the nature and dimensions of foreign aid within the framework of international 

politics. It also discusses the politics of foreign aid as well as why the powerful states provide foreign aid to the 

weaker nations. The research adopted the secondary methodology to provide a substantial argument on the 

topic under study. Findings show that, albeit nations provide foreign aid through humanitarian interventionist 

gesture, some powerful nations are completely without such motive, but give out foreign aid based on strategic 

logical motive. The paper concludes that, giving out aid to third world societies without monitoring where and 

how the money is going to end, continues to make foreign aid meaningless, as corrupt leaders of the third world 

would continue to siphon whatever given to the state on one hand, while on the other hand, strategic  foreign 

aid serves as an imperial instrument for either domination or perpetual exploitation of the recipient nations.  

The paper recommends absolute monitoring and evaluation of foreign aid as well as targeting more productive 

areas of the economy of the recipient nation. 

 

Key Words: Foreign; Aid; International; Politics; Humanitarian; strategic 

 

Introduction 

In an intellectual exposition, Siraj (2012) conceptualized the term foreign aid as generally used in the sense of 

flow of resources from the rich countries to the poor underdeveloped countries. According to the United 

Nations, economic aid means outright grants and long term loans for non military purposes by Governments and 

various international organizations. 

 

An appropriate definition of foreign aid was given by Mikesall (1996), according to whom foreign aid is a 

Transfer of real resources or immediate claim on resources from one country to another which would not have 

taken place as a consequence of the operation of market forces or in the absence of specific official action 

designed to promote the transfer by the donor country. Thus foreign aid so defined includes both direct 

government transfers and those promoted by special official action such as government guarantees. 

 

According to Todaro (2008), the concept of foreign aid that 'is now widely used and accepted is one that 

encompasses all official grants and concessional loans, in currency or in kind, that are broadly aimed at 

transferring resources from developed to less developed nations on development and income redistribution 

grounds." Foreign aid includes also the resource transfers from OPEC to other Third World countries.  

 

In a similar definition given by Mumin (2013), the concept of Foreign Aid is widely used and accepted as a flow 

of financial resources from developed countries to developing countries on development grounds. However, the 

role and effects of foreign aid in the economic development of developing countries have been and are 

controversial issues. Generally, foreign aid is advocated as necessary for the promotion of economic 

development in the least developed countries (LDC's). The purpose of foreign aid programme to LDC's is to 

accelerate their economic development up to a point where a satisfactory rate of growth can be achieved on a 

self sustaining basis. Thus the general aim of foreign aid is to provide in each LDC a positive incentive for 

maximum national effort to increase its rate of growth. However, the effects of foreign aid on the economic 

development of developing countries have been controversial issues.  

 

Foreign aid, according to Audu (2013) while reviewing the documents of the Development Assistance 

Committee (DAC) of the Organization of Economic Cooperation Development (OECD) is referred to as official 

development assistance around net official aid given by a country, multilateral institutions and non-

governmental institutions. It consists of grants and loans with a grant element of at least 25%. Grants or loans to 

TWCs are classified as Official Development Assistance (ODA) if they meet the following requirements:  

 

i. They must originate from the official sector in the donor country.  

ii. The financial terms are concessional  

iii. The primary Motivation of the grant or loan is the promotion of economic development and welfare of the 

recipient (aid receiving) country (Audu, 2013). 
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Theoretical Instrument 

The material used in this research work was derived from existing literatures from library collections under 

secondary methodology. The material and method are also supported by a theoretical backing of the dependency 

theory. The dependency theory belongs to the critical theories of international politics, which blames the 

western world for the misfortunes of the third world. Theotonio Dos Santos (1971) saw Dependency as an 

historical condition which shapes a certain structure of the world economy such that it favors some countries to 

the detriment of others and limits the development possibilities of the subordinate economics, a situation in 

which the economy of a certain group of countries is conditioned by the development and expansion of another 

economy, to which their own is subjected (Theotonio, 1971: 226). Based on this theory, however, it suffices 

proper understanding on why and how the third world continues to depend on foreign aid from the western 

world. 

 

Results and Discussion 

It is pertinent to mention that, foreign aid can be granted either for the purpose of humanitarian assistance or for 

strategic reasons. It is humanitarian if and when the aid is to serve for development projects, which nothing is 

expected in return. But when there is an expectation, such as the aid given to Turkey and Greece by the United 

States immediately after the Second World War, so that these two states would not be lured by the Soviet Union. 

But in the analysis of Lancaster (2007), foreign aid can be given or advanced, because of the following reasons: 

(a) As a signal of diplomatic approval, a strong nation wants to introduce a diplomatic relation offer to another, 

especially a weaker one. 

 

(b)To strengthen a military ally, already the recipient is an ally, in a difficult situation, the donor may give such 

an aid to reinforce the recipient’s military capability. This for example was given to Israel by the united states 

during their previous wars (though is continuous). 

 

(c)To reward a government for behavior desired by the donor. This was seen when the Egyptian military shoved 

the democratic regime of Muslim brotherhood in Egypt, the US, supported the military government by aid in 

military jets and other normal financial aids. 

 

(d)To extend the donor's cultural influence. This cultural influence is always seen in the Chinese politics, where 

it provides scholarship to foreign students to study Chinese language and culture in china before commencing 

on any major study. 

 

(e)To provide infrastructure needed by the donor for resource extraction from the recipient country. This type of 

aid is obtainable from the western world and the United States. There are resources needed by these nations, 

therefore, they will provide you with an aid to facilitate their own agenda. 

 

(f) To gain other kinds of commercial access. To access the economies of the receiving nations for their own 

economic gains. 

 

(g)Humanitarian and altruistic purposes are at least partly responsible for the giving of aid. 

Sources of Foreign Aid/Agencies That Provide Foreign Aid 

 

In the writings of Audu (2013), in terms of forms and nature, there are three (3) broad categories or groups that 

provide aids:  

 

i. Bilateral donors  

ii. Multilateral agencies  

iii. Non-Governmental Organizations (NGOs).  

 

Bilateral aids refer to nation to nation aids. This type is mainly determined or given for political consideration 

and in some cases granted specifically for development project. This form of aid was prevalent during the Cold 

War era but fell as Cold War came to a close.  

 

Aids from multilateral agencies or institutions come in most cases during periods of poor economic and political 

conditions, natural disasters, wars and civil wars. Multilateral aids generally refer to aids channeled through the 

institutions of World Bank and the IMF which it comes in form of loans and grants. It is instructive to note that 

these loans and grants are given with interest attached.  

 

http://en.wikipedia.org/wiki/Diplomacy
http://en.wikipedia.org/wiki/Military
http://en.wikipedia.org/wiki/Allies
http://en.wikipedia.org/wiki/Government
http://en.wikipedia.org/wiki/Donation
http://en.wikipedia.org/wiki/Infrastructure
http://en.wikipedia.org/wiki/Commerce
http://en.wikipedia.org/wiki/Humanitarianism
http://en.wikipedia.org/wiki/Altruism
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Many Non- Governmental Organizations (NGOs) in the industrialized countries also provide aids. Non-

Governmental Organizations such as Gate Foundation, CARE, The Red Cross and World Vision, etc. provides 

aids to developing countries. There are other thousands of NGOs that fund projects in the TWCs with some of 

the capital transferred coming from private sources. This include direct aid programme such as, Christian aids 

gifts from individuals and also commercial undertaking. However, not all capital grants that come from 

government are aids.  

 

In the light of the foregoing, you are expected to note that, foreign aid, be it bilateral, multilateral and non-

governmental organizations are exogenously determined. It is the donor’s interest not the recipient’s interest that 

determines the allocation of aids (Audu, 2013) 

 

Urgency and Emergency Aids 

The concept of aid has also been typified into urgency and emergency. This classification is the responsibility of 

the United Nations especially in dealing with cases or issues of humanitarian urgency or emergency. 

 

Urgency Aid 

Aid may be also classified based on urgency into emergency aid and development aid. Emergency aid is rapid 

assistance move given to a people in immediate distress by individuals, organizations, or governments to relieve 

suffering, during and after man-made emergencies (like wars) and natural disasters. The term often carries an 

international connotation, but this is not always the case. It is often distinguished from development aid by being 

focused on relieving suffering caused by natural disaster or conflict, rather than removing the root causes of 

poverty or vulnerability. Development aid is aid given to support development in general which can be 

economic development or social development in developing countries. It is distinguished from humanitarian aid 

as being aimed at alleviating poverty in the long term, rather than alleviating suffering in the short term. 

 

Emergency Aid 

The provision of emergency humanitarian aid consists of the provision of vital services (such as food aid to 

prevent starvation) by aid agencies, and the provision of funding or in-kind services (like logistics or transport), 

usually through aid agencies or the government of the affected country. Humanitarian aid is distinguished from 

humanitarian intervention, which involves armed forces protecting civilians from violent oppression or genocide 

by state-supported actors. 

 

The United Nations Office for the Coordination of Humanitarian Affairs (OCHA) is mandated to coordinate the 

international humanitarian response to a natural disaster or complex emergency acting on the basis of the United 

Nations General Assembly Resolution 46/182. The Geneva Conventions give a mandate to the International 

Committee of the Red Cross and other impartial humanitarian organizations to provide assistance and protection 

of civilians during times of war. The ICRC, has been given a special role by the Geneva Conventions with 

respect to the visiting and monitoring of prisoners of war. 

 

The Use of Foreign Aid 

This area explores the intended action of which the aid is going to serve. Some of the areas which foreign aids 

serve are as follows: 

 

(a) Project Aid: Aid given for a specific purpose; e.g. building materials for a new school. 

 

(b) Programme Aid: Aid given for a specific sector; e.g. funding of the education sector of a country.  

 

(c) Budget support: A form of Programme Aid that is directly channeled into the financial system of the 

recipient country. 

 

(d) Sector-wide Approaches (SWAPs): A combination of Project aid and Programme aid/Budget Support; e.g. 

support for the education sector in a country will include both funding of education projects (like school 

buildings) and provide funds to maintain them (like school books). 

 

(e) Technical assistance: Aid involving highly educated or trained personnel, such as doctors, who are moved 

into a developing country to assist with a program of development. Can be both programme and project aid. 

 

(f) Food aid: Food is given to countries in urgent need of food supplies, especially if they have just experienced 

a natural disaster. Food aid can be provided by importing food from the donor, buying food locally, or providing 

cash. 

http://en.wikipedia.org/wiki/Genocide
http://en.wikipedia.org/wiki/Budget_support
http://en.wikipedia.org/wiki/Technical_assistance
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(g) International research, such as research on green revolution or vaccines. 

 

Conditions for Foreign Aid 

Some of the conditions usually given by foreign aid donors, which may not apply to all are as follows: 

 

a. In the argument of  Dugger (2007), the major proportion of aid from donor nations is tied, mandating 

that a receiving nation spend on products and expertise originating only from the donor country. Eritrea 

discovered that it would be cheaper to build its network of railways with local expertise and resources 

rather than to spend aid money on foreign consultants and engineers. US law, backed by strong farm 

interests, requires food aid be spent on buying food at home, instead of where the hungry live, and, as a 

result, half of what is spent is used on transport. As a result, tying aid is estimated to increase the cost 

of aid by 15–30%. Oxfam America and American Jewish World Service report that reforming US food 

aid programs could extend food aid to an additional 17.1 million people around the world (BBC News, 

2000). 

 

b. The World Bank and the International Monetary Fund, as primary holders of developing countries' 

debt, attach structural adjustment conditionality to loans which generally include the elimination of 

state subsidies and the privatization of state services. For example, the World Bank presses poor 

nations to eliminate subsidies for fertilizer even while many farmers cannot afford them at market 

prices. In the case of Malawi, almost five million of its 13 million people used to need emergency food 

aid. However, after the government changed policy and subsidies for fertilizer and seed were 

introduced, farmers produced record-breaking corn harvests in 2006 and 2007 as production leaped to 

3.4 million in 2007 from 1.2 million in 2005, making Malawi a major food exporter. In the former 

Soviet states, the reconfiguration of public financing in their transition to a market economy called for 

reduced spending on health and education, sharply increasing poverty (The World Bank, 2002)  

 

c. The New York Times (2001) highlights in the April publication of Oxfarm Report, aid tied to trade 

Liberalization by the donor countries such as the European Union with the aim of achieving economic 

objective, is becoming detrimental to developing countries. For example, the EU subsidizes its 

agricultural sectors at the expense of Latin America who must liberalize trade in order to qualify for 

aid. Latin America, a country with a comparative advantage on agriculture and a great reliance on its 

agricultural export sector, loses $4 billion annually due to EU farming subsidy policies. Carlos Santiso 

advocates a "radical approach in which donors cede control to the recipient country" (New York Times, 

2001). 

 

Foreign Aid and Third World Dependency  

The major argument that must be noted is that, those nations giving out aids to needy nations try to maintain 

political and economic influence on the recipient ones. In international politics, nations respond to their donors 

by accepting whatever offer given to them by the so called donors especially of foreign aid. We could see that in 

Europe immediately after the Second World War, when the economies of Europe were devastated and 

infrastructure damaged. The United States provided Europe and Asia the marshal plan, amounting to $ 13 

billion, which is in current value estimated to about $ 160 billion (Anthony, 1978). 

 

The Marshall plan was distributed based on nation’s per capita which was also directed towards the Allied 

nations, with less for those that had been part of the Axis or remained neutral. The largest recipient of Marshall 

Plan money was the United Kingdom (receiving about 26% of the total), followed by France (18%) and West 

Germany (11%). Some 18 European countries received Plan benefits. Alt hough offered participation, the Soviet 

Union refused Plan benefits, and also blocked benefits to Eastern Bloc countries, such as East Germany and 

Poland (Anthony, 1978). 

 

It is also axiomatic that the United States today has greater influence on all states in Europe more importantly 

the recipients of the Marshall plan. The rejection of the plan by the Soviet Union had blocked American 

influence over the soviet and other nations in Eastern Europe. When the Russian ambassador to the United 

States listened to the speech of George Marshall, he quickly alerted Moscow and informed the Kremlin that the 

plan was directly meant to target Moscow. This will make us understand that, the Marshall plan was not 

humanitarian but rather strategic. 

 

It is pertinent to also recall the Korean crisis in which the united states was determined to support the Korean 

course, where it provided aid to South Korea to pursue its own national policies not only American, but not to 

succumb to communist ideology and influence (Lawrence, 1962). The strategic nature of American aid to all 
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nations around the world is rather strategic in containing communist expansionism starting from 1947 harry 

Truman’s doctrine (Lawrence, 1962). 

 

Foreign aid focuses on promoting certain changes in the third world countries that will enhance donor countries’ 

economic expansions and dominance. This is done through the following ways (Audu, 2013):  

 

i. By encouraging reform in TWCs overall economic policies  

ii. U.S. works to dismantle laws and institutions that prevent free trade  

iii. They help to privatize state dominated economies. For instance, a $3 million aid to support privatization in 

Indonesian energy sector led to a $2 billion award to an America firms for Indonesian first private power 

contract.  

iv. Foreign aids encourage TWCs to create a business codes and the law as dictated by the U.S. It there by helps 

to create a stable business environment that donor country’s business firms needs to operate.  

v. It helps to create a new elite class of consumers in the TWCs. Having developed the appetite for western 

products, this very elite class is willing to drain their meager foreign exchange to import those items. 

  

To buttress the above, George Burrill (1966) in his essay entitled “U.S. Foreign Aids Helps America at Home” 

had observed that the relatively small amount of money the U.S spends on foreign economic assistance serves as 

an engine for American economic growth. In addition many aid programmes in donor countries cover an 

assortment of activities such as strategic and commercial initiatives, which often have a tenuous relationship 

with development.  

 

Business interests are significant in donor countries in the award of aid. Nigeria’s case with the US clearly 

demonstrates the significant role business interest play in awarding aid. Nigeria decided in 1986 to ban the 

importation of wheat and their basic food in an attempt aimed at boosting domestic agricultural productivity. 

U.S. food aided in Nigeria was tied to Nigeria importing wheat to the tune of $250 million from the U.S. per 

year making Nigeria the 6th largest U.S. wheat importers. Agricultural groups in the U.S. demanded U.S. 

retaliation unless Nigeria re-opened its market to U.S. wheat.  

 

Foreign aid is therefore used to create economic satellites that would guarantee regular sources of raw materials, 

cheap labor and markets for finished goods. Alkali (2003:31) had observed that advanced countries could 

achieve its foreign policy objectives through the use of multilateral loans, bilateral grants, technical assistance 

and even military aid. In an attempt to get the U.S. Congress to agree to 3/ 100th (that is three third of one 

hundred) percent increase of aid over that of 1974, the State Department listed some facts about the US 

economy.  

 

These facts are: 40% of their foreign earnings come from the TWCs; nearly 33% of its exports go to the TWCs, 

these create jobs for American; 25% of U.S. investment in 1973 went into the TWCS. The TWCs therefore need 

American skills and capital resources to feed their people, develop their resources and assure their people in 

equitable participation in the benefits of growth, exploit their natural resources in environmentally sound ways; 

and strengthen their cooperation in building a peaceful stable world community.  

 

Contemporarily, aid volumes are declining and donor polices do not give priority to poverty reduction. 

Governments of the advanced countries do not appear to be making the transition from rhetoric to action. The 

volumes of resources available for poverty reduction is threatened both by aid budget cut as well as by the 

diversion of funds for other purposes such as emergency relief and debt forgiveness. 

 

It is within this context that Senator Simon(1966) of the American Congress observed that Africa has two 

unfortunate distinctions, it is both the poorest and the most ignored continent and aid to Africa is considered 

expendable when resources are sought for other purposes even while Africa suffers from poverty, pollution and 

the scourge of Aids. Now that the Cold War is over, Africa is of no strategic importance to the west as such it is 

not as profitable as other region in terms of foreign aids. 

 

Quitting the Shackles of Foreign Aid  

In order for the third world to survive without the foreign aid or make the foreign aid work in a proper direction, 

there are many approaches that try to explain the manner in which foreign aid should be handled. Some of these 

ways are: 
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Searchers Approach 

William Easterly offers a nontraditional and somewhat controversial "searching" approach to dealing with 

poverty, as opposed to the "planned" approach in his famous critique of the more traditional Owen/Sachs, The 

White Man’s Burden. Traditional poverty reduction, Easterly claims is based on the idea that we know what is 

best for impoverished countries. He claims that they know what’s best. Having a top down “master plan,” he 

claims, is inefficient. His alternative, called the “Searchers” approach, uses a bottom up strategy (Cabral and 

Weinstock, 2010T).That is, this approach starts by surveying the poor in the countries in question, and then tries 

to directly aid individuals, rather than governments. Local markets are a key incentive structure. Easterly 

strongly discourages aid to government as a rule. He believes, for several reasons, that aid to small “bottom up” 

organizations and indi vvidual groups is a better philosophy than to large governments (Provost, 2012) 

 

In the end of his book, Easterly proposes a voucher system for foreign aid. The poor would be distributed a 

certain amount of vouchers, which would act as currency, redeemable to aid organizations for services, 

medicines, and the like. These vouchers would then be redeemed by the aid organizations for more funding. In 

this way, the aid organization would be forced to compete, if by proxy. 

 

Proscriptive "Ladder Approach" 

Sachs presents a near dichotomy to Easterly. Sachs presents a broad, proscriptive solution to poverty. In his 

book, The End of Poverty, he explains how throughout history, countries have ascended from poverty by 

following a relatively simple model. First, you promote agricultural development, then industrialize, embrace 

technology, and finally become modern. This is the standard “western” model of development that has been 

followed by countries such as China and Brazil. Sachs main idea is that there should have a broad analytical 

“checklist” of things a country must attain before it can reach the next step on the ladder to development. 

Western nations should donate a percentage of their GDP as determined by the UN, and pump money into 

helping impoverished countries climb the ladder. Sachs insists that if followed, his strategy would eliminate 

poverty by 2025 (Collier, 2005) 

 

Sachs advocates using a top down methodology, utilizing broad ranging plans developed by external aid 

organizations like the UN and World Bank. To Sachs, these plans are essential to a coherent and timely 

eradication of poverty. He surmises that if donor and recipient countries follow the plan, they will be able to 

climb out of poverty. 

 

Part of Sachs’ philosophy includes strengthening the International Monetary Fund, World Bank, and the United 

Nations. If those institutions are given the power to enact change, and freed from mitigating influences, then 

they will be much more effective. Sachs does not find fault in the international organizations themselves. 

Instead, he blames the member nations who compose them. The powerful nations of the world must make a 

commitment to end poverty, and then stick to it. 

 

Sachs believes it is best to empower countries by utilizing their existing governments, rather than trying to 

circumnavigate them. He remarks that while the corruption argument is logically valid in that corruption harms 

the efficiency of aid, levels of corruption tend to be much higher on average for countries with low levels of 

GDP. He contends that this hurdle in government should not disqualify entire populations for much needed aid 

from the west. 

 

Sachs does not see the need for independent evaluators, and sees them as a detractor to proper progress. He 

argues that many facets of aid cannot be effectively quantified, and thus it is not fair to try to put empirical 

benchmarks on the effectiveness of aid. 

 

Sachs’ view makes it a point to attack and attempt to disprove many of the ideas that the more “pessimistic” 

Easterly stands on. 

 

First, he points to economic freedom. One of the common threads of logic in aid is that countries need to 

develop economically in order to rise from poverty. On this, there is not a ton of debate. However, Sachs 

contends that Easterly, and many other neo-Liberal economists believe high levels of economic freedom in these 

emerging markets is almost a necessity to development. Sachs himself does not believe this. He cites the lack of 

correlation between the average degrees of Economic Freedom in countries and their yearly GDP growth, which 

in his data set is completely inconclusive. 

 

http://en.wikipedia.org/wiki/Poverty_reduction
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Also, Sachs contends that democratization is not an integral part of having efficient aid distribution. Rather than 

attach strings to our aid dollars, or only working with democracies or “good governments”, Sachs believes we 

should consider the type of government in the needy country as a secondary concern. 

 

Sachs’ entire approach stands on the assertion that abject poverty could be ended worldwide by 2025. 

 

David Dollar 

Dollar/Collier showed that current allocations of aid are allocated inefficiently. They came to the conclusion that 

aid money is given in many cases as an incentive to change policy, and for political reasons, which in many 

cases can be less efficient than the optimal condition. They agree that bad policy is detrimental to economic 

growth, which is a key component of poverty reduction, but have found that aid dollars do not significantly 

incentivize governments to change policy. In fact, they have negligible impact. As an alternative, Dollar 

proposes that aid be funneled more towards countries with “good” policy and less than optimal amounts of aid 

for their massive amounts of poverty. 

 

 With respect to “optimal amounts” Dollar calculated the marginal productivity of each additional dollar of 

foreign aid for the countries sampled, and saw that some countries had very high rates of marginal productivity 

(each dollar went further), while others (with particularly high amounts of aid, and lower levels of poverty) had 

low (and sometimes negative) levels of marginal productivity. In terms of economic efficiency, aid funding 

would be best allocated towards countries whose marginal productivities per dollar were highest, and away from 

those countries that had low to negative marginal productivities. The conclusion was that while an estimated 10 

million people are lifted from poverty with current aid policies, that number could be increased to 19 million 

with efficient aid allocation (Loewenberg, 2008). 

 

New Conditionality 

New Conditionality is the term used in a paper to describe somewhat of a compromise between Dollar and 

Hansen. Paul Mosely describes how policy is important, and that aid distribution is improper. However, unlike 

Dollar, “New Conditionality” claims that the most important factors in efficiency of aid are income distributions 

in the recipient country and corruption. 

 

McGillivray 

One of the problems in foreign aid allocation is the marginalization of the fragile state. The fragile state, with its 

high volatility, and risk of failure scares away donors. The people of those states feel harm and are marginalized 

as a result. Additionally, the fate of neighboring states is important, as economies of the directly adjacent states 

to those impoverished, volatile “fragile states” can be negatively impacted by as much as 1.6% of their GDP per 

year. This is no small figure. McGillivray advocates for the reduced volatility of aid flows, which can only be 

attained through analysis and coordination (Alan, and Linnea, 2009). 

 

Conclusion  

In any type of assistance or aid that may come to the third world society needs to be monitored and the veritable 

purpose of the aid evaluated or to assess if such importance is attached to the aid given to the recipient nation. 

Without the above, foreign aid would completely become useless, as it is not serving the desired purpose. The 

contradiction is here is that, if foreign aid is humanitarian in nature, it usually gets such trend of evaluation, but 

strategic aid may need no e valuation, as the donor nation is just lobbying for a market, resources or military 

base to serve the interest of the donor nation. The donor may not agitate on how the government of the recipient 

nation spends the money. Thus, foreign aid on account of strategic purpose is dangerous and not healthy for the 

third world society. 

 

Recommendation 

 In order to deal with the issue of third world dependency vis avis foreign aid, the following recommendations 

are useful: 

 

One, the donor nations should always provide foreign aid based on humanitarian gesture without string attached. 

This would ensure an independent development planning and economic growth in the recipient nations. 

 

Two, the recipient nation must ensure productivity of the foreign aid received for proper developmental projects. 

 

Three, third world leaders who siphon money given by international donors into their private accounts for their 

own familial use, should be prosecuted to the international court of justice, for that should be regarded as crime 

against humanity. 

http://en.wikipedia.org/wiki/Marginal_productivity
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Four, strategic foreign aid should always be avoided by states, if it is not in line with national development 

agenda. This is largely because the price of such strategic aid is more severe than the situation of the third world 

prior to accepting the aid. 

 

Foreign aid should also be directed towards education, agriculture, research and development, health care and 

infrastructure. For emergency period, shelter, food, clothing and medicine should be consolidated. 
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ABSTRACT 

Women represent 50% of the Nigerian Population, but in spite of this, their level of political participation and 

representation is very poor, being largely noticed at the level of voting and latent support. Men are found to 

have dominated the political arena to the point of total exclusion of women, yet all groups (women inclusive) 

seek to influence dispensation of power. The research therefore sets out to analytically x-ray the issues and 

challenges surrounding the political marginalization of women in the society. The research implores the use of 

empirical data to make sound and logical arguments on the plight of women in the political sphere of the polity. 

Using variables such as religion cum cultural belief system, virility deficiency syndrome, lack of adequate 

finance, lack of effective means of implementing the affirmative action and so forth, the researchers conclude 

that women marginalization in the political cum economic domain is in fact a reality and not a myth. It 

therefore recommends amongst other things that, it is imperative to develop and enhance the capability of 

women in the political and economic terrain by uplifting them financially and morally, so as to drastically 

reduce if not totally eradicate arm-twisting or marginalization of women in the society.  

Keywords: Myth, Reality, Women, Political, Marginalization, Nigeria.  

 

INTRODUCTION 

The role of women in national development need not be over emphasized. The United Nation’s declaration that 

the full and complete development of any country requires the maximum participation of women in all fields has 

proven to be a catalyst to the prominence women development has come to acquire in recent times. World 

governments, international agencies, non-government organization and other key policy makers have all 

stressed the need for women to adequately participate in the politics, in the economy, government and overall 

growth of the countries. Even in traditional societies where women are accorded domestic recognition, women 

had at one time or the other taken time out to engage in activities relevant to the stability and continuous 

existence of their various communities. Women had also exhibited appreciable managerial and organizational 

skills in their roles as mothers, homemakers, character molders and sustainers of humanity. Their supportive 

roles through engagement in pottery, weaving, spinning and other socio-economic activities were indispensable 

to the existence of their families and societies by extension. Chinsman (2005) summarizes the role of women 

thus: women constitute the foundation of any society. History testifies to the proves of women like; Nigeria’s 

Queen Amina of Zaria, Emotan of Benin, Indira Ghandi of India, Gold meir of Israel Benazir Bhutto of 

Pakistan, Margret Thatcher of Britain just to mention a few. These skills and ability have grown astronomically 

in recent times given the improved educational and employment opportunities.Nigerian politics is predominately 

politics of men, men dominate the political arena, men formulate the rules of the political game and men define 

the standard for evaluation. Political life is based on male norms and values and in some cases even male 

lifestyle. Women are marginal to national and state politics, and more generally, to the public and private life of 

our nation.Women are not considered as equal partners in the homes to be allowed to make or share decision 

with their male counterparts in the family. This gender discrimination against women has been extended to 

public life where women experience marginalization even in the electoral process, according to McClosky 

(2010), Political participation implies “those voluntary activities by which members of a society share in the 

selection of rulers and directly or indirectly in the foundation of public policy”, Political Parties, in this liberal 

tradition, reflects a condition which entails the voluntary involvement of the citizens in the choice of their 

leaders and in the policy formulation and implementation process of their society. 

 

This affords the people a sense of belonging and a say in how they are governed. Therefore, the concept of 

political participation either in the liberal or Marxian tradition, frowns at any attempt, whether writing or 

unwritten to exclude any segment of the society on the basis of sex, religion or any other socio-economic 

variables. Nigerian women have been involved in Nigerian politics mainly as voters, after which they retire to 

their kitchen with insignificant number of them appointed or elected in to offices.Notwithstanding, the drive to 

promote women in decision making position worldwide gathered momentum during the 1980’s and early 1990’s 

through a series of international conference. The climax of it all was at the Fourth women’s conference held in 

Beijin, china in 1995 which called for at least 30 percent representations by women in national governments. In 

September 2000, world leaders again at the UN Millennium summit in New York adopted the goal of gender 

equity. As a result of this development the number of women in leadership position has been on the rise. 

Corroborating this, the then UN-Secretary General, Kofi Annan stressed that when women participate in 

development and in the political sector, the benefit are immediate: families are healthier, better fed and better off 
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financially. And what is true of families is also true of communities and in the long run, the entire country. The 

international organizations have picked up this challenge in the struggle for liberation of women. The Nigerian 

government and non-governmental organizations (NGO’s) have been involved in this struggle. They have been 

involved in organizing conventions, seminars and several paper presentation and summits. Some of the 

conventions include; Wollstonecraft M. (1985), the women’s right convention at Worcester (1980) with; Paulina 

W.D of Rhode Island as the vice president, Hannah M.D. and Joseph C.H of Pennsylvania and New York 

respectively as the secretary.The convention had its aims to consider rights duties and relations of women and 

secondly to know the right of the governor to the governed and the right of the governed to choose their 

governor. 

 

Women in Electoral Politics in Nigeria: 1960 -2011 

The role of Nigerian women in the post-independence politics has not been reflected sufficiently, in terms of 

appointment in policy-making posts. In spite of massive support given to various political parties by women, 

women organizations, market women movement among others, until recently, very few women benefited from 

political patronage. This is because more often than not, men constitute larger percentage of the party 

membership and this tends to affect women when it comes to selecting candidates for elections since men are 

usually the majority in the political party hierarchy, they tend to dominate the political hierarchy and are 

therefore at advantage in influencing the party’s internal politics (see leadership, 2010:24). In southern Nigeria, 

women were already franchised by 1960, thus in 1960, Mrs. Wuraola Esan from western Nigeria became the 

first female members of the Federal Parliament in 1961, Chief (Mrs) Margent Ekpo contested election in Aba 

Urban North constituency under the National Council of Nigerian Citizen (NCNC) platform and won. Becoming 

a member of the Eastern Nigerian house of Assembly until 1960; Mrs. Janet, N. Mokelu and Miss. Ekpo A. 

Young also contested elections, won and became members of Eastern Houses of Assembly.In Northern Nigeria, 

however, women were still denied franchise even after independence. As a result, prominent female politicians 

like Hajiya Gambo Sawaba in the North could not vote and be voted for. It was only in 1979 that women in 

northern Nigeria were given franchise, following return to civilian rule.During the second republic (1979-1983), 

there was further progress, A few Nigerian women won election in to the House of Representative at the 

National level, some of those women are: (Mrs.) J.C. Eze of the Nigerian People’s Pary (NPP) who represents 

Uzo Uwani Constituency in former Anambra state, Mrs. V.O. Nnaji also of NPP who represented Isu and Mrs. 

Abiolu Babatope of Unity Party of Nigeria (UPN) who represent Mushin central 11 of Lagos state. But on the 

whole, very few women won election into the house of Assembly during the second republic.During the same 

period only two women were appointed Federal ministers. They were chief (Mrs) Janet Akinrinade, who was 

minister for internal affairs and Mrs. Adenike Ebun Oyagbola, minister for National planning. Mrs. Francisca 

Yetunde Emmanuel was the only female permanent secretary (first in the Federal Ministry of establishment and 

later Federal ministry of Health.A number of women were appointed commissioners in the state. In 1983 Mrs. 

Franca Afegbua became the only woman to be elected in to the senate. Also, very few women contested and 

won elections in to the local Government Councils during this time, with return of military rule in December 

1983, the first formal quota system was introduced by the Federal Government as regard the appointment of 

women in to government. 

 

The Buhari administration directed that at least, one female must be appointed a member of the Executive 

council in every state. All the state complied with this directive; some states even had two to three female 

members. In the early 1990’s two were appointed deputy governors. These were Alhaja Latifa, Okunu of Lagos 

state and Mrs Pamela Sadauki of Kaduna state; Chief (Mrs) D.B.A Kuifori Jiolubi served as a Chairperson of a 

bank, the United Bank for Africa Plc. Later on, Dr. Simi Johnson and Eniola Fadayomi served as Chairpersons 

of Afribank International Nigerian and Allied Bank Nigeria Plc., respectively. There was also no female 

member of the defunct supreme military council or the later Armed forces Ruling council.In the 1990 elections 

into local governments heralding the Third Republic, very few women emerged as councilors and only one 

woman Chief (Mrs) Titilayo Ajanaku, emerged as chairperson of a local government council in the southwest. 

During the gubernatorial elections, no female governor emerged in any of the states. Only two female deputy 

governors emerged namely; Alhaja Sinatu Ojikutu of Lagos state and Mrs. Cecilia Ekpevong of Cross-river 

state. In the senatorial election held in 1992. Mrs Kofo Bucknor Akerele was the only woman who won a seat in 

the Senate. Very few women won elections in to the House of Representatives. One of these few was Chief 

(Mrs) Florence Ita-Giwa who won in the Calabar constituency under the banner of the National Republic 

convention (NRC). Amongst the members of transitional Council appointed by president Babangida in January 

1993, only two were women, namely; Mrs. Emily, Aik Imlokuede and Mrs. Laraba Dagash.In the Interim 

National Government (ING) of Chief Ernest Chonekan, two Female Ministers were appointed in to the cabinet. 

General Abacha had a number of female ministers at various time in his cabinet; Including Chief (Mrs) Onikepo 

Akarde and Ambassador Judith Atta. During the military Regime of General Abdussalami Abubakar (June 9, 

1998, - May 29, 1999) there were two women in federal executive council Chief (Mrs) Onikepo Akande 



 
 

ICSSL -2015 | The Myth and Reality of Womens’ Political Marginalization in Nigeria 513 

 

POLITICAL SCIENCE International Conference on Social Science and Law 

(minister for commerce and Dr. Labara Gambo Abdullahi (of women Affairs).In the Fourth Republic which 

stated on May 29, 1999, the Nigerian political terrain witnessed an increase in the number of women political 

appointees, even though women did not perform well at the elections. In the election held before May 29, 1999, 

few women emerged as chairpersons of local government councils. A number of women won elections as 

councilors. There was no female governor in any state of the federation. Only Lagos state produced a deputy 

governor in the person of Senator Bucknor Akerele. 

 

In the National Assembly, there were only three women in the senate, namely; Chief (Mrs) Florence Ita Giwa 

representing cross river state South Senatorial District, Mrs. Stella Omu from Delta State and Hajiya Khairate 

Abdul-Razaq now Hajiya Gwadabe representing the Federal Capital Territory. Only 12 women made it to the 

House of Representative and these are Barister Iquo Minimah, Mrs. Patience Ogodo Lola Abiola Edewor, 

Patricia O. Etteh, Dorcas Odujinrin, J.F. Adeyemi, Binta Garba Koji, Gbanmi Saraki, Florence Aya, Linda 

Ikpeazu, Femi Harrinnan and Mercy Almona Isei.In the state House of Assembly, very few women emerged as 

members. While in some states, one or two women emerged in the Houses, most other states had virtually no 

female in their legislature. States like Cross Rivers, Akwaibom, Lagos and many others did not have female 

members in their state legislature.Women have been appointed as commissioners and therefore members of the 

Executive Council in all the State have one female, others have two females in the Executive councils. President 

Olusegun Obasanjo appointed a number of women in to the Federal Executive Council when he served as 

president, they are Dr. (Mrs) Kema Chikwe, (Minister of Transport), Mrs. Dupe Adelaja (minister of state for 

Defence), Dr. (Mrs) Amina Ndalolo (Minister of Technology), Mrs. Aishatu Ismail (minister of women Affairs), 

Chief (Mrs) Titilayo Ajanaku was the special Adviser to the President on women Affairs.During the 2011 

general elections an increased number of Nigerian women defied the odds, stepped into the murky waters of 

politics, aspired and contested elections won the parties primaries and contested for elective positions in the 

various political parties in the 2011 general election in Nigerian. Female candidates constituted 9.1% of the total 

number of candidates who contested elective positions in to the National Assembly in the 2011 general elections 

across all the political parties. There were 3306 candidate with men accounting for 3004 (90.9%) and women 

302 (9.1%) (Irabor, 2011) Despite the many Female aspirants, only few emerged as candidates and fewer of 

them emerged as winners at the polls. Unfortunately, the number and percentage of women who were successful 

at the polls in 2011 was less than the figure in 2007. Whereas, 2007 figure was higher than the figure in the 

2003 general elections; and the figure in 2003 is higher than the figure in the 1999 general elections. In 1999, 

the overall percentage of women was 2%, in 2003, it was 4% and in 2007 it was 6% (Eme, et. At 

2008).Although the number of female candidates increased for most of the elective positions, there was only 1 

female presidential candidate in the person of Mrs. Ebiti Ndok of the United National Party for Development. It 

is doubtful if she eventually voted given issues she had with the administration of justice system. It should be 

noted that Sarah Jubril (NCAA, 2011) was a presidential aspirant under the platform of the people’s Democratic 

Party (PDP). She lost at the Party’s primaries. There were 4 female vice-presidential candidates, namely; Rose 

Yakubu of the African Renaissance Party (ARP), Kadijat B. Abubakar of the Better Nigeria Progressive Party 

(BNPP), Binutu Fela Akinola of Fresh Democratic Party (FRESH) and Bilkisu Ismo Magogo of the National 

Transformation Party (NTP) (sun Editorial 2011).Whereas, there are 36 governorship seats less than 36 states 

were due for governorship elections at the April 26, 2011 governorship elections. This was due to the fact that 

some governors did not commence their term on May, 29 2007 as they had to wait for a court order to declare 

them winners of the 2007 governorship election (Eme, 2008). The court’s decision was pronounced some years 

after other governors took their oath of office. Consequently, their 4 year tenure started running on the day they 

took their oath of office which was not May 29, 2007. Amongst these states were Edo, Ekiti, Osun and Anambra 

States (Eme, 2008). Governor Peter Obi’s Second term as governor of Anambra state started running in 2010 

because he took the oath of office as governor in 2006, in respect of the governorship election he contested in 

2003. Only after the court of Appeal declared him winner of the election in 2006, he won a second term in the 

2010 governorship elections for Anambra state. Consequently, the independent National electoral commission 

(INEC) (EME, 2008) did not conduct elections in such states.There were 348 governorship candidates 

contesting election for governorship seats across the federation. 13 (3.7%) out of the 348 governorship 

candidates were women and they contested in 10 states namely; Benue, Delta, Ebonyi, Enugu, Imo, Kano, 

Kebbi, Kwara, Oyo and Plateau. Their names are parties were “Emilia Uba, Omaliko African Democratic 

congress (ADC);Victoria Azaber Pausu, All Progress Grand Congress (APGA); Dame Gloria Obi, African 

Democratic Congress (ADC); Princess Esther Nwodo-Agbo, People Redemption Party (PRP); Nkechi Offor, 

African Liberation Party (ALP); Scolastica Emerole Action Party of Nigeria (APN); Okoronkwo Precious, 

Better Nigeria Progressive Party (BNPP); Hauwa Muhammed, African Democratic Congress (ADC); 

Gbemisola Saraki Fowora, Mega Peoples Progressive Party (MPPP); Paulen Tallen, (Labour Party) “(Irabor, 

2011). None of these women were successful at the election which means that to date Nigeria is yet to produce a 

female executive governor of a state except for the brief period that Dame Virginia Etiaba held forth for 

governor Peter Obi of Anambra State when he had some political challenges that led to Dame Virginia Etiaba 
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being sworn in as governor. Dame Virginia Etiaba was the deputy governor to Governor Peter Obi. It appears 

some parties agreed to adopt Female deputy governorship candidate.Consequently, there was generally an 

increase in the number of male governorship candidates that had women as their deputies. At least, Four parties 

in Lagos state had an elected Female deputy governors in the person of Mrs. Kofowurola Akerele-Bucknor 

although she was removed and replaced by Femi Pedro, as a result of party intrigues probably 

informed/influenced by patriarchy. In 2003 the number of deputy governors increased to 2 (5.5%), in 2007, it is 

increased to 6 (6.6%). The 2011 general elections produced only a female deputy governor in the person of Mrs. 

Adejoke Orelope Adefulere of Lagos state who contested under the platform of Action of Nigeria (CAN). The 

PUNCH. (2011).some of the female candidates contested against heavy weights. A case in point is Plateau state 

where Paulen Tallen (Labour Party) contested against political heavy weight Joshua Dariye who was governor 

from 1999 -2003 (Eme, Efal, 2008), Ibrahim Mantu who was once Deputy Senate President Fidelis Tapgun and 

the incumbent governor Jonah Jang. Senator Gbemisola Saraki-Fowora (ACPN) who contested for the governor 

seat in Kwara state had ethical and religious issues to contend with in addition to contesting against the PDP’s 

candidates which also pitched here against her brother who is the incumbent governor of the state also of the 

PDP.Quite a number of women won their parties Primary ticket for the National Assembly and the various 

states House of Assembly. In Lagos state all the female candidates from ACN won at the polls in the election in 

to the National Assembly and the states House of Assembly, women contested for only 7 (17.5%) seats of the 40 

seats at the Lagos state House of Assembly. Adamawa state which had 23 women vying for political offices 

managed to produce only three female winners; they include Hajiya Aishatu, Mrs. Wale FWG and Mrs. Wilbina 

Jackson.Out of the 109 senators who emerged winners at the 2011 polls, only 7 (6.4%) were women. The 

successful candidates are Nkechi J. Nwaogu, Mrs. Helen U. Esaen. Nenadi Usman, Aisha Jummai all of PDP. 

Others include Christiana N.O. Anyanwu (Irabor, 2011), Joy Emordi both of APGA and lastly Chief (Mrs) 

Oluremi Tinubu of ACN. The notable causalities included Senator Iyabo Obasanjo – Bello, Senator Daisy 

Danjuma and Kema Chikwe. The decrease in the percentage of female candidates that won at the polls is 

disturbing given the increased in the number of women who contested and the figure dropped significantly when 

compared to the performance of women in previous elections.In the 2007 general elections, 9 (8.25%) female 

candidates won the senatorial seats. They are Gbemisola Saraki – Fowora (Kwara State), Christiana Anyanwu 

(Imo State), Zainab Kure (Niger State), Grace Bent (Adamawa State), Joy Emodi (Anambra State), Eme Ufot 

Ekaete (Akwa Ibom state), Patricia Akwashiki (Nasarawa state), Joy Emodi (Anambra State), Eme Ufot Ekaete 

(Akwa Obom State), Patricia Akwashiki (Nasarawa State), Iyabo Obasanjo –Bello (Ogun State), Nkechi Justina 

Nwaogu (Abia State. In the 2003 elections, there were 4 (3.6%) female senators. Whilst in the 1999 general 

elections there were only 3 (2.75%) female senators namely chief (Mrs) Florence Ita Giwa who won on the 

platform of ANPP representing Cross River State south Senatorial District; Mrs. Stella Omu who won on the 

platform of PDP from Delta state and Hajiya Kharat Abdul-Razaq (now Hajiya Gwadabe) who also won on the 

platform of PDP representing the Federal Capital Territory.The drop in the number of successful female 

contestants is worrisome. Senator Grace Bent, an indigene of Ilesha, Osun State, South West Nigeria but 

married to an indigene of Adamawa State and elected into the Senate in 2007 under the platform of PDP, could 

not pick the parties ticket at the parties’ primaries in 2011. First timers like Prof. Dora Akunyili could not sail to 

the senate as she lost to Dr. Chris Ngige whilst Ms Jumoke Akinjide also lost in Oyo state. Whereas another first 

timer Chief (Mrs) Oluremi Tinubu won the Lagos Central Senatorial Seat under the platform of Action 

Congress of Nigeria a (ACN). Chief (Mrs) Oluremie Tinubu is the wife one of the chieftain of ACN, Asiwaju 

Bola Ahmed Tinubu.It is believed that any candidate in Lagos State contesting under the platform of ACN 

should consider the election a walkover because Lagos is a profound traditional stronghold of ACN.Out of the 

360 available seats women won only 19 (5.27%). This is an abysmal drop in the light of the success recorded in 

2007, 2003 and 1999 where the figures were respectively 27(7.5%), 21(5.8%) and 12 (3.3%). The table below 

captures the position of women in electoral positions from 2000-2011. 

 

Table 1:  Comparism of Women Representation in 1999, 2003, And 2011 General Elections 

S/N Position No of 

seats 

available 

No of women 

elected and % 

of total in 

1999 

No of women 

elected and 

% of total in 

2003 

No of women 

elected and % 

of total in 2007 

No of women 

elected and % 

of total in 

2011 

1 Presidency 1 -0% -0% -0% -0% 

2 Senate 109 2(2.75%) 4 (3.7%) 8 (7.33%) 7 (6.4%) 

3 House of Rep 360 12(3.33%) 21 (5.83%) 23 (6.38%) 26 (7.2%) 

4 Governorship 36 -0% -0% -0% -0% 

5 Deputy 

Governorship 

36 -0% -2(5.55%) -6(16.6%) 1 (90.09%) 

6 State of House 

of Assembly 

990 12(1.21%) 38 (3.84%) 54 (5.45%) 68(6.9%) 
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Source: Centre for Democratic Studies (CDS) 2010 

 

From the foregoing, it is evident that only very few Nigerian women have participated and emerged in Nigeria’s 

political landscape, in spite of the pioneering efforts of women like Funmilayo Ramsome Kuti and Magaret 

Ekpo. Till date the number of women in top jobs is still insignificant as at the 2011 election. 

 

The Political Marginalization of Women in the Nigerian Political System 

Twelve’s years of democracy in Africa’s most populous nation and women are still secondary in Nigeria’s male 

dominated political sphere. Over the years gradual gains have been made in women’s political participation but 

female political participation needs to go beyond numbers. The proportion of seats held by women in the 

national parliament increased from 3.1 percent in 2000 to 7.5 percent in 2008. After the 10
th

 May 2007 General 

election, data from the (National Center for women development; 2010) showed that there were 9 female 

senators compared to 4 in 2003, also there were 26 female members in the house of Representatives, compared 

to 23 in 2003. Between 2006 and 2009, 2 women were appointed to the Supreme Court bench, while female 

Deputy Governors increased from 2 in 2003 to 6 in 2007. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: National Bureau of Statistics (NBS) 2010 

 

Despite these improvements, women are still under-represented at most levels of government and have made 

little progress in attaining positions at decision-making levels. Data from April 2007 elections shows that high 

level of female marginalization in Nigeria politics. For examples, of the 7160 candidates that contested in April 

2007 elections, only 628 were women; 25 candidates vied for the office of the President and only 1 woman, 

while 5 women contested for the office of the vice president, also, only 9 of the 109 senators were women, while 

25 of the 360 House of Representative members were women and there were only 54 female member of the 

state Assemblies.In 2011 General Election 0% of women were elected into the office of the president, in the 

senate out of 109 Senators only 7 (representing 6.4%) of women were elected into the senate. In the House of 

Representatives out of 360, only 26 of them were women (representing 7.2%) of the total). In Governorship seat 

no woman was elected as a governor, while only 1 deputy governor was elected representing (0.09%) while in 

the state House of Assemblies out of 990, only 68 (representing 6.9%) were women. (National Center for 

women development; 2010)Looking at 2011 presidential election, Sarah Jubril was the only female amongst the 

three presidential candidates for the 2011 People’s Democratic Party (PDP) presidential election primary. The 

other two were President Goodluck Jonathan and Former Vice President Atiku Abubakar. While her single vote 

cast reaffirms the patriarchal nature of the Nigerian political system, what was even more interesting was the 

discourse surrounding the only female presidential candidate. One in particular stood out, with the writer asking 

‘just why Sarah Jubril bothers? Nigeria is a male-dominated, chauvinistic country stifled by culture, tradition 

25

20

15

10

5

0

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

Share of 
women  in wage 

employment in 
Non-Agric 

Sector. Source: 
NPC, NBS, 

Proportion of 
seat held by 

women in 
National 
Parliament 
source: NPC 



 
 

ICSSL -2015 | The Myth and Reality of Womens’ Political Marginalization in Nigeria 516 

 

POLITICAL SCIENCE International Conference on Social Science and Law 

and social ranking that make the Indian caste system look feeble. There is simply no place in Nigeria today for a 

woman to head a country of 170 million including men who often see women as second-class citizens or simple 

objects of desire. Today, Nigeria is a man’s country. Live with it! For all her determination and forthrightness; 

Sarah Jubril has the audacity to hope that the major political parties, all headed by men, and would willfully sign 

up to the prospects of a female president. Nigerian women continue to oppose their continued marginalization in 

the political sphere. Rabi Musa, coordinator of the women’s Right Advancement and protection Alternative 

(WRAPA) told IPS News Agency that “although it has been a decade of uninterrupted civilian rule, Nigerian 

women are still battling political marginalization where they are not given the chance to hold political offices”. 

In the same vein, female politician Maryam Jari told IPS that while “we women constitute the majority of voters 

during elections we are hardly given a level playing ground to actualize our dreams of active involvement in the 

politics of our country through elective offices”. In a bid to implement the 35% affirmative Action provided for 

in Nigeria’s national gender policy, gender activist and civil society organization, such as the National Coalition 

on Affirmative action; have organized programmes of advocacy, training and research on affirmative action to 

encourage female political participation.Social, economic, cultural and religious factors are largely responsible 

for women’s marginalization in politics, particularly in the Muslim dominated part of the country where politics 

is seen as men’s exclusive preserve. Women such as Liberian president Ellen Johnson Sirleaf and Ngozi Okonjo 

Iweala, Former Managing Director of the World Bank and a current Nigerian minister, are usually cited as 

evidence of African women in political positions and signs of gender equality, but they are a minority in a male 

dominated sphere.In some African countries, quota systems are being used to ensure women’s political 

appointments and institutional integration. The classical example is Rwanda, which had 48.8 percent of seats in 

its lower house of parliament held by women in 2003. Women in the Rwandan upper house are also guaranteed 

30 percent of the seats. In Nigeria, shortly after Goodluck Jonathan became president in May 2011, the first lady 

Dame Patience Jonathan Launched women’s participation in the political sphere, amongst other things. It isn’t 

without its critics, but to emphasize its need to mainstream Nigeria’s political sphere, Goodluck posted this 

statement on his face book wall: 

 

‘I promised women 35 percent slot in my cabinet and I fulfilled that now, because it is my desire to ensure a 

level playing field in Nigeria by heading an administration where ethnicity, gender and religion do not hinder 

qualified persons from fulfilling their potential. It is also the reason I ordered the admission of women to the 

Nigerian Defence Academy (NDA) a first in Nigeria. Women should brace up to be all they want to be in life as 

this administration will be an enabler of your progresses.Although headlines like Jonathan and his many women, 

while this increased in female political (or leadership) positions should be applauded, gender equality in terms 

of female political representation is beyond numbers. Equality in numbers does not automatically translate in to 

better policies for female citizens. The emphasis on quantity of women ought to be shifted to the quality of 

women’s participation in politics. Focusing on increasing female political participation is important, but so are 

women’s effectiveness in political positions and their impact on decisions making. Simply having female in the 

appropriate positions is not enough, as once in these positions women face a variety of obstacle when promoting 

women’s interest. On the surface, equal political representation in numbers indicate a sense of gender equality, 

but women in Nigeria, as in the rest of sub-Saharan Africa, still face many struggles in this male-dominated 

sphere, such as discrimination, both in voting for candidates and in allocating political offices, lack of adequate 

finance to effectively participate, and views that stigmatize female politicians are loose.Ahead of the 2015 

General Elections the Democratic Governance for Development (DGD) Project of the United Nations 

Development Programme (UNDP) has tasked the Federal Government to step-up initiative that would enhance 

women, Youth and persons with disabilities participation in the electoral processes. Senior Gender Expert of the 

UNDP/DGD Anne Ikpeme made the appeal while speaking on “Understanding Gender / persons with disability 

(PWD) perspectives to political participation” at a two-days capacity Development for officials of the Federal 

Ministry of Youth Development on Electoral issues and Election Programme implementation.She said that 

despite the better imperatives and opportunities, Nigeria is lagging behind countries like Uganda, South Africa 

and Tanzania among others in degree of participation of women and PWD in elections and governance.“The 

Marginalization of Nigerian woman in politics and decision making is as old as the Nigerian Society. It actually 

predates the advent of colonialism in Southern and Northern Nigeria. Marginalization of women is reinforced by 

patriarchy, poverty, illiteracy, religious and cultural norms. The long years of military, rules in Nigeria further 

worsened the position of women in political participation yet; the development of any country requires the 

participation of both men and women. “Women make up 48.79 percent of Nigerian’s total population. The 

constitutional history of Nigeria shows that this exclusion dates back to the colonial times when women were 

not allowed to vote in 1954 and preparatory in to independence, the constitution introduced universal adult 

suffrage except for Northern women, while men started voting in Nigeria in 1922, women in all parts of the 

country started voting in 1979, a difference of 57 years. Thus in the first republic although there were prominent 

female politicians in the northern part of the country like late Hajiya Gambo Sawaba but they could not vote and 

could not be voted for”, she said.Ikpeme said that despite the sensitization programmes of NGOs and 
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development partners, the percentage of women occupying elective and appointive positions has not been 

encouraging, even section 15 (20) of the 19 constitution prohibits discrimination on the grounds of sex, ethnicity 

or religion. She said that in Uganda, affirmative action was introduced in favour of marginalized people, 

particularly women and that the new Ugandan constitution entrenched the rights and dignity of women, and 

guaranteed equality and social justice and development which increased presence of women in the parliament to 

24.5 percent. While saying that South Africa has embedded a National Framework for women’s empowerment 

and gender equality in every facet of the society leading to achievement of 33 percent women representation at 

the parliament, she added that Tanzania emphasize on the girl child as a key way to promoting gender equality 

and women empowerment and had amended the constitution to include affirmative action providing for up to 30 

percent representation of women in parliament, with 50% representation by 2010. Other factors responsible 

include; low participation in politics, inadequate knowledge of written and un-written rules protecting women’s 

political rights and religious Doctrine. Some religious doctrines militate against the active participation of 

women in politics and position of authority. As millet puts it; “Patriarchy has God on its side” furthermore, it is 

held that the origin of gender discrimination began from their sins. Islamic Doctrines strictly bar women from 

some political Endeavour – public speaking especially the married women etc. that can facilitate their political 

ambitions in recent times, however, there have been a number of movement to the commitment, both to the 

personal and social change of women in their status in public life. Through series of women enlightenment, 

emancipation and conscious rising of groups on women movement, women subordination in politics have been 

reduced to an extent. Women through several of these platforms have played influential roles and this has 

further spurred more women into politics. 

 

Myths and Realities of Political Marginalization of women 

There is no doubt that the traditional African Society assigned women a nurturing role. Due to its paternalistic 

orientation, social, religious, political and cultural activities revolve around the male adults to the detriment of 

the African women.The woman in Africa, in the real sense of it was seen as Part of the man’s property. This 

maintains similarity in orientation in various tradition including religious believe and practice which makes 

woman an appendage to the man’s total picture of authority and influence.The nurturing role assigned to women 

because of its accompanying demands (for example, upbringing of children, creating conducive home 

environment, etc.), inflicts a lot of strains and pains on them. These strains and pains have since succeeded in 

stunning their political aspirations or large scale economic pursuit compared to their male counterparts who are 

not bogged down by domestic considerations. This unfettered freedom accorded the men gives them ample 

opportunity for the pursuit of matters of religion, social, economic and political activities with vigor to the 

detriment of their female counterparts.That aside, there are other major obstacles and challenges to women’s 

meaningful participation in politics in Nigeria. These challenges and obstacles: 

 

 Issues of Leadership:  
The woman is usually caught in between two opposing interests depending on the issues at hand or the 

convenience of the agitators. A woman is usually and often accepted as coming from or as an indigene 

of her husband’s state of origin depending on the issue at stake. In most cases, a woman is declared 

non-indigene in her husband’s state whenever political office holding is at stake. 

 High Registration Fees of Political office: 

This is usually disadvantageous to the women in Nigeria. 

 Money Politics: 

This, like the high registration fees militates against women in Nigeria considering their economic 

backwardness and marginalization etc. And other points are security, election rigging, low-level of 

political consciousness, inter and intra-party conflict, financial budgetary constraints/stringency 

undemocratic political parties and finally male dominated party executive. These put the women in a 

subordinate positions compared to men. There is no doubt that the foregoing constitutes major 

obstacles to women’s political relevance in Nigeria. 

 

The Myth Surrounding Marginalization of Women in Nigerian Politics 
The tendency to see or accept women’s participation in politics as a myth is not only wrong but ill-conceived. 

This is particularly so, looking at the conceptual meaning of the term “Myth” and, it’s not – applicability to the 

true – life situation of women’s political marginalization in Nigeria and the world over. A myth means anything 

that is opposed to reality. It connotes fictitiousness that has unscientific account. It is an unscientific theory or 

belief and, an imaginary thinking spoken of as though existing. From the foregoing, it is not only out of place 

but totally untenable to conceptualize or refer to women participation in politics as a myth. In fact, the only 

thing that is mythical about women’s role in politics is the non-realization or non-acceptance by men and even 

women, that women are their equal partners in politics and, that they (that is, the women) are as relevant (if not 
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more relevant) as men to political participation or practical politics, despites the man-made or created inhibitors. 

Obstacles and challenges already examined above. 

 

Without doubt, it is our unequivocal contention in this research paper that women’s role or participation in 

politics is a reality today and not a myth. In fact, it has long been so across the world. In the United State, as 

Barber Kellerman (1986), noted “American women won, after generations of efforts, the right to vote”. By this 

they reversed the practice which for a long time made in right to vote the preserve of the men.There are 

instances of women’s bold political moves and actions that have actually demythologized the myth about 

women’s role in politics and, their relevance in the political process. The Fumilayo Ransom Kuti, Margret Ekpo 

Crusades, Queen Amina Zazzau, Madam Tinubu activism, Nwaobiala Movement of 1925, Aba women riot of 

1929 are examples of women’s Bold Political moves in the face of stiff male opposition and systemic 

oppression. Other women movements and personalities that have struggled for women’s relevance in Nigeria 

during pre-colonial and post-colonial periods includes Lagos market women movement between 1927 and 1947, 

Mrs. Oyinkan Abayomi, Mrs. Ekpo Young, Mrs. Wuraola Esan, Mrs. Janet Mokelu, Mrs Henrietta Lawson, 

Mrs. Keziah Fashina and Mrs. Mary Ededem among others.Currently in the continent of Africa, a woman 

president, the first of its kind, in the continent, has emerged in Liberia in person of President Helen Sirleaf – 

Johnson. In Philippines, a woman, Mrs Margret Arroyo is the current President. Not only this, women had been 

presidents and prime ministers in Indonesia, Britain, India to mention only a few. 

 

The Realities of Political Marginalization on Women 

It is reality that Nigerian women have been marginalized in political participation despite the essential social 

and economic roles they have played over the years. African women especially those from Nigeria Capitalism 

and Globalization started seeking to influence the dispensation of power online with their articulated interests, 

needs and issues as fundamental motives for political participation in order to create and ensure sustainable 

democratic governance in Nigeria.Since the inception of the current democratic dispensation in Nigeria from 

1999, conceited efforts have been made by women’s groups, women advocates and activist, civil society 

organizations, Nigerian government and international agencies and donor community to increase women’s 

participations in both political and public life, however statistics reveal a very low and disproportionate 

representation of women in governance. This situation falls way with the recommended 30% of the Beijing 

Platform of Action and 35% recommendation of National Policy on women adopted in July 2000. Although the 

adoption of democratic rule in 1999 in Nigeria provided opportunity for women’s participation in politics, the 

reality is that the position of women in governance Sixteen years later has only slightly improved. This very low 

representation of women in governance can be argued as responsible for the slow pace of democratization 

process in Nigeria.      

 

Table 2: Women in the Nigerian National Assembly (1980-1992) Figure from 1980 

Gender Women  Men % of women % of men 

Senate  1 56 1.8 98.2 

House of Representative  3 442 0.7 99.3 

 Source: National Center for women development; 2010 

 

In 1980 only 1woman was elected to the Senate, while 56men made it to the same Senate, in the same year 3 

women were elected to the house.  

 

Table 3: Figure from 1992 

Gender Women  Men % of women % of men 

Senate  1 90 1.0 99 

House of Representative  14 575 2.4 97.6 

Source: National Center for women development; 2010 

 

In 1992 the story was not different, 1 woman to the Senate while 90 men went to the same Senate. 14women 

and 575 men were elected to the House of Representatives. 

 

Table 4:Women in the National Assembly (1999-2007) 

Senate  Total Number of seats Men Women % of men  % of women 

1999 109 106 3 97.2 2.8 

2003 109 105 4 96.3 3.7 

2007 109 100 9 91.7 8.3 

Source: National Center for women development; 2010 
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Table 5:Women in the National Assembly (1999-2007) 

 House 

of Representatives  

Total Number 

 of seats 

Men Women % of men  % of women 

1999 360 347 13 96.4% 3.6% 

2003 339 318 21 94% 6% 

2000 358 333 25 93% 70% 

Source: National Center for women development; 2010 

 

The situation of women at states and local levels are not different; Women in the state House of Assembly 

(1999-2007). 

 

Table 6: Women in the States Houses of Assembly 

House of 

Assembly   

Total Number of seats Women  Men  % of women  % of men 

1999 978 12 966 97.2 2.8 

2003 951 39 912 96.3 3.7 

2007 990 54 9 91.7 8.3 

 

Table 7: 2003 Figure 

Chairperson of Local Govt. Total no of seats Women  Men % of women  

Chairmen  774 8 765 1.2 

Councilors  8810 143 8667 1.6 

Source: National Center for women development; 2010 

 

The April 2011 elections in Nigeria led to election of 32 women to the National Assembly, a shortfall from 2007 

performance which does not reflect the considerable resources put in by women groups, CSOs, and donor 

agencies in addressing the barriers to women’s participation as candidates in elections.The position of women’s 

participation in the executive arm of government is alarming, no woman president and no woman governor from 

1980 to 2011. The best women have enjoyed so far is four deputy governors in 2011 April elections. Although 

there is a slight enjoyment for equal participation in civil and political liberties that democracy avails them.The 

marginalization of different kinds women have suffered in Nigeria over time has undoubtedly deterred them 

from taking a big shot in the public/political realm. In fact the situation of women in Nigeria is precarious and 

this cannot be divorced from various practices which have limited them from realizing their potentials.  

 

Sidelining Women in Electoral Process and Party Politics 

In spite of the guarantee of equality in convention on the Elimination of All forms of Discrimination against 

women and other treaties which Nigeria is a signatory, there are glaring inequalities at all level of decision 

making. The limited participation of women in the political sphere which is glaring since post-independence in 

Nigeria is due to a number of factors such as; the socio-cultural determinants, this established women’s domain 

in the private sphere. In the words of Oby Nwanko:Women were discouraged from seeking political offices by 

discriminatory attitudes and practices, family and child care responsibilities, and the high cost of seeking and 

holding public office, socialization and negative stereotype, reinforcing the tendency for political decision 

making to remain the domain of men (Nwanko, 2009:60). Oluchi Ikemefuna adds:Women in Nigeria face a lot 

of odds when they contest with men. The parties often want those who can match violence than women 

(Leadership Sunday Editorial, 2010:4). 

 

Thus, the gender specific unevenness of electoral politics manifests itself in the following forms: 

 

 The persisting Social resistance and / or lukewarm acceptance of women’s participation in political 

leadership. This is in spite of the spectacular performance of the few women who held sway as heads of 

ministries and parastatals in the dispensation. 

 Culture of electoral violence that tends to be harsher towards female than male candidates: 

 Feminization of poverty that renders women more financially constrained to manage a campaign than 

men. 

 Lack of Adequate political socialization for leadership that manifests itself in women’s exclusion from 

access to strategic political information and general inability in the art of public oratory and populist 

campaign and; 

 Women marginalization in mainstream political party hierarchy and hence inability to shape rules of 

engagement (especially) at the nomination stage, which are defined and organized around male norms 

and values (Nzomo 2003; Nwankwo 2009: 63). 
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Factors Responsible for Women’s’ Political and Economic Marginalization 

a. Religion/Cultural Belief System: 

Most societies in Nigeria, just like many other African States prohibit women from taking part in active 

politics and economic activities based on religious beliefs. Politics in this part of the world is seen as a 

dirty game and sacrilegious and so, has the capacity of defiling any spiritual individual who is 

conscious of eternity, considering that there is life after death. There are however very many uncanny 

things that go with politics  in underdeveloped societies such as vote buying, ballot box stuffing, arson, 

assassination of political opponents, violence and the like. Therefore, engaging in this kind of 

misdemeanors by adherent of true worshipers of God is a bad process. It therefore becomes a critical 

element in scaring away persons or group from politics 

 

b. Virility Deficiency Syndrome: 

Politics generally is a game of wit and the strong appears to take it all in the political gaining that 

follows, it therefore follows that man by nature are stronger and virile enough to play the game of 

politics. As earlier painted out in this study, women are physically weak and hence, have no ego to 

complete favorably with men in the turbulent activities. Agbalajobi (2010) opined that winning public 

election in Nigeria is a matter of force or “do-or die” affairs. Therefore, those who possess physical 

stamina and strength to use brutal force are men. Hence, women would have to give way for the men to 

take whatever is available by force. 

 

c. Lack of Finance: 

The dominant philosophy in Nigerian politics is money. The “money” factor plays very vital role in the 

conception, mobilization and winning of political office either at presidential, Governorship Senatorial 

local council elections and even age grade meetings. Money is very critical in the shaping, making and 

unmaking of public office which is supposed to be on trust thus,the higher ones financial capacity, the 

higher one’s chances of winning public office. Tor and Terkula (2011) opined that the system of 

corruption that has infiltrated the Nigerian system has practically put women on edge and everything 

seems to be working against them (women) in favour of men, women generally appear to have little or 

no financial backing and hence, aspiring for public offices to enrich themselves is very rare. However, 

men who are virtually blank have taken little sympathy for the suffering mosses, in the event that they 

are in charge of public coffers, steal massively to build their political empire in the future. This 

Scenario is evident in many cases of corruption scandals witnessed in Nigeria among top bureau crafts 

and politician in recent times 

 

d. Lack of Effective means of Implementation of Affirmative Action: According to Agbalajobi (2010) 

affirmative action is usually a measure intended to supplement non-discrimination. It is a broad term 

encompassing a host of policies that seek to support weak groups in society, especially women. They 

include policies where deliberate action is used to stop discrimination. Thus, a policy process of this 

kind, according to him allows for rules that have the objectives of enhancing equal opportunity for the 

individuals and the improvements in the situation of marginalized groups. Accordingly, argues 

Agbalajobi (210) the United Nations General Assembly in 1979 adopted the convention on the 

elimination of all forms of discrimination against women (CEDAW). The convention has been aptly 

described as the singular article of gender empowerment and women’s international Bill of Rights. 

Thus, the convention has seen been a reference point in the demand for the equality of women.The 

convention largely reflects the depth of neglect of the fundamental rights of women arising from 

biological differences by calling for equal rights for women notwithstanding their social status in 

virtually all aspects of life. The convention provides clearly that:Adoption by state parties of temporary 

special measures aimed at accelerating defacto equality between men and women shall not be 

considered discrimination as defined in the present convention, but shall in no way entail as a 

consequence the maintenance of unequal or separate standards; these measures shall be discontinued 

when the objectives of equality of opportunity and treatment have been achieved (Article IV, 

CEDAW).It is however instructed to not that the framing of the specification of the Affirmative Action 

is not the problem in the elimination of gender bias. It is however the critical question of lack of 

implementation. And this appears to be a mosaic affecting virtually all nation states of the world in 

terms of the place of women in both elective and appointive offices. The experiences and evidence 

from the previous public election in Nigeria, specifically, those of 2003, and 2007 generally elections 

are worthy of illustration. The table below depicts the aforementioned. 
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Table 8: Showing Women Representative in 2003 And 2007 General Election in Nigeria 

S/No Position No. of 

available seats 

No. of women elected 

and % total in 2003 

No. of women elected and 

% total in 2007 

1.  President 1 0 0 

2.  Senate 109 3 (2.27) 9 (8.25) 

3.  House of Rep. 360 21 (5.83 25 (6.98) 

4.  Governorship 36 0 0 

5.  State House of 

Assembly 

990 38 (3.84 54 (5.45) 

Source: Centre for Democratic Studies (CDS) 2010 

 

The 1999 Constitution and the Place of Women in Nigerian Politics: 

The right to democratic governance is an entitlement conferred on the entire citizen by law. The Nigerian 1999 

constitution (as amended) spells-out this privilege very clearly in section 40 v12: 

 

Every person shall be entitled to assemble freely and associate with other persons, and in particular, he may 

form or belong to any political party, trade union or any other association for the protection of his interest: 

provided that the provisions of this section shall not derogate from the powers conferred by this constitution on 

the independent National Electoral Commission with respect to political parties to which that commission does 

not accord recognition.Similarly, section 42 (1) of the 1999 constitution of the Federal Republic of Nigeria (as 

amended) stated inter-alia that:A citizen of Nigeria of a particular community, ethnic group, place of origin, sex, 

religion or political opinion shall not, by reason only that he is such a person by subjected to any form of 

discrimination. The above excerpt show that any man or women can proceed to court to seek redress if his or her 

right to franchise is being violated and that the constitution in its entirety prohibits discriminations of any kind 

of basis of sex or otherwise. Furthermore, section 77 of the constitution states that: 

 

1. Subject to the provision of this constitution, every senatorial district or Federal Constituency 

established in accordance with provisions of this part of this chapter shall return a member who shall be 

directly elected to the senate or the House of Representatives in such manner as may be prescribed by 

an act of the National Assembly. 

2. Every citizen in Nigeria, who has attained the age of eighteen years residing in Nigeria at the time of 

the registration of voters for the purpose of election to the legislative house, shall be entitled to been 

registered as a voter for that election. 

 

The foregoing analysis shows that the constitution of the Federal Republic of Nigeria, which of course is the 

reference point for social co-existence amongst groups and persons has not by any means discriminated against 

any one, man or woman in the socio-political scheme of things. It is therefore unjust for men to want to 

dominate the Nigerian political scene and hence, push women to the corner. Available statistics however show 

that since the inception of democratic governance in 1999. Women have been scantly represented in public 

offices either as president (which of course is an impossible fact to try by the female folk), or senate and 

members of the House of Representatives and state house of Assembly. Agbalajobi (2010:78) once again 

corroborated this shortfall in the representation of women in Nigerian politics when he argued that:Following 

two decades of military rule, statistics revealed that women only secured 3% representation in contested 

positions in 1999, 4% in 2003, while in 2007 they made only 6%. This survey shows a poor representation and 

marginalization of women in 1999, 2003, and 2007 election. In 2003 in states like; Adamawa, Cross river, 

Ebonyi, Jigawa, Kano, Katsina, Kebbi, Nasarawa, Oyo, Sokoto, Yobe and Zamfara, no woman was elected 

member of the house of Assembly, they are very few.The very many reasons presented by scholars of Nigerian 

politics as being responsible for low level of participation and marginalization of women in Nigerian politics 

forms the theoretical and ideological basis for analysis of a society that is largely unfair to a section of the same 

society even when the constitution is very clear on matters of gender equality. This is one issue that has raised 

critical questions of morality and rationality in the affairs of societies around the world, whether developed or 

developing. It therefore, calls for serous debates as to how the calamity of misrepresentation of women in 

politics can be readjusted and amended to put women on the same scale with men as partners in progress 

considering the critical role of women in global socio-economic and political affairs. 

 

Factors Leading to the Rise of Women Participation in Nigeria Political Cum Economic Activities 

i. Women Empowerment Programs:  

Sand Brook and Halfari defined women empowerment as a multi-dimensional process involving 

the transformation of the economic, political, social, psychological and legal circumstances of the 

powerless with its aim of dismantling the cultural, traditional and social norms, which disvalue, 
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disempowered and dispossess women with its central objectives tied to the needs of women to 

opportunities, facilities, skill acquisition and position of authority, especially within the political 

sphere this recent development accord women the opportunity to develop their individual talent 

and contribute more meaningfully to societal development, helping subvert cultural as well as the 

societal norms which have been of disadvantage to the women folk.Forum of Nigerian women in 

politics (FONWP) is an example, whose central objective is to promote women employment and 

eradication of all forms of violence and discrimination against women. It supports women in 

decision making in both public and private. The group organizes seminars on empowerment and 

inequality among other things. It is influential in its agenda, it requested that government should 

yield to 30% female representation in government appointment, made several attempts to increase 

official awareness on gender issues in public policies and conduct of workshops for women who 

aspire to run for public office.   

 

ii. Action of UN and other International Organizations: 

The principles, policies and actions towards ending gender inequality in Nigerian Politics have 

been advanced and undertaken with the influence of international organizations by both 

government and non-governmental organization. On its part, the United Nations (UN) has fostered 

several Declaration and conventions aimed at ending all forms of political marginalization among 

women.  

 

Strategies for Enhancing the Status of Women in Electoral Politics in Nigeria 

The challenges female politicians encounter on their way to political participation could not daunt, but they are 

encouraged as citizen not to be dissuaded and to insist that they have a voice. As generally practiced across the 

globe, patriarchy gives ascendance to him in politics, authority and decision making in and outside the home. It 

is significant to note that these male-centered structures should be softened to ensure equal access to politics and 

decision making.There is a need for mass mobilization campaigns about the need to break traditional attitudes 

and stereotypes of women’s role and in equity with men in order to ensure egalitarian principles to promote 

early socialization. Few women in top political and administrative positions need to exhibit role modeling and 

mentoring to encourage upcoming women in politics and administrative positions. These few women should use 

their positions in the organizational hierarchy to promote legislation, policies that will enhance access of other 

women to politics and decision making positions.Also there is a need for affirmative action across abroad front 

to remove the continuing obstacles to the career progress of women as well as reduce a historic imbalance in 

politics, decision-making, economy, recruitment, staff development and promotion. Furthermore, international 

and national non-governmental organizations and funding agencies across the globe should exhibit more interest 

in promoting collaborative research on various dimensions of women’s citizenship to attain genuine equality 

between men and women to the policy process.Also Nigerian governments should commit themselves to 

establishing the goal of genders balance in political parties, governmental bodies and committees, as well as in 

public administrative agencies with a view to achieving equal representation of women and men in politics and 

decisions-making. The Nigerian constitution and Electoral Act should be arranged to incorporate affirmative 

action principles by inserting a new subsection that will provide for at least thirty (30%) percent affirmative 

action for women which will address the imbalance and injustices against women. 

 

Conclusion 

Nigerian women, like their counterparts, around the world face a lot of political and economic marginalization 

that limits their opportunities to develop their full potential politically and economically on the basis of equality 

with men. They are far from enjoying equal rights in the labour market, due mainly to their domestic burden, 

low level of educational attainment, poverty, and biases against women’s employment in certain branches of the 

economy or types of work and discriminatory salary practice. In some establishment women are not allowed to 

get married or pregnant because it is thought that it will reduce their productivity and of course profit. Some 

women particularly the young ones are only employed as long as they are ready to use their bodies to woo 

customers for their business organization “Corporate Prostitution”. This is the extent to which Nigerian women 

are marginalized in our society.Politically, various parts of the Nigerian constitution guarantees the right of 

women to active politics, however, the last decade has witnessed a relative increase in women’s political 

participation. This is only when we measure increase in participation with certain standard like the number of 

women who vote in elections; the number of key public offices held by women in our society; the number of 

women related policies implemented by government etc. there is always a pronounced level of 

underrepresentation of women in politics when compared with their male counterparts (Nkechi, 1996). The 

1999 Nigerian constitution by virtue of section 40 states that; Every person shall be entitled to assemble freely 

and associate with other persons, and in particular he or she may form or belong to any political party, trade 

union or any other association for the protection of his or her interests: provided that the provisions of this 
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section shall not derogate from the power conferred by this constitution on the independent National electoral 

commission with respect to political parties to which that commission does not accord recognition. Yet when it 

comes to actual practice, there is extensive discrimination. Few and almost insignificant number of women were 

elected into various posts in the 1999, 2003, 2007 and 2011 general election held in Nigeria. Men dominate 

most public offices till date.Economically, the economic sector of our society is one area where marginalization 

against women has been richly pronounced. According to the CEC Report (2007), the role of women in 

employment and economic activities is often underestimated because most of women work in the informal 

sectors, usually with low productivity and incomes, poor working conditions, with little or no social protection. 

It observe the female labour force in Sub-Saharan Africa in 2005 was about 73 million, representing 34% of 

those employed in the formal sector, earning only 10% of the income, while owing 1% of the assets.However, 

the denial of women’s inheritance and land rights has made the economic participation considerably constrained 

and by implication, their educational aspiration (Nmadu 2000). Politics is increasingly becoming 

commercialized, more and more money is needed to participate in politics. Women lack access to and 

ownership of productive resources, limiting the scope of their political work, low economic base has been 

discovered as a constraint to women’s  active political participation and most women do not participate in 

politics because of psychological problems and ideological inclinations they have within themselves about 

politics. 

 

The right of women and female folks in the political and economic space of Nigeria on her democratic agenda 

has been a matter of public debate and, hence attracts serious concerns by individuals, academic, public analysts 

and the wider international community as a whole. The plight of Nigerian women like their counterparts in other 

parts of developed countries, have been characterized by lack of adequate representation, lack of access to well-

developed education and training systems for women’s leadership in general; undue dominance of men in the 

economic and political scheme of things; poverty or lack of money or resources; lopsided political appointments 

and the general imbalance associated with very unjust treatment of the female citizen in its entirety. There is no 

doubt that this trend negates the collective interests of human fundamental rights and the rights of equality, 

freedom and personal dignity of women in society. This attitude also falls short of all and the Beijing 

conventions on the inalienable right of women. This tradition also poses very serious threats on Nigeria’s path to 

democratic consolidation and sustainable development in this country. Therefore, in order to address the women 

question and transform gender relations, there is the need to empower women politically and economically. The 

paper opined that underdevelopment is a serious development problem often rooted in a long standing 

globalization of inequality and marginalization in which more women than men are at risk. It has been shown in 

Nigeria like in many societies of the world, more women than men are facing problems such as poverty, 

illiteracy, unemployment, inadequate educational and vocational training opportunities, unfriendly socio-

economic environment, occupational segregation and lack of access to credit among other problems too 

numerous to mention. These problems are sustained by traditional gender norms, which condone male 

domination thereby feminization of underdevelopment in which women are denied the opportunity to enjoy a 

full productive life especially with respect to health, education, politics, economy work opportunities and 

general social well-being, this occurs more frequently in countries like Nigeria and other Sub-Saharan Africa. 

The marginalization and subjugation of women are as old as human species on the surface of the earth and it is 

common feature shared by women all over the world. In Nigeria today women are often relegated to the 

background. Patriarchy is the order of the day. Every culture in Nigeria defines the role of women in line with 

traditional norms and expectations and it is often a huge challenge to break out of this mould (Chinzea and 

Njoku 1991).Generally as Okagbue (1996)opines, women rights are human rights, the fact remains that the 

female half of humanity remains subjected to distinctive and continuous abuse, injustice and violence as well as 

too enormous range of legal disabilities and discrimination against women simply because they are female and 

these practices have either been ignored or have not generally been viewed as violation of the human rights and 

freedom of women. Against this background therefore it became imperative to note that women had in all 

culture and ages been subject of discrimination against politically, economically and socially in Nigeria.With 

reference to these findings, women remain a politically marginalized society in Nigeria. Not only that they have 

been subjected to inter-sexist biases powered by socio-cultural, economic and general systemic violence, they 

are also victims of self-immolation fueled by intra-sexism arising from fear factor, cynicism, lake of gender 

completive consciousness and gender complex. Nigerian women like many others in Africa, are also hindered 

by their lack of education, lack of economic independence and often domestic violence as well. These factors 

combine to derail the campaigns of many women who would participate in politics.The negligible presence of 

women in institutionalized politics thus apparent in their low participation as party executives, elected officers 

and political appointees. Despite, their under-representation in political leadership positions, their involvement 

in the federal cabinet is invaluable to efforts made in strengthening and reconstructing the democratic principles 

of Nigeria’s Fourth Republic.The ratio of 43 males to 6 female ministers in the executive cabinet during the 

Obasanjo’s fourth Republic Administration underscores the high-level of gender imbalance. However, women 
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in public life are not necessarily ideological agent of reconstruction, individually; they may just be as renal as 

men in power.The place of women in relation to men at all level of human organization has always been the 

concern of many people, in the family, economic, academic and in the political sector of our society. Men and 

women demand more equitable treatment. Equal political economic participation of men and women means an 

empowerment of the people to effectively engage in creating the structural and designing policies and 

programmes in order to serve the interest of all as well as effective contribution to the development process and 

ensure equity in its benefit.Obianyo (2000) observed that despite all these efforts, women are still worried that in 

an increasing democratic world, democracy is yet to be fully reflected in many affairs, women complain of 

marginalization in key political structure and decision making in the society. Nigerian women are already 

incapacitated by these obstacles. The poor economic power is of significant importance in the pursuit of political 

powers in Nigeria; according to Olaminde (1993) money has become a dominant factor in the political 

arena.The electorate whose economic power has been battered by the structural adjustment program many years 

of military vandalization of the economy and dehumanization are enticed by the highest bidder.According to 

Aondo-Akaa (2000) right from times of old, girls (eventually women) have been discriminated upon. They are 

denied the right to education which is the bedrock of leadership and development; women are disadvantaged in 

the educational sector. This limits their ability to lead and influence policies with sound decision for long, 

women have been deceived, but now and today they are conscious of the political area dominated by men who 

only come when they need their roles and disappear after getting  them, leaving a little or empty promise behind. 

 

Recommendations  

In recognition of the grave implication of political and economic marginalization of women in Nigeria and their 

relation with the underdevelopment of women; Development of women abilities and capabilities is urgently 

needed to enhance development process and minimize marginalization of women in Nigeria. Thus, the 

sustainable human development can be achieved through bridging gender gaps in politics, economy, social 

security and other facets of human lives. In addition to bridging gender gaps in education, unemployment, social 

security and leadership positions and for sustainable development of women in Nigeria to be endangered. The 

Nigerian government should give women and men equitable priority in the present implementation of poverty 

alleviation programme. For instance, it is not in doubt that better educated women would be more able to make 

fundamental contributions to resources management and economically empowered women would be more 

interested in participating in decision making on development programmes. More importantly, potentials of 

women as agent of change should be tapped and developed to improve upon the present level of socio-economic 

situations in Nigeria. 

 

Recommendations are presented in appreciation of the notion:   

 

 “If you empower women you empower a nation, but if you empower a man you empower an 

individual” it is imperative that sustainable human underdevelopment may continue to flourish unless 

women are fully integrated into all aspect of development programme. 

 

 Nigeria is a signatory to the convention on the elimination of all forms of discrimination against 

women (CEDAW). Therefore CEDAW recommendation as contained in it’s Article 1-16 should be 

implement immediately by Nigerian government. This will expunge the conflicting and discriminatory 

provisions in Nigeria statutory, customary and perpetuate patriarchal system in Nigeria.   

 

 There should be a reformation of customary and religious institutions in Nigeria so as to avoid 

discrimination against women’s involvement politically and economically. The patriarchal structure 

that reinforce power imbalance between women and men should be eliminated. Government should 

therefore integrate all statutory, religious and customary laws and practices that subordinate women to 

men. 

  An electoral bill explicitly, specifying and clarifying guideline for modalities and implementations of 

affirmative actions that enhance women’s empowermrnt should be passed into law in the country. For 

instance, 50% of financial cost of registration as a candidate for political positions and election 

campaign should be done by government. Every national political party should be done by government. 

Every national political party should reserve 30% of all elective position for women. The independent 

national electoral commission (INEC) should ensure that this policy is obeyed and any political party 

that fails to follow it should be disqualified. 

 Government should partner with women’s movements, NGOs, the mass media and the civil society to 

embark on aggressive awareness and enlightenment campaign against women subordination, 

discrimination, marginalization, stigmatization and societal perception that women are inferior to men. 

The ministry of women Affairs should have a periodic campaign program in this regard. 
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 Education of women is useful to destroy inferiority complex and to give aspiring women courage and 

confidence to compete with men. Women education should target the adult population both in the cities 

and rural areas. 

 Economic empowerment strategies such as loan scheme with minimal interest rate should be made 

available for women particularly in the grassroots to enable them embark on small and medium scale 

business enterprise. Commercial and microfinance banks should be mandated to remove the stringent 

regulations that make loans inaccessible to women. 

 Lastly the creation of a political environment supportive of and conducive for women’s participation is 

a responsibility of the Nigerian government. Government must curb the culture of electoral violence 

and the use of political thugs and gangsters to suppress and witch-hunt political opponents in the 

country.  
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Abstract 

This paper examined how insecurity constitutes a bottleneck for peaceful coexistence in Nigeria and, together 

with other historical and socio-political problems, forms a challenge for national development. Nigeria seems to 

rely on foreign aid from large economies (e.g. United States and England) and transnational institutions such as 

United Nations, Paris Club and International Monetary Funds (IMF). This trend makes Nigeria imbibed an 

acute dependency culture that allows for involvement of foreign nations into the nook and crannies of country’s 

domestic and foreign affairs. Although international relations are necessary in the current wave of 

globalization, a country shall not rely on other countries for all problem-solving efforts. When a problem befalls 

a country, like the current insecurity situation in Nigeria, the country shall spontaneously deal with the situation 

because it is the immediate victim of the problem and it knows, more than any other nation, the consequence of 

the situation. Socio-politically, Nigeria is suffering from colossal corruption, selfish leadership, poor economic 

policy and the dependency on foreign aid and/or assistance. As a multi-ethnic country, Nigeria shall utilize this 

melting pot character as an impetus for development, but reverse is the case because of the incessant conflicts 

and mutual suspicion between the diverse communities. These factors combined culminated in widespread 

unemployment, poverty, intertribal and intra-tribal conflicts, formation of youth violent groups and 

insurgencies. It does not matter who initiated the problem, what matters is how much effort a country exerts to 

find solution to its developmental challenges.  The paper suggests that, the solution to these problems is to 

establish justice, equity and equality to achieve peace and development. 

 

Keywords: development, insecurity, national development, security.   

 

Introduction 

Nigeria has been described as one of the richest countries of the world in terms of natural and human resources, 

yet one of the poorest nations judging by the living condition of the vast majority of her citizens. Indeed, it is a 

paradox that the country which is the eighth largest exporter of crude oil, endowed with human resources and 

still has majority of its populations living below the poverty line, largely as a result of corruption and economic 

mismanagement. While some socio-economic and political problems confront Nigeria due to globalization 

forces, there are many other internally borne trends that also constitute challenges to Nigeria’s development. 

Perhaps, the worrying are corruption and bad governance (Aremu and Ahmed, 2011) and both seem to be the 

impetus for prevalence of the national insecurity which manifests through religious radicalism, terrorism and/or 

insurgency as well as other forms of crime-armed robbery, rape, kidnappings, cybercrimes (Ani, n.d.), youth 

political thuggery and trans-border crimes (Asiwaju, 2005).  

 

Ogbeidi (2012) discussed the role of the political leadership class in the entrenchment of corruption in Nigeria 

from historical and socio-economic perspectives. This article shares this notion in that history, social and 

economic factors make insecurity lingers in Nigeria and as a result, achieving the goal of development seems to 

be a mirage. While fighting poverty by a government is an integral aspect of security measures, lack of security 

of life is another pressing issue that requires prompt action. This is what poses the dilemma over the security 

assistance by the U.S. government about the Boko Haram insurgency in Nigeria. The foreign security assistance 

seems equate “invasion” because of popular reactions by the Nigerians and they view the development. Nigeria 

could be the genesis of most of her problems including the present insurgency and therefore the country should 

not expect other countries to come to her aid. The myth of conspiracy by foreign powers is taking into 

consideration though, but accepting it could be misleading. Believing that some nations can mastermind 

Nigeria’s plight have come and pass because the country is no longer under the control of other nations by 

coercion, but rather by choice.  
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However, there is a dilemma revolving around the concept of ‘sovereignty’ which is going through 

modifications over the centuries. During the French Revolution in 1789, sovereignty was shifted from king to 

the people who are the citizens. Since then, the sovereignty has been defined as possession of absolute power by 

the people exercised by the government on people’s behalf. Over the last two decades, the concept has been 

further modified by the doctrine of Responsibility to Protect (R2P). This doctrine posits that, governments have 

responsibility to protect their citizens from mass atrocities, genocide and crimes against humanity and if they 

failed to do that, the international community has the responsibility to save citizens. Even if a government does 

not agree the international community can use force to invade a country in order to protect its citizens.   

 

Of course, the Nigerian government failed to tackle the menace of insecurity, but it is obvious that the foreign 

armies can hardly make any difference. The solution lies in good governance, visionary leadership and building 

unity and practical equality among diverse cultural and religious groups. 

 

Definition of Concepts 

Most writers agree that security is a ‘contested concept’ (Baldwin, 1997; Baylis, 2008; Naidoo n.d.), but there is 

a consensus that it implies freedom from threats to core values (for both individuals and groups). Another bone 

of contention also situated in where the main focus of inquiry should be- on ‘individual’, ‘national’ or 

‘international’ security? (Baylis, 2008:229). Security is a measure that ascertains the safety of people’s lives 

and properties. Security is, therefore a concern of every individual, group, community or nation because security 

is the means for which people attain peaceful coexistence, stability, orderliness which are the sine qua non for 

life without fear, threat, anxiety, and tension. Arnold Wolfers (1962 quoted in Olayiwola 2013:30) says: 

“Security, in an objective sense, measures the absence of threats to acquired values, in a subjective sense, the 

absence of fear that such values will be attacked.” 

 

It is pertinent to note that security transcends ability to protect national territories or national defense prowess by 

power of military. It is also not limited to policing of the domestic activities of citizens. Security is multifaceted 

concept as to involve the assurance of the complex human needs and prevention of anything that can constitute a 

threat or nuisance to some or all members of the society. Thus, the typology of security includes; political 

security, regional and international security, national security, state security, community security, and domestic 

security.  For the purpose of this, national security is worth explained to compliment message of this paper. 

 

National security, as defined by Dambazau (2011), is the aggregate of the security interest of all individuals, 

communities, ethnic groups, political entities and institutions which inhabit the territory of… Nigeria. Hence, 

Mohammed, in Dambazau(2011:) states that: 

 

 National security from any perspective is about safeguarding the interest of the 

citizenry and providing the type of atmosphere that is free of threats that could 

inhibit the pursuit of the good of all. It is about the process and measures required to 

preserve law and order… 

 

Insecurity, on the other hand, produces fear, tension, anxiety, and threat. Additionally, national security and 

insecurity can also be subdivided into; personal security, community security, economic security, political 

security, food security, and environmental security. Security is therefore a very vital objective of all societies. 

Security is an essential component of good governance and sustainable development. 

 

Development 

Development is also a widely debated concept. As a multi-dimensional concept, development is defined by 

Rodney (1972) as many-sided process. At the level of the individual it implies increase skill and capacity, 

greater freedom, creativity, self-discipline, responsibility and material wellbeing. Hence, development is not 

limited to population growth nor is it based on economic strength. Hence, Mukhtar etal, (2014) contend, 

development as an evolutionary concept can take the form of biological, social, physical and even structural 

changes or transformation. Development in this context is the national development in terms of political, 

economic, and other aspects related to social existence like the peace and security. This is because the political 

economy of any nation owes much to the peace and security. Without the peace, it will be difficult for country 

to achieve progress or development.    

 

Literature review  

 Nigeria's military was seen as a force for stability across West Africa. Now it struggles to keep security within 

its own borders due to the current scourge of insurgence. A lack of investment in training, failure to maintain 
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equipment and dwindling cooperation with Western forces has damaged Nigeria's armed services. Zumve etal, 

(2013) depict the contemporary Nigeria as a theatre of genocide, bloodshed and insecurity over the past three 

years due to the carnage activities of terrorist groups of various groups and camps. This, they observed, unleash 

havoc on the Nigerian populace. Though these groups (largely involving youth) are numerous, the most 

noticeable and deadly are the Boko Haram sect and Niger Delta Militants Two decades ago.  

 

Being a country inhabiting multiple religions and several tribal and ethnic groups, Nigeria had experienced 

massive ethno-religious, sectional and political violence which led to enormous socio-economic and political 

consequences on the nation’s development aspiration. These conflicts have led to the destruction of lives and 

property and also brought untold sorrow on the people in the last fifty years of our nationhood. Today, there is a 

tragic extinction of credible and charismatic leaders at all levels in every geo-political configuration as a result 

of violent conflicts and political instability in the political system which has made the country lack nationalistic 

and patriotic leaders who have the interest of the people at heart (Afegbua 2010). Radda (2008:6) examined the 

situation of Nigeria and remarked that, government is the sole body responsible for safeguarding the wellbeing 

of the citizenry because it is a binding contract between the government and the citizens, thus; 

 

The essence of government is to improve the general welfare of the populace. In specific 

terms, governments are formed to offer security, protection and enhanced quality life to 

the citizenry; and government enjoys the monopoly of weapons of coercion to be 

deployed in the interest of the common good which gives it legitimacy. People under a 

legitimate government have agreed to give it the right to police state activities for the 

promotion and protection of their rights; they are not surrendering their rights per se; it is 

a social contract between the government and the governed. 

 

 The above remark is apparently in tune with the utilitarian position. Thomas  Hobbes is one of the  classical 

social contract theorists who  held that the  state authority is grounded in the consent   of the governed; without  

freely  given  consent  the  government  is illegitimate and subjects have no moral  obligation to obey its laws. 

People voluntarily give up to the state their natural freedom in order to have their interests served. These 

interests or natural rights are: right to life, liberty, property and the pursuit of happiness.  Governance is 

cooperative enterprise that enables us to live better than we could live in an uncoordinated social situation 

(Pojman, 2003).  But  the  question here  is  weather  Nigerian government  represents an  organized system  in  

the  right of a  citizens can be enhanced.  

 

Democratic governance involves leaders and policy makers with good attitudes, motivation, disposition, and 

habits in a desired direction that is primarily a function of political leadership. It must be a leadership whose 

sincerity of purpose is so transparent as to induce people to adopt the desired pattern of behavior, and whose 

dedication to the developmental course is sufficiently total and selfless to inspire public confidence. But in 

Nigeria, people are demoralized because what is in theory seems to be disconnected from what they see in 

practice. According to Mgbeke (2009), leadership has to practice what it advocates. Akinbola Adumesin (2011) 

points out that, countries that succeed started by giving security to the people- food security, shelter, basic needs 

and if Nigeria does not meet the needs at this level, it cannot aspire to the higher level. But for development to 

be achieved, the country must provide an enabling environment for people to feel secured and do their day-to-

day activities without fear of being harmed.  

 

Poverty is widespread in Nigeria. As reported by The World Population Data Sheet (2005), 91% of the Nigeria’s 

population lived below 2 Dollars per day. In a later research, USAID (2006) reported that close to 60% of the 

Nigerians live in extreme poverty. In 2014, World Bank Director for Nigeria, Marie-Nelly said, 100 million 

Nigerians were living in poverty. In the same year, the Bank’s President, Dr. Kim rated the country among the 

world’s extremely poor countries (CFR, 2014). This indicates the inability of Nigeria to mobilize its resources 

and transform these resources into a meaningful output for the benefit of the citizens.  

 

Theoretical considerations 

In a topic of this nature, collective security theory and underdevelopment theory are likely to be instrumental to 

understanding why developing countries, such as Nigeria, are facing challenges of security and development. 

This is experienced by underdeveloped and even the developing countries. It should also be noted that, 

collective security approach and underdevelopment theory are all explaining the conditions of countries from 

the perspectives of international relations; one on interstate war and the other on global inequality and the plight 

of Least Developed Countries.  
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The collective security approach has its origin in 1914 during World War I although historically began with the 

idea of Immanuel Kant (1724-1804) who first proposed an alternative to just war theory based on an ethical 

obligation toward mutual disarmament and renunciation of aggression. Even before Kant, Hugo Grotius (1583-

1645) could also be seen as having made some philosophical contributions in this direction.  Taking farther back 

enough, the ancient Greek Stoics could be mentioned for their "international citizenship" concept. 

 

The basic tenet of this approach is that, a peaceful arrangement can exist among nations if each accepts that the 

security of one is the concern of all.  Also, collective security approach sees national security as a side benefit of 

world order to be managed by some transcendent authority from above.  Kupchan and Kupchan (2011) also 

buttressed this in their “The Promise of Collective Security in the following statement:  

 

…collective security rests on the claim that regulated, institutionalized balancing predicated on 

the notion of all against one provides more stability than unregulated, self-help balancing 

predicated on the notion of each for his own. Under collective security, states agree to abide by 

certain norms and rules to maintain stability and, when necessary, band together to stop 

aggression (P. 52-53). 

 

It is upon the basis of the collective security theoretical position that, such international organizations known as 

the League of Nations and the United Nations were built.  It is important to note that the United Nations is only 

an example of collective security, not the embodiment of it.  It rejects the notion that alliances and neutrality can 

work, and substitutes the idea that "an attack against one is an attack against all."  The basic idea is to relieve 

nations from the burden of having to provide national security by themselves because weaker nations cannot 

possibly defend themselves, and stronger nations often become involved in never-ending arms races which 

usually detract from their security over the long term.  It tries to encourage cooperation and peaceful change, 

and as such, is a peace theory that can be distinguished from the notion of "collective defense" which it is often 

confused with.  Organizations like NATO are collective defense institutions (which protect member nations 

from outside threats) while organizations like the U.N. are collective security institutions (which protect 

member nations from inside threats).   

 

A fundamental collective security principle is that violence in pursuit of change should be a last resort, and any 

demands for change should first have their perceptions of interest and claims of justice expressed peacefully in 

some kind of world forum.  If this peace process does not work or proves impossible, the status quo must be 

respected, and far more important is the pledge that nations make to one another in the name of collective 

security.   

 

However, this article has a stance on the evolution of international organizations, especially the most ‘giant’, 

United Nations. Indeed, the developing countries are in need of supports from the international community, but 

such support should be altruistic and free from any ulterior motive. For instance, because of its military might, 

Barnett (2005) described the US as the modern day Leviathan (giant without match). But, perhaps due border-

sharing, some lesser powerful countries, such Niger and Cameroon played more significant role in the fight 

against the Boko Haram insurgency. 

 

In a nutshell, this theory assumes the existence of a world in which every state is so limited by the distribution 

of power, the reduction of military power levels by a disarmament program, and the lack of economic self-

sufficiency. Any state which may develop aggressive inclinations can be held in check by methods which 

probably need not include the large-scale use of force (Claude, 1984).  

 

The collective security theory is important in explaining the possibility of getting the acceptance by states of 

theoretically formidable responsibilities for enforcing the peace, only because it assumes the improbability that 

it will be necessary to invoke the performance of the most drastic enforcement duties. It will also be used to 

justify the effort made by the international community to help Nigeria fight the insecurity due to the current 

insurgency. But the theory is not without criticisms. The easy criticism is that a lot of states do not like the idea 

of giving up their sovereign immunity to some international body like the U.N., particularly when that 

organization has not lived up to its ideals and promises.  One of those promises is that short notice would be 

needed to act in the name of collective security.  As Morganthau (1948) noted, a prerequisite for collective 

security theory to work is that the system must be able to quickly assemble a military force in strong enough 

numbers to deter an aggressor.  Another promise is that victims would be made stronger afterwards, presumably 

through humanitarian intervention.  The ideal of the U.N. having timely, flexible interventions has not yet been 

achieved.  Some successes exist, however, in getting nations to not take sides in conflicts, or at least 

participating in peace processes as a prelude to conflict.  
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Underdevelopment theory is also instrumental for explaining insecurity and underdevelopment in Nigeria. One 

of the ways of measuring underdevelopment is to use statistical index. Based on this criterion, Ujo (2008) rates 

underdevelopment through three variables, namely; 1) economic indicators 2) demographic indicators, and 3) 

cultural and political indicators.  

 

Of all the three indicators above, none could disregarded in understanding the level of Nigeria’s development, 

because the GDP per capita might be high but it remains deceptive due to not only the paradox, but also for 

inherent failure of the economic indices to explain the extent to which the distribution is grossly unequal; one or 

two individuals can have the wealth of seventy million of other people in the same country. Demographically, 

Nigeria has high fertility rate (from 2006 census to 2015, the country has population increase of about 60 

million, i.e. 120 million to 180 million). There is also high case of infant and maternal mortality, and low life 

expectancy (Osain, 2011). In terms of cultural and political indicators, the scenarios in Nigeria are evidence that, 

youth are trapped into demoralization due to cultural and moral breakdown, identity crises and ethnic, religious, 

and sectional violence. The country adopted democracy but fails to adapt to the democratic culture, ethic and 

etiquettes. 

 

 Underdevelopment using cultural and political indicators is characterized by the following factors: 1) high 

degree of illiteracy; 2) child labor; 3) wide gap between the rich and the poor; 4) women occupy inferior 

position; 5) predominance of traditional values, and 6) political instability. Kwame Nkuruma is one of the 

advocates of dependency theory, an impetus for underdevelopment theory, who blamed the retrogression of 

certain parts of the world to the exploitation by some world powers. Nkuruma argued that, under-development 

in Third World countries is due to neo-colonialism. According to him, neocolonialism is not continuity of 

reciprocal relationship between two equal nations, but an asymmetrical or unequal power relations just like the 

colonial days: 

 

Neocolonialism is based upon the principles of breaking up from united colonial 

territories into a number of small non-viable statuses which are incapable of independent 

development and must rely upon the former imperial power for defense and even 

internal security. Their economic and financial systems are linked as in colonial days, 

with those of colonial ruler. 

                                                                 (Nkuruma, 1971 quoted in Ujo, 2008:491).  

 

Of the two theories, the underdevelopment theory is adopted in this paper because it speaks volume about the 

Nigerian condition. In addition, virtually all of the features of underdevelopment identified by the theory are 

evident in the country, and prevalence of some, if not all, of them is ringing the alarm of potential insecurity 

situation in a society. Leaders of neocolonial states derive their authority to govern not from the will of the 

people, but from the approval of their whims and preferences. This assertion is true with Nigeria because most 

of the nation’s decisions are taken without consultation and popular support of the ordinary citizens. 

 

Insecurity and the Challenges of Development  
Development is achievable when people are allowed to live peacefully and without a any threat to their lives or 

properties. But developing societies of Africa are shackled with perpetual insecurity, because of poverty, 

injustice, unemployment, lack visionary leadership, disunity among the multiple ethnics.  Soyinka denounced 

African governments, when he states: 

 

Africans dreams of peace and prosperity have been shattered by the greedy, corrupt, and 

unscrupulous rule of African strongmen. One would be content with just a modest cleaning up of 

the environment, development of opportunities, health services, education, and eradication of 

poverty. But unfortunately even these modest goals are thwarted by a power crazed and 

rapacious leadership who can only obtain their egotistical goals by oppressing the rest of us. 

                                                                   (Quoted in Owoye and Bissessar, n.d., 13-14). 

 

There is an institutional collapse, elite disorientation, gaps in rational resource allocation, and ineffective 

internal control systems and administrative process in Nigeria. All these factors have exacerbated a situation that 

has led to corruption at every level of government because there is no effective leader to chart the course that 

will lead the nation to prosperity (Mgbeke, 2009). 

 

One of the multidimensional aspects of terrorism is state sponsorship. Macionis (2009) made this note that, 

government use violence within its own territory to suppress political opposition. So when we cry for all the 
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riggings, killings, scandalous electoral malpractices and fraud, we cry of high level corruption in governance 

that has made politics and elected positions the most lucrative job in most developing countries of the world 

including Nigeria (Ulu, 2009). This has been the reason why the current Boko Haram insurgence is linked with 

unscrupulous and corrupt governance. If it is not directly linked with the governance, it would be indirect signal 

of failure by the government because it fails to provide job opportunities for youth and establish justice in the 

country. 

 

The prevailing insecurity situation has the potential for perpetuating underdevelopment in Nigeria as a nation 

because the government will lose a sizeable Chunk of revenue wherever there are crises in the country. For 

instance, tax charges and rates on varied items by local governments cannot be collected during violent crises, 

implying loss of revenue for development purposes. (Afegbua 2010). Therefore, insecurity alongside other 

factors can pose a threat to Nigeria’s developmental aspirations. 

 

Historical Origin of Nigeria’s Culture of Dependence and Developmental Challenge 

Nigeria’s current experiences are understood historically specifically from its contact with whites. British 

colonial exploits in territories that constitute present day Nigeria began with the conquest and colonization of 

the coastal area of Lagos and its hinterlands between 1861 and 1897. The conquest of the eastern region and the 

declaration of the Niger Coast Protectorate occurred in 1894. A third wave of British penetration led to the 

declaration of a protectorate of Southern Nigeria. Finally in 1914, the Northern Protectorate of Nigeria, with 

both parts administered separately by the British colonial authorities (Igabatayo, 2009).  

 

Following the amalgamation of Southern and Northern Protectorates of Nigeria in 1914 and up till 1960 when 

Nigeria gained independence, four major constitutions served as instruments for nation’s political governance 

and British Colonial rule. These constitutions were named after the colonial governors who formulated them: 

the Clifford Constitution (1922), Richard Constitution (1946), McPherson Constitution (1951) and Lyttleton 

Constitution (1954). While the first two constitutions were virtually imposed on the country, the latter two 

evolved through consultations with representatives of the people through constitutional conferences. (Ibid.25) 

 

Nigeria is now part of the global village its existence within the global system as a country with rich in mineral 

resources yet regarded as one of the backward countries in the world. Nigeria’s poverty is self-inflicted as the 

enormous sources could not be used efficiently for development. Nigeria is therefore a neocolonial state. 

Historically, Nigeria suffered from Trans-Atlantic Slave Trade, then colonialism and from 1960 till now, it is in 

a indirect colonial system. The exploitation by the colonialists should serve as motivating factor for striving hard 

to develop as other African countries, such as Ghana did. But in the case of Nigeria, Nigeria lesson is obviously 

not learned. 

 

However Nigeria got flag independence in the 1960, its economy (and by implication political system) is still 

controlled remotely by the ‘core’ countries of the world. The country is, therefore, a perfect example of 

neocolonial state, which serves as a source of raw materials for the industries in advanced capitalist societies 

and a market for finished goods. The problem associated with this kind of relationship is that the economy can 

neither grow nor develop. It is pertinent to note that, the concept of neocolonialism is the stage of development 

of capitalism and imperialism in which colonies are exploited by making them economically dependent on the 

imperialist power. 

 

Policy implications 

In the first place, justice is arguably the best instrument for achieving peace in any human organization or 

society at large. In addition to that, love and tolerance, as propagated by Gulen (2004), shall replace hatred and 

envy. Nigeria is plural society due to its multi-cultural, multi-ethnic and multi-religious characteristic, but multi-

culturalism is not an excuse for conflict or protracted insecurity in the country. Multi-ethnicity ought to be a 

driven force for development as it is evident in the United States, India others.  

 

For the government, in an initial encounter with suspects or militants in any part of the country, peacemaking 

technique should have been employed by the Nigerian government. The resolution with amnesty used by the 

Former President of Nigeria, Late Umaru Musa Yar’adua to pacify members of MEND yielded a lasting peace 

in the area. But the same President took military or coercive action against the Boko Haram members and this 

decision turned some parts of the Northeastern Nigeria into a war-torn zone. As Crisis Group International 

(2014) suggest, the Federal Government of Nigeria shall stop heavy-handed military and police methods that 

risk pushing yet more restless, jobless and frustrated youths into violence and extremism.  

 



 
 

ICSSL -2015 | Insecurity and the Challenges of National Development -Nigeria in Perspectives 533 

 

POLITICAL SCIENCE International Conference on Social Science and Law 

People should also be security conscious. As the rule of law contains, ‘nobody is above the law’. Some 

prominent Nigerians are alleged to be involved in the Boko Haram activities. The criminal justice shall 

investigate and verify the allegations, then begin to check impunity (as one of the main Boko Haram demands); 

and investigate and prosecute crimes allegedly committed by some politicians. Commitment to maintenance of 

security in the country has to be the priority of government-federal, state and local-by spending more on 

surveillance and intelligence. The state security services, government officials as well as business men shall be 

concerned and work tirelessly towards achieving security in Nigeria. 

 

Another measure that will be of help to Nigerians in the moment of insecurity situation is for them to become 

brothers’ keepers through unity. The prevailing insecurity that bedevils the country shall not incite disunity 

among Nigerians. Therefore, irrespective of regional differences and ethnicity, all Nigerians should be part of 

anti-terrorist crusade. They should all know that, the insecurity situation is the fault of any one community, but 

the ‘bad eggs’ or bad Nigerians. After all, it had been established that, some of the members of this terrorist 

movement are foreigners. 

 

Conclusion  

Conclusively, insecurity may stand out as a challenge of a national development to Nigeria, but it has its root 

causes, consequences and possible solutions. From the concluding remarks of the paper, there are multiple 

causes of insecurity in Nigeria, principal among which are; corruption which lingers in the country’s political 

and socio-economic structures. Inability of Nigerian leaders to evolve mechanism that will tackle the menace of 

unemployment, poverty, and disunity among the diverse ethnics that make up the country ‘Nigeria’ is another 

pressing issue. As it was discussed earlier on, the roots of various issues are historically understood; the colonial 

legacy is still hunting Nigeria and Nigerians. Since the independence till date, the country had been facing unity 

challenges which allows for other problems to creep in.  

 

The religious radical group (Boko Haram) which engaged in armed combat with Nigerian government since 

2009 has ravaged the country and about hundred million lives were lost with more thousands displaced from 

their homes and towns due to the Boko Haram terrorist activities. But before the current sectarian movement, 

the country battled with similar sectarian unrest, Maitatsina, since 1980s and other ethnic crises in various parts 

of the country. Youth agitations, such as MEND were a commonplace and they threatened the peaceful 

coexistence of the multi-ethnic Nigeria. This trend had stirred up more mutual suspicion among Nigerians. To 

tackle these menace, Nigerians must unite, leaders must commit themselves to the greatest good for the greatest 

number of the Nigerians.  
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Abstract  

An evaluation and understanding of the political development in Nigeria requires a consideration of the impact 

of ethnicity. Without doubt, one can say that ethnicity influences political development in Nigeria as several 

events and activities such as the civil war, creation of states and the formation of political parties can best be 

explained from the ethnic perspective. The questions which arises from this include; what are the factors that 

encourage ethnicity in Nigeria? What are the effects of ethnicity in Nigeria? And in what practical ways can 

ethnicity be best contained in Nigeria? The framework of analysis adopted by this study is the group theory 

which holds that in the society there are no effective individual interest, that every group has its interests, that 

these interests always result in group action and that there is no one group interest that includes everyone in the 

society. Furthermore, the primary and secondary methods of data collection were employed, administering 

questionnaires. The hypotheses of the research were formulated to determine whether the opinions about the 

relationship between ethnicity and political development were influenced by sex, religion or educational 

qualification. The test was conducted using the Chi- square method and findings reveal that there is a 

relationship between ethnicity and political development, but this opinion was not influenced by sex, religion or 

educational qualification and lastly the study arrived at the following recommendations: that leaders should 

look beyond ethnic differences and formulate unifying goals which will put ethnic sentiments as second place; 

Nigeria should discard the belief and notion of three main ethnic groups (Hausa, Igbo & Yoruba) in order to 

give the other numerous ethnic groups identity; and that federal character commission should be scraped so 

that employment or appointments should be based on merit and not based on quota system. 

 

Key words: Impact, ethnicity, Nigeria, political development, and assessment. 

 

Introduction 

Nigeria is a multi-ethnic nation state with socio-cultural differences among its component ethnic groups all of 

which have resulted into cultural dissimilarities. These cultural dissimilarities have been manifested by, the 

differences in culture which may include language, diet, dress and type of social system. 

 

The ethnic virus has been one of the most important causes of social crisis and political instability in Nigeria; 

and ethnicity has been perceived in general as a major obstacle to the overall politico-economic development of 

the country (Otite1990: 145). 

 

Unarguably, Nigeria is a country that is blessed with enormous human and material resources, but ironically, the 

same country has become the bastion of inequitable state policies, injustice, barefaced corruption, social decay, 

poverty-ridden, etc., where ethnicity has pervaded every facet of the Nigerian life, and more fundamentally 

determines who gets what, when and how (Lassswell,1950). 

 

Ethnicity has been considered to be the cause of the 1967-1970 Civil War in Nigeria, elections which have been 

rigged and those which have failed can be blamed on ethnicity, the manipulation of census figures can only be 

understood from the ethnic dimension. 

 

Therefore, this study seeks to provide answers to the following questions: What are the effects of ethnic politics 

in Nigeria’s political development?; why has ethnicity persisted in Nigerian politics?; what factors encourage 

ethnicity and ethnic politics in Nigeria? And in what practical ways could this ethnic coloration be contained. 

The objectives of this research work include: to assess the impact of ethnic politics in Nigeria’s political 

development; to investigate and recognise the role of ethnicity in Nigerian politics; to proffer possible solutions 

to the menace of ethnic politics in Nigeria. To achieve these objectives, the primary and secondary methods of 

data collection were employed. A total of 100 questionnaires were administered to collect data. The simple 

percentage and Chi-square methods were employed to arrive at the conclusion. 
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The study adopts the following sets of hypotheses: 

 

1. Ho: The opinion about the relationship between ethnicity and political development is not influenced 

by sex in Nigeria 

Hi: The opinion about the relationship between ethnicity and political development is influenced by 

sex in Nigeria 

2. Ho: The opinion about the relationship between ethnicity and political development is not influenced 

by religion in Nigeria 

Hi: The opinion about the relationship between ethnicity and political development is influenced by 

religion in Nigeria. 

3. Ho: The opinion about the relationship between ethnicity and political development is not influenced 

by educational qualification in Nigeria. 

Hi: The opinion about the relationship between ethnicity and political development is influenced by 

educational qualification in Nigeria. 

 

CONCEPTUAL ISSUES 

Just like every other concept in the social sciences, some concepts such as ethnicity, development, and political 

development have attracted several definitions from different scholars. These definitions are needed for proper 

understanding of the subject matter. 

 

Ethnicity 
Cox (1970: 317) sees ethnicity or ethnic group generally as a socio-cultural entity “while inhabiting the same 

state, country or economic area, consider themselves biologically, culturally, linguistically or socially distinct 

from each other and most often view their relation in actual or potentially antagonistic terms”. Azeez (2004: 

329) sees ethnicity as a sense of people hood that has its foundation in the combined remembrance of past 

experience and common aspiration. 

 

Development 
Development means the process by which people become better off. It can also be defined as the process of 

improving the quality of all human lives. One of the three important elements often emphasized in the 

consideration of the concept of development and which is relevant to us in this paper is the creation of 

conditions conducive to the growth of people’s self-esteem through the establishment of social, political and 

economic systems and institutions. 

 

Development has been defined as the widely participatory process of social and material advancement 

(including greater equality, freedom, and other values) for the majority of the people through gaining greater 

control of their environment (Rogers; 1976; Rodney; 1974: 3). 

 

Political development 
Political development refers to the development of the institutions, attitudes, and values that form the political 

power system of a society. Political development enhances the state's capacity to mobilize and allocate 

resources, to process policy inputs into implementable outputs. This assists with problem-solving and adaptation 

to environmental changes and goal realization. 

 

THEORETICAL FRAMEWORK 

A theoretical framework forms the basis on which the purpose of a research work is based. Wilson (1985) posits 

that: 

 

A research work must be one that is founded on other 

peoples’ experience, knowledge and past paper work or 

experimental research. It must have a foundation on what 

has already been tested. 

 

For the purpose of this research and study, the Group theory is employed. 

 

The major proponents of the group theory are Arthur F. Bentley who is regarded as the father of group theory in 

“The process of Government” (1908), David Truman in his book “Social Order and Disturbances” others are 

Olson M., David Garson among others. 
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The group theory encompasses the elitist perception and the pluralist conception of the society. Bentley (1908) 

argues that there are no effective individual interest, that every group has its interests, that these interests always 

result in group action and that there is no one group interest that includes everyone in the society. 

 

Bentley (1908) also believes that all things involving government are determined by the conflicting group 

pressures and these group pressures are the determinants of the course of government policy. The activity of 

people fighting to attain their goals takes place not individually but through groups in which they are united by 

common interest. 

 

Truman argues that individuals join groups because this activity is a natural action of people with similar beliefs 

and interest. 

 

In Group Theories of Politics, G. David Garson (1978) constructs a history of interest groups as participants in 

the policy process. Garson examines the historical tension between two rival theories of groups in the context of 

political science: Pluralism and Elitism.  

 

The beginning of group theory is really the acknowledgement that “the State” is composed of actors, both 

institutional and non institutional, and these actors are a product of their historical, socio-economic, political and 

various other contexts. Implicit in this concept is the idea that groups have competing sets of interests and the 

State acts as a control mechanism. 

 

As Arthur Bentley, the founder of the "group theory" of modern political science put it, "there is no group 

without its interest." 

 

Relevance of group theory on the Study 

Firstly the group theory emphasised and recognises the pluralistic and multi-ethnic nature of a state e.g. Nigeria 

and how these informal actors in form of ethnic groups(both major and minor) are products and results of 

historical, political, socio-economic and various other contexts. The activities of ethnic groups and the impact of 

ethnicity in Nigeria are as a result of the quest for the satisfaction of their common interest which differs from 

those of other competing ethnic groups. Therefore, there is the struggle for national and political powers which 

would serve as a guarantee for freedom and control. 

 

Also, in order to achieve their unique and peculiar ethnic group interest, various means are employed and 

applied e.g. violence and the use of ethnic militia groups to distort the system as is the case in Nigeria. This then 

results to “pressure politics” where groups use various means to exert pressure on policy makers e.g. the 

Ogoni, MOSOP, and the Niger Delta militant group which exerted pressure on the government of Nigeria 

through vandalism and the kidnapping of both local and foreign personnel, workers and representatives.  

 

Also the group theory explains why the party politics and formation of political association and organisations in 

Nigeria has been greatly influenced and driven by ethnic sentiments, ethnicity and ethnic interests. Why 

dominant political parties right from the colonial period represented the major and dominant ethnic groups and 

why minor or small political parties are products of the minorities even till today e.g. PDP, ANPP, CPC, AC, 

APGA all representing or dominated by Hausa/Fulani, Yoruba and Ibos respectively and using these parties as 

an instrument of their ethnic groups to maintain a stronghold on political power and a platform to influence 

national interest in their favour. 

 

Furthermore, the constant struggle and contest for state control in Nigeria- between and among ethnic groups 

wearing the masks of political parties corresponds with the claim and idea of the group theory that no group has 

a claim on the general will of the people. 

 

The term ethnicity and ethnic group are derived from the Greek word ethnos normally translated to mean 

nations. The term refers currently to people thought to have common ancestry who share a distinctive culture. 

An ethnic group is a group of people whose members identify with each other through a common heritage 

consisting of a common culture including a shared language or dialect. The process that results in the emergence 

of ethnicity is called ethno genesis.  

 

Among the first to bring the term “ethnic group” into social sciences was the German sociologist Marx Weber 

(1922) who defined it as those human groups that entertain a subjective believe in their common descent 

because of similarities of physical type or of customs or both, or because of memories of colonisation or 

migration; this belief must be important for group formation, furthermore, it does not matter whether an 
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objective blood relationship exists. Weber maintained that ethnic groups are artificial i.e. a social construct 

because they were based on subjective belief. 

 

Nnoli (1978: 5) defines ethnicity as a “social phenomenon associated with (communal) competition among 

members of different ethnic groups”. While ‘ethnic groups’, are social formations distinguished by the 

communal character of their boundaries and membership especially language, culture or both, with language 

constituting the most crucial variable in Africa.  

 

Nnoli points to the following features of ethnicity: 

i Ethnicity exists when a nation-state is characterised by multiple ethnic groups; 

ii Ethnicity is characterised by an element of common consciousness vis-à-vis other ethnic groups; 

iii Ethnicity leads to the formation of inclusive/exclusive groups and attitudes; 

iv This in turn leads to prejudice, discrimination and outright hostility (Nnoli, 1988). 

 

ETHNIC POLITICS IN NIGERIA 

Pre-Independence period (1914-1959) 

During colonialism, the colonial masters relied and made use of force as an instrument of subduing and 

subjecting the local people in exercising and furthering their parochial interests. 

 

This consequently was threatening to the indigenous people who were compelled to seek and seek and look for 

assistance and survival in the traditional solidarity groups such as the ethnic and national groups thus: the 

beginning of ethnic identification, affiliation, and nationalism. The ethnic groups at this time served as the only 

way or stand of resistance to colonialism. 

 

“Nigerians individually and collectively tend not to have allegiance to the state imposed by the British in 

1914…Hence, most Nigerians irrespective of their nationalist claims have the tendency to first identify with 

their ethnic root before identifying themselves as Nigerians” (Kalu, 2004: 9). 

 

Ethnic consciousness gradually graduated into political consciousness because, ethnic /urban associations were 

able to provide the required leadership to the rural dwellers and above all political enlightenment. Also, these 

ethnic associations provided a platform for nationalist activities in the country as the first nationalist movement 

to oppose British colonialism. 

  

 Post –Independence period (1960-2011) 

Ethnicity still dominated the political scenario after the 1960 independence on Nigeria. The political parties 

remained regionally based and when the then leader of the Action Group (AG) Chief Obafemi Awolowo 

attempted to expand the horizon and reach of the party to a national level, he received opposition from his very 

own deputy Chief S. L. Akintola who believed that the party should continue to maintain their regional symbol 

and sustain their grip on the ethnic factor and sentiments. This conflict of ideology eventually led to the breakup 

of the party and the formation of the United People’s Party (UPP) by Chief S. L. Akintola which later aligned 

with the NCNC and became the regional premier. 

 

The entry of the military after the military coup of 15 Jan. 1966 which brought Major General Aguiyi Ironsi as 

the new Head of States was believed to be ethnically inspired. The July 1966 coup was perceives as ethnocide 

against the Igbo residents in the Northern region. The two coups apparently led to the civil war in 1967. 

 

The second republic was not free from ethnicity, though military doused ethnic tensions, but it failed to suppress 

ethnic consciousness among the populace. Ake opines that the military failed to stem the tide of ethnic 

consciousness partly because of its blockage to democracy. Contrarily due to the coercive nature of military rule 

and its arbitrary power people were generally alienated from the state and cleave to traditional solidarities and 

this was also transferred into the second republic. 

 

Another major event which portrayed ethnicity in Nigeria was the annulment of the 1993 general elections by 

General Babangida which was widely believed to have been won by Chief Abiola. This annulment was widely 

interpreted as a calculated attempt to sideline the Southerners from the corridor of power in Nigeria by the 

Hausa/Fulani ethnic group. This was greeted by a widespread rage and civil unrest in the Southeast and led to 

the transfer of power to the interim government of Chief Ernest Shonekan a Yoruba. 

 

The bloodless coup of 1993 took over power and abolished all democratic institutions. The resistance to the 

Abacha junta served as a unifying factor for various ethnic groups in Nigeria. 
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In recent times, when looking at the political scenario of Nigeria, we can see ethnicity as apparently a negative 

value, given that it has contributing nothing but disunity in diversity as ethnic groups are regarded closer and 

ethnic interest are seen as utmost priority over national interest. Yet ethnicity when viewed in a different 

perspective could be regarded as a positive value because it exemplifies unity in diversity. The Nigerian 

existence points to the fact that despite numerous and varying ethnic groups, ethnic militia movements, and 

recurring ethnic violence for over fifty years, the country still operates and there is still political continuity. 

 

Across the length and breadth of Nigeria, ethnic factor and consideration in politics, economic, social and 

academic matters cannot be avoided. Politics in Nigeria is ethnic oriented; political parties have ethnic 

consciousness and pursue ethnic interest differently from the national interests. The ethnic factor or ethnicity is 

more often than not the ground on which presidents are elected, governors voted, ministers appointed, contracts 

awarded and even national policies decided. The socio-political belief is that one can only get himself or herself 

to power at the centre through ethnic connections or by fanning the embers of ethnicism. This has led to the 

formation of ethnic militia which refers to the extreme form of ethnic agitation for self determination as various 

ethnic groups assume militant posture and gradually metamorphose into militia groups with each having its own 

unique problems, plans, strategy, aims/objectives as well as ethnic identity and acts as the machinery through 

which the desires of its people are articulated and sought to be realised.  

 

DATA PRESENTATION AND ANALYSIS 

Below are the tabulated presentations and analyses of the research data and the responses from the 

questionnaires. 

 

Age 

Table 1.1:  Age distribution of the respondents 

Responses Frequency Percentage (%) 

18-22 36 36 

23-27 46 46 

28-32 10 10 

33 & Above 8 8 

Total 100 100 

   Source: Field Survey, Dec., 2014. 

Table 1.1 above indicates that 36% of the respondents are within the (18-22) age bracket, 46% are within the 

(23-27) age bracket, 10% are within the (28-32) age bracket while 8% are within the (33 & above) age bracket. 

 

Sex: 

Table 1.2: Sex distribution of the respondents 

 

 

 

 

         

 Source: Field Survey, Dec., 2014. 

 

 

Table 1.2 above indicates that 54% of the respondents are male while 46% are female. 

 

Marital status: 

Table 1.3: Marital status of the respondents 

 

 

 

 

  

  

 

 

Source: Field Survey, Dec., 2014. 

 

Responses Frequency Percentage (%) 

Male 54 54 

Female 46 46 

Total 100 100 

Responses Frequency Percentage (%) 

Single 86 86 

Married 12 12 

Others 2 2 

Total 100 100 
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Table 1.3 above shows that 86% of the respondents are single, 12% are married, while 2% fall into the category 

of others. 

 

Religion: 

Table 1.4: Religion of the respondents: 

 

 

 

 

 

 

 

Source: Field Survey, Dec., 2014. 

 

Table 1.4 above indicates that 74% of the respondents are Christians while 26% are Muslims. 

 

 

Ethnic Background: 

Table 1.5: Ethnic background of the respondents 

 

 

  

 

 

 

  

 

 

Source: Field Survey, Dec., 2014. 

 

Table 1.5 above indicates that 8% of the respondents are Hausa/Fulani, 20% are Ibos, and 36% are Yoruba, 

while 36% belong to the category of others i.e. the minority ethnic groups  

 

Educational qualification: 

Table 1.6: Educational qualification of the respondents: 

 

 

 

 

 Source: Field Survey, Dec., 2014. 

 

Table 1.6 above indicates that 32% of the respondents have FLSC/SSCE educational qualification, 22% have 

OND/NCE, and 40% have HND/B. Sc/B. A. / B. Sc., While 6% have Masters and above. 

 

Are you a member of any of the ethnic groups in Nigeria? 

Table 1.7:  Views on whether respondents are members of ethnic groups in Nigeria or not. 

 

 

 

 

 

 

Source: Field Survey, Dec., 2014. 

 

Responses Frequency Percentage (%) 

Christianity 74 74 

Islam 26 26 

Others _ _ 

Total 100 100 

Responses Frequency Percentage (%) 

Hausa/Fulani 8 8 

Igbo 20 20 

Yoruba 36 36 

Others 36 36 

Total 100 100 

Responses Frequency Percentage (%) 

No Formal Education         _           _ 

FLSC/SSCE 32 32 

OND/NCE 22 22 

HND/B.Sc./B.A./ B.Sc. Ed 40 40 

MASTERS  6 6 

Total 100 100 

Opinion  Frequency Percentage (%) 

Yes 88 98 

No 2 2 

Total 100 100 
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Table 1.7 above indicates that 98% of the respondents are members of ethnic groups in Nigeria, while 2% do 

not. 

 

Have you in anyway being affected by ethnicity? 

Table 1.8:  Views on whether respondents are being affected by ethnicity. 

 

 

 

 

 

 

 

Source: Field Survey, Dec., 2014. 

 

Table 1.8 above indicates that 74% of the respondents are being affected by ethnicity, while 26% are not being 

affected by ethnicity. 

 

Do you think that political parties in Nigeria are influenced by ethnicity? 

Table 1.9:  Views on the relationship between ethnicity and political party activities in Nigeria. 

 

 

 

 

 

 

Source: Field Survey, Dec., 2014. 

 

Table 1.9 above indicates that 94% of the respondents agree that political parties in Nigeria are influenced by 

ethnicity while 6% are of the opinion that political parties in Nigeria are not influenced by ethnicity. 

 

Are supporters for candidates and voting in elections majorly determined by ethnic factors? 

Table 1.10: Views on the relationship between ethnicity and voting in elections. 

 

 

 

 

  

  

 

Source: Field Survey, Dec., 2014. 

 

Table 1.10 above indicates that 78% of the respondents agree that support for candidates and voting in elections 

are majorly determined by ethnicity, while 22% disagrees with this notion. 

 

Do you see ethnicity as a threat to national unity in Nigeria? 

Table 1.11: Views on the relationship between ethnicity and national unity 

 

 

 

 

 

 

Source: Field Survey, Dec., 2014. 

 

Table 1.11 above indicates that 98% of the respondents agree that ethnicity is a threat to national unity in 

Nigeria, while 2% would not accept that ethnicity is a threat to national unity. 

 

 

 

 

Opinion  Frequency Percentage (%) 

Yes 74 74 

No 26 26 

Total 100 100 

Opinion  Frequency Percentage (%) 

Yes 94 94 

No 6 6 

Total 100 100 

Opinion  Frequency Percentage (%) 

Yes 78 78 

No 22 22 

Total 100 100 

Opinion  Frequency Percentage (%) 

Yes 98 98 

No 2 2 

Total 100 100 
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Does ethnicity play a key role in areas like education, employment, election etc? 

Table 1.12: Views on whether ethnicity affects education, employment and election. 

 

 

 

 

  

  

Source: Field Survey, Dec., 2014. 

 

Table 1.12 above indicates that 92% of the respondents agreed that ethnicity plays a key role in areas like 

education, employment, election etc, while 8 % would not accept that ethnicity.  

 

 

Is there a relationship between political violence and ethnicity in Nigeria? 

Table 1.13: Views on the relationship between ethnicity and political violence in Nigeria 

 

 

 

 

  

 

Source: Field Survey, Dec., 2014. 

 

Table 1.13 above indicates that 90% of the respondents agreed that there is a relationship between political 

violence and ethnicity in Nigeria while 10% would not accept that there is a relationship between political 

violence and ethnicity in Nigeria. 

 

Would you relate present political crises such as militancy and terrorists activities in the North to 

ethnicity? 

Table 1.14: Views on whether political crises like militancy and terrorist activities in the North are caused by 

ethnicity. 

 

 

 

 

  

 

Source: Field Survey, Dec., 2014. 

 

Table 1.14 above indicates that 66% of the respondents agreed that there is a relationship between ethnicity and 

political crises like militancy and terrorist activities in the North while 34% would not accept to relate ethnicity 

with political crises like militancy and terrorist activities in the North. 

 

Do you think government programmes, policies, projects, contracts and political appointments are 

influenced by ethnicity? 

Table 1.15: Views on the influence of ethnicity on government appointments, policies, contracts, projects etc. 

 

 

 

 

 

 

Source: Field Survey, Dec., 2014. 

 

Table 4.15 above indicates that 90% of the respondents are of the opinion that ethnicity influences government 

appointments, policies, contracts, projects etc while 10% rejects this assertion. 

 

 

 

Opinion  Frequency Percentage (%) 

Yes 92 92 

No 8 8 

Total 100 100 

Opinion  Frequency Percentage (%) 

Yes 90 90 

No 10 10 

Total 100 100 

Opinion  Frequency Percentage (%) 

Yes 66 66 

No 34 34 

Total 100 100 

Opinion  Frequency Percentage (%) 

Yes 90 90 

No 10 10 

Total 100 100 
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Are Nigerians more loyal and patriotic to ethnic groups than to the Nigeria state? 

Table 1.16:  Views on the relationship between Nigerians’ loyalty to ethnic groups and the Nigerian state. 

 

 

 

 

  

  

Source: Field Survey, Dec., 2014. 

 

Table 1.16 above indicates that 80% of the respondents agreed that loyalty to ethnic groups affects loyalty to the 

Nigerian state while 20% would not accept that loyalty to ethnic groups affects loyalty to the Nigerian state. 

 

Is there a relationship between ethnicity and state creation or ongoing agitation for state creation in 

Nigeria? 

Table 1.17: Views on the relationship between state creation and ethnicity. 

 

 

 

 

 

 

Source: Field Survey, Dec., 2014. 

 

Table 1.17 above indicates that 82% of the respondents agreed that there is relationship between state creation 

and ethnicity in Nigeria while 18% would not agree that there is a relationship between ethnicity and state 

creation.  

 

Would you agree that ethnicity impedes political development in Nigeria? 

Table 1.18: Views on the relationship between ethnicity and political development in Nigeria. 

 

 

 

 

 

 

Source: Field Survey, Dec., 2014. 

 

Table 1.18 above indicates that 82% of the respondents agreed that ethnicity impedes political development in 

Nigeria while 18% would not accept that ethnicity impedes political development in Nigeria. 

 

4.2 TESTING OF HYPOTHESES: 
As mentioned earlier for the purpose of this research the inferential statistical tool that would be used to test the 

research hypotheses is the Chi-square (  ).   

 

The formula for calculating chi-square    ) is: 

  
=  (fo  fe   

                fe 

Where: 

fo = Observed frequencies 

fe = Expected frequencies 

   = Chi – square 

 = Sum of  

 

Generally, the decisional rule for accepting or rejecting a hypothesis is the same for all inferential statistics: 

1. When the calculated statistic is greater than the table value, the research rejects the null hypothesis 

(Ho) and accepts the alternate hypothesis (Hi). 

 

2. When the table value is greater than the calculated statistic, the research accepts the null hypothesis 

(Ho) and rejects the alternate hypothesis (Hi). 

Opinion  Frequency Percentage (%) 

Yes 80 80 

No 20 20 

Total 100 100 

Opinion  Frequency Percentage (%) 

Yes 82 82 

No 18 18 

Total 100 100 

Opinion  Frequency Percentage (%) 

Yes 82 82 

No 18 18 

Total 100 100 
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 HYPOTHESIS ONE 

Re-state Hypothesis one: 

Ho: The opinion about the relationship between ethnicity and political development is not influenced by sex in 

Nigeria 

 

To answer this question, table 1.2 shall be employed. 

 

The two way chi-square      problem of the influence of sex on the opinion about the relationship between 

ethnicity and political development in Nigeria. 

 

Contingency table: 

 

Opinion Male Female Total 

Yes 46 (49.2) 36 (32.8) 82 

No 14 (10.8) 4 (7.2) 18 

Total 60 40 100 

Source: Field Survey, Dec., 2014. 

 

Given the table above, the next step is to calculate the expected frequencies using the formula below: 

 

Expected frequency = Column Total  Row Total 

                                                Grand Total 

Male (Yes) =   60  82   = 2460     = 49.2 

     100           100 

 

Male (No)     =   60  18   = 1080     = 10.8 

       100           100 

 

Female (Yes)    =   82  40   = 3280     = 32.8 

   100          100 

 

Female (No)    =   40 18   = 720     = 7.2 

           100         100 

 

The two way chi-square      test of the influence of sex on the opinion about the relationship between ethnicity 

and political development in Nigeria. 

 

Observed 

Frequency (fo) 

Expected 

Frequency (fe) 
 (fo  fe   (fo  fe   

     Fe 

46 49.2 10.24 0.208 

14 10.8 10.24 0.94 

36 32.8 10.24 0.32 

4 7.2 10.24 1.42 

 =2.89 

 

Therefore, our calculated      value is:  2.89 

Degree of freedom  

d. f. = (C  1) (R  1) 

        = (2  1) (2  1) 

         = 1  1 

          = 1 

 

Risk level: for most social science researches, 5 percent significant level of risk is commonly used. Thus the 

significant risk level for this research is 5%. This is represented as 0.05 or .05 on the Chi-square table (see 

Appendix 2). 

 

We now go to the    distribution table (see Appendix 2). The df are on the left of the table, so we look down 

until we locate 1. The right of the table displays the alpha levels. We look at them and locate 0.05 and move 
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down. Where the df 1 and the alpha 0.05 intersect is 3.841. Therefore, our    table value is 3.841. This shows 

that the table    value (3.84) is greater than the calculated    value (2.89). 

 

DECISION ON HGYPOTHESIS 1: 

For us to accept the null hypothesis (Ho), the table     value must be greater than the calculated    value. In this 

case, the table    value (3.841) is greater than the calculated    value (2.89). Therefore, the research rejects the 

alternate hypothesis (Hi) which says that the opinion about the relationship between ethnicity and political 

development is influenced by sex in Nigeria and accepts the null hypothesis (Ho) which says that the opinion 

about the relationship between ethnicity and political development is not influenced by sex in Nigeria. 

 

TESTING HYPOTHESIS 2 

Re-state hypothesis: 

Ho: The opinion about the relationship between ethnicity and political development is not influenced by religion 

in Nigeria 

 

To solve this problem, table 1.4 shall be employed. 

 

The two way chi-square      problem of the influence of religion on the opinion about the relationship between 

ethnicity and political development in Nigeria. 

 

Contingency table: 

 

Opinion Christianity Islam Others Total 

Yes 60 (63.96) 22(9.02) _ 82 

No 18 (14.04) _  (3.96) _ 18 

Total 78 22 _ 100 

Source: Field Survey, Dec., 2014. 

 

Given the table above, the next step is to calculate the expected frequencies using the formula below: 

 

Expected frequency = Column Total  Row Total 

                  Grand Total 

Christianity (Yes) =   78  82   = 6396     = 63.96 

     100           100 

 

Christianity (No) =   78  18   = 1404     = 14.04 

    100          100 

 

Islam (Yes) =   22  82   = 1804     = 18.04 

     100           100 

 

Islam (Yes) =   22  18   = 396     = 3.96 

        100          100 

 

The two way chi-square      test of the influence of religion on the opinion about the relationship between 

ethnicity and political development in Nigeria  

 

Observed 

Frequency (fo) 

Expected 

Frequency (fe) 
 (fo  fe   (fo  fe   

     fe 

60 63.96 15.68 0.245 

18 14.04 15.68 1.116 

22 18.04 15.68 0.869 

0 3.96 15.68 3.94 

 = 6.176 

Therefore, our calculated      value is:  6.176 

 

Degree of freedom  

 

d. f. = (C  1) (R  1) 
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        = (3  1) (2  1) 

         = 2  1 

          = 2 

 

Risk level: for most social science researches, 5 percent significant level of risk is commonly used. Thus the 

significant risk level for this research is 5%. This is represented as 0.05 or .05 on the Chi-square table (see 

Appendix 2). 

 

We now go to the    distribution table (see Appendix 2). The df are on the left of the table, so we look down 

until we locate 2. The right of the table displays the alpha levels. We look at them and locate 0.05 and move 

down. Where the df 2 and the alpha 0.05 intersect is 5.991. Therefore, our table value is 5.991. This shows that 

the table    value (5.99) is less than the calculated    value (6.176). 

 

DECISION ON HGYPOTHESIS 2: 

For us to accept the null hypothesis (Ho), the table     value must be greater than the calculated    value. In this 

case, the table    value (5.99) is less than the calculated    value (6.176). Therefore, the research accepts the 

alternate hypothesis (Hi) which says that the opinion about the relationship between ethnicity and political 

development is influenced by religion in Nigeria and rejects the null hypothesis (Ho) which says that the opinion 

about the relationship between ethnicity and political development is not influenced by religion in Nigeria. 

 

TESTING HYPOTHESIS 3 

Re-state hypothesis: 

 

Ho: The opinion about the relationship between ethnicity and political development is not influenced by 

educational qualification in Nigeria. 

 

To solve this problem, table 1.6 shall be employed. 

 

The two way chi-square      problem of the influence of educational qualification on the opinion about the 

relationship between ethnicity and political development in Nigeria. 

Contingency table: 

Opinion No formal 

education 

FLSC/SSCE OND/NCE HND/B. Sc/B.A./ 

B.Sc. Ed 
Masters  Total 

Yes  _ 22 (26.24) 20 (18.04) 40 (37.72) _ 82 

No _ 10 (5.76) 2(3.96) 6 (8.28) _ 18 

Total _ 32 22 46 _ 100 

Source: Field Survey, Dec., 2014. 

 

Given the table above, the next step is to calculate the expected frequencies using the formula below: 

 

Expected frequency = Column Total  Row Total 

      Grand Total 

FLCS/SSCE (Yes) =   32  82   = 2624     = 26.24 

       100           100 

 

FLSC/SSCE (No) =   32  18   = 576     = 5.76 

       100        100 

 

OND/NCE (Yes) =   22  82   = 1804     = 18.04 

    100           100 

 

OND/NCE (No) =   22  18   = 396     = 3.96 

    100         100 

 

HND/B.Sc. /B.A. /B.Sc. Ed =   46  82   = 3772     = 37.72 

               100          100 

 

HND/B.Sc. /B.A. /B.Sc. Ed =   46  18   = 828     = 8.28 

                    100           100 
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The two way chi-square      test of the influence of educational qualification on the opinion about the 

relationship between ethnicity and political development in Nigeria 

 

 

Observed 

Frequency (fo) 

Expected 

Frequency (fe) 
 (fo  fe   (fo  fe   

     Fe 

22 26.24 17.97 0.68 

10 5.76 17.97 3.12 

20 18.04 3.84 0.21 

2 3.96 3.84 0.96 

40 37.72 5.198 0.14 

6 8.28 5.198 0.63 

 = 5.74 

 

Therefore, our calculated      value is:  5.74 

Degree of freedom  

d. f. = (C  1) (R  1) 

        = (5  1) (2  1) 

         = 4  1 

          = 4 

 

Risk level: for most social science researches, 5 percent significant level of risk is commonly used. Thus the 

significant risk level for this research is 5%. This is represented as 0.05 or .05 on the Chi-square table (see 

Appendix 2). 

 

We now go to the    distribution table (see Appendix 2). The df are on the left of the table, so we look down 

until we locate 4. The right of the table displays the alpha levels. We look at them and locate 0.05 and move 

down. Where the df 4 and the alpha 0.05 intersect is 7.815. Therefore, our table value is 7.81. This shows that 

the table     value (7.81) is greater than the calculated    value (5.74). 

 

DECISION ON HYPOTHESIS 3: 

For us to accept the null hypothesis (Ho), the table     value must be greater than the calculated    value. In this 

case, the table    value (7.81) is greater than the calculated    value (5.74). Therefore, the research rejects the 

alternate hypothesis (Hi) which says that the opinion about the relationship between ethnicity and political 

development is influenced by educational qualification in Nigeria and accepts the null hypothesis (Ho) which 

says that the opinion about the relationship between ethnicity and political development is not influenced by 

educational qualification in Nigeria. 

 

4.3 DISCUSSION OF FINDINGS 

Having presented and analysed the data using tables, frequencies and percentages, and also tested the 

hypotheses of the research using the chi-square method, the study arrives at some findings which are discussed 

as follows: 

 

The findings revealed that 82% of the respondents which constitute the majority agreed that ethnicity has an 

impact in political development in Nigeria. 

 

After testing the first hypothesis which attempts to determine whether the opinion about the relationship 

between ethnicity and political development is influenced by sex, the findings revealed that out of the male 

respondents, 76.7% and out of the female respondents, 90% agreed that there is a relationship between ethnicity 

and political development, however, these opinions were not influenced or determined by the sex of the 

respondents. 

 

Also the test of the second hypothesis which attempts to determine whether the opinion about the relationship 

between ethnicity and political development is influenced by religion revealed that 76.9% of Christians and 

100% of Muslims agreed that ethnicity has an impact on political development, but their opinions were 

influenced by their religion. 



 
 

ICSSL -2015 | The Impact of Ethnicity on Nigeria’s Political Development: An Assessment, 1999-

2014 

548 

 

POLITICAL SCIENCE International Conference on Social Science and Law 

 

The findings also revealed that 68.5% of the FLSC/SSCE respondents, 90.9% of the OND/NCE respondents and 

86.9% of the HND/B.Sc. /B.A. /B. Sc. Ed respondents all agreed that there is a relationship between ethnicity 

and political development; however, their opinions were not influenced by their educational qualifications. 

 

In conclusion, the findings of this study can be summed up under the idea that there is without doubt a 

relationship between ethnicity and political development in Nigeria and this has had a reflective impact on 

various other sectors and institutions of the society, but also has proven that ethnicity and the opinion of people 

on ethnicity has nothing to do with their sex, or their level of education, but is however, influenced by religion. 

 

Conclusion 

From the numerous literatures reviewed and from the data collected, analysed and from the hypotheses tested, 

the following conclusions have been drawn. 

 

The problem of ethnicity is inherent in the Nigerian political system. This factor of ethnicity developed as a 

result of the colonial activities which isolated the public and masses from the benefits and convenience/security 

of the system, thus, leaving the people with little or no choice than to seek comfort, security and material as well 

as socio-psychological support and sense of belonging from their various ethnic organisations/associations. This 

spate of ethnic arrangement led to the formation of ethnic driven political parties and militia groups to promote, 

represents and protect their primordial interest. 

 

Furthermore, competition for scarce resources has been the more common bases of ethnic consciousness and 

tensions. This competition include in areas like land, boundary, natural resources and also for political power 

and control.  

 

In the political sphere and in relation to political development, especially in areas like elections, formation of 

political parties, voting in elections and support for candidates, the impact of ethnicity cannot be 

overemphasised. Politicians seeking mass support found out that the only platform on which they can win the 

votes of the masses or appeal to the interest of the populace is to appeal to communal cries and sentiments rather 

than universalistic appeal and ideology. This explains the process of political party formation over the years. 

The Action Group (AG) leaders for instance were quick to find out that they could best get Yoruba backing, 

only by focusing on anti Ibo images. The idea was that if the people were not ready or comfortable with the 

domination by strangers, then they should give their support to AG. 

 

From the findings, it has been discovered from the opinion of Nigerians that ethnicity and ethnic politics are 

impediments to the political development in Nigeria. However, this discovery was not influenced by the sex, or 

the educational qualification of the respondents. 

 

Finally, for Nigeria to develop politically and in all spheres, the stranglehold and grip of ethnicity in the lives of 

the Nigeria masses must be changes. Unity in diversity must be promoted and proper education must be the 

order of the day and the pursuit of the government. 

 

RECOMMENDATIONS 

 The following recommendations are advanced by this study: 

i. To build a virile state the ruling elites should encourage national discourse to enable the various 

groups’ air their grievances and fears. 

ii. Removal of column showing ethnic backgrounds or state of origin in forms like bank account opening 

or loans forms, scholarship forms, employment forms, job application forms, school admission forms 

etc in a bid to unify us as Nigerians not using ethnic background as criteria for qualification. 

iii. Recognising the heterogeneous nature of the Nigerian society, our leaders should look beyond ethnic 

differences and formulate unifying national goals which will hence, put ethnic sentiments as second 

place in terms of priority. 

iv. Nigeria should discard the belief and notion of three (3) main ethnic groups officially recognised 

(Hausa, Igbo & Yoruba) in order to give the numerous ethnic groups identity. 

v. Federal character commission should be scraped and employment and appointment should be made on 

the basis of merit not ethnic background. 
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ABSTRACT 

One of the greatest challenges facing the Nigerian state is known to be the issue of insurgency predominantly in 

the north eastern part of the country. Boko Haram, the terrorist organization responsible for unleashing terror 

and deploying extensive violence towards the citizens of Nigeria and even foreigners claim to be Muslims and 

are doing it for the cause of Allah. This paper argues that the insurgents are only manipulating the religion of 

Islam so as to trigger hostilities between the Christians and Muslims in Nigeria. This study combined both the 

analytical and descriptive methodology in explaining the variables. This study identified that the manipulation 

of religion in Nigeria is as a result of poor policing on the part of the state to identify and dismantle such acts 

before it degenerates to a higher level and also Boko Haram uses religion being the opium of the people 

according to Karl Marx to control the minds, actions and behaviour of people by deploying the extensive use of 

violence and terror to achieve their selfish agenda. However this paper recommends that in order for radicals not 

to be able to penetrate and manipulate people, there is a need to enhance peace education in Nigeria’s education 

curriculum so as to educate students on peace. Also women should be used as a tool of spreading peace because 

of their maternal attributes 

 

Keywords: Manipulation, Boko Haram, Nigeria, Islam, Christianity 

 

Introduction  

In discussions regarding peace and security in the world today terrorism lies at the forefront with countries 

battling various forms of terrorist groups and organizations. These groups operate at a global, regional or 

national scale depending on the location of their activities. In this article we concentrate mainly on the Boko 

Haram terrorist organization of Nigeria with the aim of providing possible solutions to the conflict. The Boko 

Haram conflict in Nigeria is one that currently rests at the fore in terms of violent conflicts in the country. 

Nigeria has endured years of attacks from the armed group which has engaged in guerrilla tactics thereby 

making them a faceless terrorist organization. While Nigeria suffers the biggest brunt of their attacks, the 

terrorist organization has taken a regional dimension with activities recorded in neighboring countries of which 

Chad, Niger and Cameroun. This regional dimension has forced the affected countries to form a joint military 

action to tackle the group. 

 

The military cooperation amongst these affected States has played a significant role in arresting and reducing 

some of the imminent threats posed by the group however, this paper argues that it is not sufficient that the 

cooperation is only at the military level. It is the opinion of the authors that the cooperation needs to be extended 

to other areas of governance in order to successfully win the fight against Boko Haram. Areas that need to enjoy 

this kind of cooperation include social structures such as education. While members of this organization pose a 

threat to the security of members in the areas out of which they operate, we have to bear in mind that they still 

remain a part of the society and as such, solutions proffered will be geared towards reintegrating them in 

society. 

 

Meaning of Terrorism 
There is no unanimous agreement among scholars on the definition of terrorism. For the purpose of this article 

we will explore definitions from a number of authors in order to find features of terrorism that are unanimously 

accepted by scholars. 

 

The term “terrorism” is usually synonymous with “violence”, however, in its broad sense it encompasses not 

only the use of violence. It includes the threat of violence used to create fear and panic (Proença and Aurélio, 

2011). Terrorism according to Proença and Aurélio (2011) any form of sub-state political violence against the 

state. This definition includes state terrorism, however, it has to be noted that not all forms of violence carried 

out by the state is terrorism. According to Walzer (2015), terrorism includes the deliberate killing of non-

combatants with the purpose of forcing the hand of political leaders. He goes further to include that it is the 

systematic terrorizing of whole populations. Its purpose is to destroy the morale of a nation or a class, to 

undercut its solidarity; its method is the random murder of innocent people (Walzer, 2015). 
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Islam and Conflict 
Considering the nature of the Boko Haram conflict it is important to discuss conflict from an Islamic 

perspective. Islam could be translated to mean submission, a total submission to God. A Muslim therefore is 

said to be liberated from submitting to any other form of authority be it in form of false deities, authoritarian 

regimes, money, passion of self or any other thing. To a Muslim therefore religion has two dimensions, that is, 

vertical and horizontal (Aruoa, 2011). The vertical relationship is between the individual and his or her Creator 

while the horizontal relationship is between the individual and other creatures. Religion to a Muslim affects all 

spheres of life including in conflict situations. 

 

Islam sees conflict as a positive thing and it is stated in Qur’an 49:13 that “O you Mankind! We have created 

you of a male and female and made you nations and tribes so that you may know each other.” This verse states 

clearly that Allah created diversity in order for human beings to learn how to live with each other. This diversity 

which could be a source of many conflicts is due to the fact that people have not learnt to live together and as a 

result diversity is seen as a negative thing. 

 

It could be argued that the reasoning behind the above verse is that Islam encourages conflict and conflict in turn 

drives development. We can imagine a hypothetical society where conflicts have ceased to exist, what will 

follow is stagnation. 

 

The Views of Islam Towards Terrorism 

The holy Quran in so many verses has described the religion to be a religion of peace. The holy prophet 

Mohammed (Peace be upon him) was known to be a peaceful man throughout his life time and even at a point in 

time it was recorded that he actually lived among people who didn’t believe in his faith but lived peacefully with 

them. However there are two categories of people who practice Islam. There are those who practice radical 

Islam and those who practice the religion of Islam. The former are the ones who input their own innovations 

into Islam in order to suit their needs while the later are the ones who practice Islam according to the Quran and 

Hadith of the Holy Prophet Muhammed (Peace be upon him). As Gawrych (2005) notes, the suicide attacks on 

the United States of America on the 11
th

 of September 2011 further made the American government to appetite 

the fact that there are some forms of people who were more extreme than the others. Terrorism above all is 

murder that is why Islam forbids the killing of even an unbeliever, let alone another Muslim. In so many verses 

of the Quran such as in (Qur’an 6:151) which says “and do not kill a soul that God has made sacrosanct, save 

lawfully.” (i.e. murder is forbidden but the death penalty imposed by the state for a crime is permitted)” to 

further buttress the above point Quran 5:53 says, “… whoso kills a soul, unless it be for murder or for wreaking 

corruption in the land, it shall be as if he had killed all mankind; and he who saves a life, it shall be as if he had 

given life to all mankind.”. 

 

Terrorism in Islam, has no hiding place thus the religion has categorically made it clear as to its stand in the 

unlawful killing of people and deploying the excessive use of violence to achieve religious goals. One unique 

thing about terrorists who hide under the guise of Islam is that they repeatedly say that they are doing what they 

are doing for the cause of Allah and when one examines the Quran further to see if there is any match one is left 

in the dark as to where they get their divine inspirations from. Islam does not insist on the imposition of the 

religion on others through the use of force or even violence which is the opposite of what the Boko Haram 

terrorists are doing.  If the motive for terrorism is religious, it is impermissible in Islamic law. It is forbidden to 

attempt to impose Islam on other people. The Qur’an says, “There is no compulsion in religion. The right way 

has become distinct from error.” (-The Cow, 2:256). Note that this verse was revealed in Medina in 622 AD or 

after and was never abrogated by any other verse of the Quran. Islam’s holy book forbids coercing people into 

adopting any religion. They have to willingly choose it. In so many documents that were posted by Boko 

Haram, they insisted that all Nigerian must convert to Islam or face death. In examining further, if they claim 

they are using the Quran as a source of guidance, the above verse proves otherwise to their claims. 

 

In Nigeria today, predominantly the Christians accuse Muslims of attempting to wipe out the Christians of 

Northern Nigeria mainly in the North eastern parts of the country alleging the casualties of Boko Haram Attacks 

are Christians. From both dominant faiths in Nigeria, all have suffered massive casualties such as the recent 

attack on worshipers in Kano during Friday prayers when members of the Boko Haram group attacked Muslims 

as they prayed. It was reported that, up to three bombs went off at different places killing dozens of people 

(Vanguard News, 2014). On the other hand, the Christians have also suffered causalities with scores of 

worshipers killed such as the attack on a village in Bornu state north east Nigeria (BBC News, 2014). From the 

above, it is clear and evident that this criminal organization does not discriminate in the unlawful killing of 

people regardless of ones religious background.  
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Manipulation of Islam by Boko Haram 

Before we begin to discuss on this critical and delicate part of the study, it is important to define what is 

understood by the word Boko Haram. According to Walke (2012), Boko Haram originally known as Jama’atu 

Ahlus-Sunnah Lidda’Awati Wal Jihad is an Islamic sect that has caused havoc all over the northern parts of 

Nigeria including Abuja. Phillips (2015) sees Boko Haram as an Islamic group that has been active in Nigeria 

since 2009. He further states that the name of the group literary means western or non-Islamic education is a sin. 

The urban dictionary, defines Boko Haram as an Islamic sect that projects that western education contradicts 

Sharia law and kills anyone who objects it. Having gotten a few definitions from different sources, it is clear that 

all of the above have one unique attribute regarding Boko Haram as an Islamic sect or an Islamic organization.  

 

However, based on the actions, teachings and even the methodology deployed by Boko Haram, it contradicts the 

teachings and ideology of Islam based on what was recorded in the Quran and Hadith therefore the above 

definitions are faulty since they contradict the teachings of Islam. In our own perspective, Boko Haram is a 

criminal organization who manipulates the religion of Islam to create fear and unleash excessive violence to 

achieve their criminal objectives. Furthermore Boko Haram Members are not Muslims but criminals who hide 

under the religion of Islam to unleash terror, mayhem and havoc on both practicing Muslims and Christians in 

order to give Islam a terrible name. Walker (2012) corroborates this in his study, where he highlighted how the 

group began to rob banks carting away a very high amount of money getting to the tone of up to 2 million 

pounds in 2012. This group also targeted various successful businesses in Borno state and Bauchi. Looking at its 

original agenda as recorded, which posits that western education is unlawful and they aim at Islamizing the 

Nigerian state why has the group resorted to robbing of banks etc.  

 

Late Dr. Yusuf Bala Usman, in His Book “The Manipulation of Religion in Nigeria 1977-1987” defines 

manipulation as “essentially controlling the action of a person or group without that person or group knowing 

the goals, purpose and method of that control and without even being aware that a form of control is being 

exercised on them at all” (Usman, 1987). By this scholarly definition Usman is of the view that people can be 

indoctrinated and manipulated in order to achieve a particular target or objective. Boko Haram projects to the 

people that western education is evil and has brought about the hardship in the society therefore there is a need 

to restructure the society in line with Islamic ideology using the anarchist style of revolution. By carefully 

analyzing the videos and documents posted by this criminal group, we were able to identify that they only read 

out their agenda but they never recite the Kalmatu Shahada (Muslim testimony of faith) or make reference to 

what Allah has said regarding the killing of innocent people to support their agenda of Islamizing the Nigerian 

state. 

 

The manipulation of religion in Nigeria, is deep rooted in the poor living socio-economic conditions of 

Nigerians that is rapidly deteriorating and only a microscopic few of the upper class enjoy the high standards of 

living while the lower class continue to drown in abject poverty and psychological depression (Usman, 1987). 

This is done under the disguise of religion to bring divide among the people of Nigeria. An example of such 

manipulation is explained by Alamatu (2012) where he explained how the organizations recruits its members 

who are mostly the poor then brain washes them and offers them huge amounts of money ranging from 200,000-

100,000,000 Naira to either become foot soldiers or suicide bombers. 

 

Types of Boko Haram 

Due to divergent operations of this criminal organization, we were able to identify three categories of Boko 

Haram. Akinfala (2014) concurs that there are three variants of Boko Haram. There are the criminal ones who 

specializes in bank robbery and extortion, the religious one originally founded by Mohammed Yusuf and the 

political one which attacks other members of political parties (Tukur, 2013). However there have been so many 

documented reports, of Christians either caught with bombs, attempting to bomb a church or are also members 

of Boko Haram. In an interview on the 18
th

 of December 2014 between Vanguard news and Prophetess Nonnie 

who is the president of Nigerian Women in Clergy, she concurred that there are also Christians who are 

recruited by the Boko Haram organization to carry out their evil intentions. In her words she highlighted that 

“…. Even Christians are being recruited by Boko Haram because they have nothing to do. If they are given 

money, they are ready to go…” (Vanguard News, 2014). What this means is that, what is being projected by the 

media and other people all over the world is that Boko Haram members are exclusively Muslims and no other 

person of opposite religion can belong to this group. Similarly on the 21
st
 of June 2012, Aminu Sarki of 

Muslims Against Terror Group came out with a strong statement alleging that many of so called Boko Haram 

bombings or attempted bombings were being carried out by Christians (News Rescue, 2012). Aminu also stated 

that, this group is a fusion of both Muslims and Christians who have similar ideas to use terror as a tool to 

achieve their aims and objectives (News Rescue, 2012). Again Tilde and Tukur (2012) shear the same views 

with the former, where they identified that nine men who are Christians were arrested on the morning of 
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February 26
th

 2012 while attempting to bomb a CONCIN church at Miya Barkate, 20 kilometers along Jos-

Bauchi High way in Bauchi (Sahara Reporters, 2012). The nine suspects are members of the same church, and 

as at the time of filing the report a bomb went off at the headquarters of the same Church killing scores of 

people. However, it is not certain if the former and the later are related (Sahara Reporters, 2012).However, 

Nonie, Aminu, Tilde and Tukur all agree that Christians are deeply involved in this nefarious and dastardly act 

of terrorism.  There is no doubt to the fact that this criminal organization Boko Haram has members who are not 

Muslims who carry out attacks on innocent people. To buttress the above points, below is the time line of how 

some Christians were either caught attempting to bomb or caught with explosive devices. 

 

Year Month Nature of Attack Location 

2011 August Police arrest Lydia Joseph while attempting to burn down 

church 

Bauchi 

2012 January Police arrest Emmanuel King while attempting to bomb RCCG 

church  

Bayelsa 

2012 February Nine Members of CONCIN church attempting to bomb their 

church 

Bauchi 

2012 February Four Christians caught attempting to bomb St Therese’s  

Catholic church Makurdi 

Benue 

Source: Vanguard Nigeria, Sahara Reporters, Leadership News, Premium Times 

 

The Four (R) Recovery Strategy Deployed by Boko Haram 

 

Whenever this criminal organization strikes, the casualty figures excluding the innocent civilians is either on the 

side of Boko Haram or on the side of security forces or sometimes both like was seen at Kodunga, where 

security forces killed over 200 Boko Haram members(Daily Post, 2014). However we identified that this 

organization uses a military style tactic to Re-group, Recruit, Re-kit and Re-arm. By Re-grouping, they 

reassemble in an undisclosed area only known to them and when they recruit they replace those who are killed 

in combat with fresh recruits. When they re-kit, they replace their damaged or lost gear with the exact replica 

used by the Nigerian forces and finallywhen they re-arm they replace lost weaponry, attack military formations 

and cart away arms and munitions and military vehicles like was seen when they attacked Baga town and 

cleared the armoury at Baga barracks (Daily Trust, 2015).  

 

Recommendations 

In finding solutions to any conflict it is important to first understand the conflict. Based on this fact, we have 

provided an extensive background on the Boko Haram group. The next step now is in understanding the nature 

of the goals and positions of the group. We are of the opinion that the Boko Haram conflict falls within 

Category B of this analysis, that is, positions in contradiction appear to be religious in nature however, and goals 

in contradiction appear political in nature. 

 

It is important that proposed solutions appear reasonably acceptable to all parties involved therefore we have 

based our recommendations on solutions that are found within Islamic peace building values. Our proposed 

recommendations need to be implemented by two key players in this conflict: the Nigerian government and 

religious leaders. 

 

We have 3 broad categories of recommendations and they are: a promotion of peace building values found 

within Islamic traditions, education with emphasis on peace education, promoting the role of women in peace 

building. 

 

1. Promotion of Peace building Values Found within Islamic Traditions.  
Some of the practices found within Islam that could be used in promoting peace include social justice 

practices such as Zakkah (almsgiving), Sadaqah (charity) and Waqf (Islamic institutions to assist the 

poor and needy persons). These practices are geared towards the elimination of structural violence that 

leads to poverty which is pillar that holds most conflicts in place. When promoted and practiced as 

prescribed by Islam, they could lead to a breach of the gap between the rich and the poor and a 

significant reduction of poverty. Q 5:8 states as follows: “O you who believe, stand out firmly for God, 
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as witnesses to justice and let not the enmity of others make you swerve from the path of justice. Be 

just: that is next to righteousness, and fear God. Indeed, God is well acquainted with all that you do.” 

 

Islam also preaches the universality and equality of human beings. In Q 7:11 it is stated that “It is we 

who created you and gave you shape; then We bade the angels bow down to Adam, and they bowed 

down; not so Iblis; he refused to be of those who bow down.”  This verse states that all human beings 

were created by God and therefore are equal and no human is superior to another. The verse also 

preaches humility. 

 

Another value that needs to be promoted is the sacredness of human life. According to Q5:32 “And if 

anyone saves a life, it is as if he saved the life of the whole people” Q 6:15 goes further to state that 

“And do not take a life which Allah has forbidden save in the course of justice. This He enjoins on you 

so that you may understand” The verses speak both of the importance of saving a human life and the 

importance of not taking one unlawfully. Islam is not a pacifist religion, it recognized the use of 

violence in certain situations such as in the punishment of a crime committed such as murder. 

However, until it is declared by authority such a judge it is unlawful to take the life of another. 

 

Another value is the importance of tolerance and kindness. Q16:90 states that “God commands you to 

treat (everyone) justly, generously and with kindness” 

 

Finally, Islam also preaches the virtue of forgiveness. In Q23:96 it is stated that “repel evil (not with 

evil) but with something that is better (ahsan) that is, with forgiveness and with amnesty” 

 

2. Education with Particular Emphasis on Peace Education. 
There is a need to enhance peace education in Nigeria’s education curriculum so as to educate students 

on peace. Peace education consists of a variety of approaches, interventions, and initiatives used by 

individuals and scholars in their effort to effect positive change (Shapiro, 2010); the various approaches 

to peace education are multidisciplinary, interdisciplinary and “trans disciplinary” (Alger, 2007:299). 

Since it usually develops in an effort to address a form of violence found in a society, it has been called 

different names depending on the problem it seeks to address: some of which include, “A-Bomb 

education” in Japan, “development education” in South America, “education for mutual understanding” 

in Ireland, and ‘reunification education” in South Korea (Harris 2004:7).   

 

Peace education is “the process of promoting the knowledge, skills, attitudes, and values needed to 

bring about behaviour changes that will enable children, youth, and adults to prevent conflict and 

violence, both overt and structural; to resolve conflict peacefully; and to create the conditions 

conducive to peace, whether at an intrapersonal, interpersonal, intergroup, national or international 

level” (Fountain, 1999:1). 

Since education is a system through which culture is transmitted (Reardon, 2001); peace education is a 

system through which the culture of peace is transmitted. According to the UNESCO, the culture of 

peace is “a set of values, attitudes, modes of behaviour, and ways of life that reject violence and aim to 

prevent conflicts by tackling their root causes through dialogue and negotiation between individuals, 

groups and nations.” (2008, p.3) Here, particular situation peace education could be incorporated into 

the pedagogy of both mainstream and Almajiri education. 

 

3.  The Role of Women in Peace building. 

The role of women in peace building cannot be overemphasized. Women have been seen to play key 

roles in the promotion of peace in their communities. Also women should be used as a tool of 

spreading peace because of their maternal attributes. 

 

Conclusion 

Based on our analysis of Boko Haram, we have reached the conclusion that Boko Haram as an organization 

categorically is not of Islamic background but only uses Islam as a tool for recruiting members and promoting 

their ideologies. It is clear that its members are not entirely Muslims but comprises of people from different 

religious backgrounds and orientations. Terrorism as a dastardly act is generally not accepted by any society, 

and any persons or groups who perpetrates such act is a hater of mankind. Boko Haram does not discriminate in 

unleashing their terror on innocent people. However, members of both the Muslims and Christian faith need to 

be vigilant as to what happens in their society and places of worship so as to prevent any acts of manipulation 

and a repetition of such attacks. Also people need to be their own police and report any persons or groups who 
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are using religion to form a kind of force with the aim of causing a sort of rebellion against the state or people as 

a whole.    

 

It is also important that emphasis is laid on the three responsibilities according to which a Muslim is judged that 

is: 1. Responsibility to Allah (fulfilled through the performance of religious duties such as prayer); 2. 

Responsibility to self (fulfilled through living in harmony with oneself such as the avoidance of harmful 

substances like cigarette); 3. Responsibility to live in peace and harmony with other human beings. It is 

important that people are constantly reminded of the third responsibility.  

 

References 

[Abu-Nimer, M. Framework for Nonviolence and Peace building in Islam, Journal of Law and Religion, (Issues 

1 & 2), 217. (2000)] 

 

[Azumah, J. A. Challenging radical Islam: John A. Azumah explains Islam's relation to terrorism and violence.  

First Things: A Monthly Journal of Religion And Public Life, (249), 33, (2015).] 

 

[BBC News, (2014), http://www.bbc.com/news/world-africa-27690687] 

 

[F. Akinfala et.al, Boko Haram and Terrorism in Northern Nigeria: (A Psychological Analysis)” British Journal 

of Arts and Social Sciences ISSN: 2046-9578, Vol.17 No.I (2014)] 

 

[Gawrych A.  Critical  Examination Of  The Boko Haram Insurgence Attacks In  Nigeria and   Possible 

Solutions, http://www.academia.edu/3331715/(2005),] 

[http://dailypost.ng/2014/soldiers-kill-over-200-boko-haram-members] 

 

[http://dailytrust.com.nt/boko-haram-takes-over-baga-barracks] 

 

[http://newsrescue.com/nigeria/muslims-say-christians-behing-alleged-many-boko-haram-bombings] 

 

[http://saharareporters.com/christians-caught-attempting-to-bomb-church] 

 

[http://vanguardngr.com/2011/08/police-arrest-prostitute-over-alleged-attempt-to-bomb- church-down] 

 

[http://vanguardngr.com/2014/12/christians-recruited-boko-haram-prophetess-nonnie] 

 

[IANCU, Ş. SEVERAL CONSIDERATIONS REGARDING THE TERRORISM CONCEPT. Romanian 

Journal of Forensic Science, 14(5), 1463-1468. (2013)] 

 

[Mamoon Khan, K., Khattak, K. F., Muhammad, N., Amin Khan, K., Matiullah, M., & Khalid Usman, K. 

Encountering Terrorism through Islam and Psycho-Social Communication in  Khyber Pakhtunkhwa, 

Pakistan. Pakistan Library & Information Science Journal, 45(1), 30-36. (2014)] 

 

[(N B. Alamatu., The Maitatsine Saga. Zaria: Zaria Publishing Co. Ltd. (2012)] 

 

[Pal, A. (2011). 'Islam' Means Peace: Understanding the Muslim Principle of Nonviolence Today. Santa 

Barbara, Calif: Praeger.] 

 

[Proen a, J. T., & Aurélio, D. P. Terrorism: Politics, religion, literature. Newcastle, UK: Cambridge Scholars 

Publishing (2011).] 

 

[Tukur, B. “Boko Haram was preparing to declare state of their own”. The Guardian Newspaper, May15, P2. 

(2013).] 

 

[Usman Y.B., The Manipulation of Religion in Nigeria 1977-1987 Kaduna Vanguard Printers and Publishers 

Kaduna. (1987)] 

 

[Vanguard News, (2014), http://www.vanguardngr.com/2014/11/boko-haram-suspected- emirs-mosque-

bombed/] 

 

[Walker, (2012), http://www.usip.org/publications/what-boko-haram] 

http://www.bbc.com/news/world-africa-27690687
http://www.academia.edu/3331715/
http://dailypost.ng/2014/soldiers-kill-over-200-boko-haram-members
http://dailytrust.com.nt/boko-haram-takes-over-baga-barracks
http://newsrescue.com/nigeria/muslims-say-christians-behing-alleged-many-boko-haram-bombings
http://saharareporters.com/christians-caught-attempting-to-bomb-church
http://vanguardngr.com/2011/08/police-arrest-prostitute-over-alleged-attempt-to-bomb-%09church-down
http://vanguardngr.com/2014/12/christians-recruited-boko-haram-prophetess-nonnie
http://www.vanguardngr.com/2014/11/boko-haram-suspected-%09emirs-mosque-bombed/
http://www.vanguardngr.com/2014/11/boko-haram-suspected-%09emirs-mosque-bombed/
http://www.usip.org/publications/what-boko-haram


 
 

ICSSL -2015 | The Manipulation of Religion in Nigeria: The Boko Haram Insurgency 557 

 

POLITICAL SCIENCE International Conference on Social Science and Law 

 

[Walker, A., “What is Boko Haram?” Washington: UNO Publication,(2012)] 

 

[Walzer, M. (2015). Islamism and the Left. Dissent (00123846), 62(1), 107] 

 

[Weinberg, L., & Eubank, W. (2010). An End to the Fourth Wave of Terrorism? Studies In Conflict & 

Terrorism, 33(7), 594-602.] 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

ICSSL -2015 | Culture, Corruption and the Development Enterprise in Nigeria 558 

 

POLITICAL SCIENCE International Conference on Social Science and Law 

Culture, Corruption and the Development Enterprise in Nigeria 
 

Philip Vande 

Department of Political Science and Diplomacy 

Veritas University, Abuja 

(The Catholic University of Nigeria) 

Zuma II, Bwari Area Council, 

PMB 5171, 

Wuse GPO 

FCT, Abuja. 

+2347034611750, +2348027632771 

vandep@veritas.edu.ng, philvande@yahoo.com 

 

Abstract 

Indiscipline and various forms of unethical behaviour are fast becoming the Nigerian way of life, replacing hard 

work, industry and merit. Corruption, which stands out among all forms of unethical behaviour has become 

accepted as a norm and has finally settled in the mind of the people, creating a culture of impunity, lawlessness, 

endless material acquisition and discontentment, especially for public servants. The Nigerian people have now 

accepted this situation as given and dictated from above and therefore consider their conditions as unchangeable 

and immutable. The corrupt mentality of the elite has consequently, made prisoners of the mass of Nigerians – 

by a warped sense of values and the Nigerian masses, religious, traditional and cultural organisations have come 

to admire and celebrate ill-gotten wealth. It has therefore become a national culture to accumulate wealth and 

play the ‘big man’. In spite of Nigeria’s endowment, she has become a veritable wasteland, where the 

development enterprise has remained elusive and enigmatic, resulting to destitution and penury. Adopting the 

Anomie theory, as proposed by Robert Merton and basing its methodology on secondary sources, the paper 

concludes that Nigeria is characterized by confused values and normlessness which results to the evolving 

Nigerian culture. The paper also concluded that corruption and other forms of unethical behaviour, fast 

replacing the values of hard work, industry, discipline, honesty, etc have catastrophic consequences on the 

development enterprise, which the country earnestly yearns for. Thus, a proper programme of national re-

orientation and a total overhaul of the anti-corruption agencies is recommended, among others, as a panacea for 

the current national decay. 

 

Key words: Culture, Corruption, Anomie, Development, Materialism and Leadership. 

 

Introduction 

An untamed culture of corruption has continued to plague the Nigerian society in all sectors at an alarming rate, 

creating a culture of acceptability of such a way of life. That corruption is endemic and has assumed a national 

way of life is a disturbing reality in Nigeria. It was in this light that Achebe (1983:38) averred that anyone who 

can say that corruption in Nigeria has not yet reached an alarming proportion is either a fool, crook or else does 

not live in Nigeria. He further posits that the situation has become so worse to the extent that keeping a Nigerian 

from being corrupt is like preventing a goat from eating yam. This menace is not just monumental, but severe, 

devastating and constitutes major impediments to national development. This explains the failure of so many 

successive development agendas and programmes in Nigeria. Corroborating this view, Anazodo, Okoye and 

Ezenwile (2012:124) submit that corruption in Nigeria has affected all the political, economic and social facets 

of Nigeria and these are responsible for decayed infrastructure, downturn of the economy, fragile political 

institutions and steady decline in all institutions of national development. The mind boggling fact is that the law 

enforcement and anti-corruption agencies seem helpless in curbing this trend. 

 

Although corruption is a universal phenomenon, the rate and toleration of corrupt acts vary from place to place, 

basically determined by the socio-cultural environment in a particular place. In Nigeria, corruption has become 

stranger than a fairy-tale, increasing and manifesting in unimaginable ways of private and public life. Again, 

corruption of unimaginable magnitude is raging between and within communities, gradually assuming the 

character of the society generally. Surprisingly, corruption has come to be tolerated and encouraged by the 

agents of socialization (the family, the school, the church/mosque, peer groups, media, occupational groups, etc) 

which ordinarily should have been responsible for disapproving acts that are anti-social, anti-people and anti-

development. In his view, Onoge (1998:65) opines that, “the problem is that the government which is needed to 

defeat corruption is the core of the problem in Nigeria. It is government that has contributed most to lowering 

the moral tone of society in Nigeria; it is in government that corruption thrives most”. Thus, when Achebe 

(1983:1) declared that “the trouble with Nigeria is simply and squarely the failures of leadership,” he further 

submitted that “Nigerians are corrupt because the system under which we live makes corruption easy and 
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profitable”. The implication of this is that the socio-political and economic environment of Nigeria is beclouded 

in impunity and lawlessness that corruption and other unethical behaviour have become pervasive. 

 

The continuing manifestation of corruption and the seeming helplessness of the state to curb the menace clearly 

indicate that the Nigerian State has not just failed to uphold its traditional moral values, its religious norms and 

tenets but has rather encouraged raw, unbridled and unregulated capitalist tendencies. This can be seen in the 

habits of excessive materialism, the spirit of material discontentment and the inordinate and excessive 

accumulation of national wealth by individuals without regard to the collective interest and welfare of the larger 

society (Irikana, Epelle and Awortu (2013:30). In other words, obsession with materialism, compulsion for a 

shortcut to affluence, glorification and approbation of ill-gotten wealth by the general public are among the 

reasons for the persistent corruption and indiscipline in Nigeria. More so, the derailment of the state from its 

traditional roles and functions tend to deepen the matrix of social inequality and to destroy, not just the local 

economy or material conditions of existence but also the entire cultural cosmos within which communities 

define themselves, perceive their collective interests and derive their social cohesion. The centrality of the state 

in the society’s entire life and the shattering of cultural values, the fabric that bound society together create a 

psychological vacuum: age-long values are set aside and a new reality forms the underlying principle for 

individual and community activities. 

 

The thesis of this paper is that culture is central and relevant in upholding the moral and ethical tone of the 

society. The paper also argues that disorganizing and disintegrative forces have contributed to a breakdown in 

the socialization process - a process of teaching and learning of social roles which encourages norms and values 

in the society. What then is the cause of the disorganization and disintegration of cultural values that had 

hitherto inhibited unethical behaviour? What is the impact of the emerging socio-economic and political culture 

on the development agenda of the Nigerian state? 

 

Conceptual and Theoretical Issues 

i) Culture 

Generally, culture refers to the arts and manifestations of human intellectual, including the ideas, customs and 

social behaviour of a particular people or society. The term has been defined by Hofstede (1997:5) as the 

collective programming of the mind which distinguishes the members of one group or category of people from 

another. It follows therefore that culture is learned from the social environment one lives in and is not inherited. 

According to Banks and McGee-Banks (1989), the essence of culture is not in the artifacts, tools, or other 

tangible cultural elements but how the members of the group interpret, use and perceive them. They aver that it 

is the values, symbols, interpretations and perspectives that distinguish one people from another in modernized 

societies. We can therefore define culture here as the shared patterns of behaviour and interactions, cognitive 

constructs and affective understanding that are learned through a process of socialization. These shared patterns 

identify the members of a cultural group while also distinguishing those of another group. 

 

ii) Corruption 

Corruption, as a concept, is difficult to define to cover the broad range of human actions that are unethical. In 

Obansajo’s (2000) view, corruption covers a wide spectrum of acts such as the use of one’s office for pecuniary 

advantage; insincerity in advice with the aim of gaining advantage; less than a full day’s work for a full day’s 

pay and tardiness and slovenliness. Other forms of corruption include unconventional and fraudulent trade 

practices; misappropriation or diversion of funds; kick backs; under and over-invoicing; false declarations; 

abuse of office and collection of illegal fees (NEEDS, 2004).  Suffice to add it that corruption is behaviour that 

deviates from the formal duties of a public role because of private interests regarding pecuniary or status gain. 

 

Furthermore, Hagher (2002:20) defines corruption as: 

 

The state of degradation which human beings descend to when they change from the ideal state of 

sound moral values and human conduct… to a debased and vitiated state with infected and tainted 

values and behaviour that express human greed, selfishness, dishonesty, loss of integrity and the 

giving and receiving of bribes to thwart just proceedings, in order to gain unfair advantage.  

 

Corruption is therefore a deviation from the behaviour that is normal, moral, right and just in order to gain 

undue advantage over others. It is a threat to everybody in the society because it thrives on injustice and the 

granting of unfair advantage to the corrupt. Corruption encourages the reign of dishonesty, while it vilifies and 

diminishes honesty and the rule of justice. A corrupt person is one whose innate goodness has been infected, 

tainted or contaminated by badness which ramifies in his conduct which is characterized by moral pervasion, 

dishonesty, bad judgment and decisions as well as the pervasion of justice; the correct way of doing or saying 
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things and giving and receiving bribes to thwart legitimate course and proceedings and through this, bring unfair 

benefits to the corrupt. Corruption has been a major cause of injustice in society, where greedy and selfish 

people pervert the norms of society that guides its well-being. Corruption is the most perverse and unethical 

behaviour that has infected the leadership in Nigeria, thus damaging the fabric of the Nigerian society and 

retarding development and growth.  

 

(iii) Development 

The concept of development has been enmeshed in definitional crisis, particularly as development is a complex, 

multidimensional, multifaceted and dynamic concept. Development has been viewed variously to mean 

economic growth; a reduction in poverty, unemployment, inequality and dependency; provision of basic needs; 

and as democracy and good governance (Umo, 2007:600). Irrespective of the controversy, it is important to see 

development as a process that involves the progress of people in the society. Inasmuch as people live within 

some form of social framework consisting of social, economic and political structures, development involves 

progressive changes or transformations of these structures (Okpaga, 1999:35).  

 

The foregoing implies that development must necessarily include the eradication of absolute poverty, 

malnutrition, illiteracy, disease and unemployment. It must be human and ensure the proper well-being of the 

generality of the people. Development also ensures liberty and freedom of individuals to seek, demand and 

enjoy a wide variety of rights ranging from civil, political, social, economic and cultural rights. It has to go 

further from specific economic goals to non-economic goals as adequate health, education, environmental 

sanitation facilities and the granting of personal and individual freedoms and liberties. The indicators of 

development therefore include a reduction in infant and maternal mortality rate, shifts in social status, 

employment opportunities, increase in life expectancy, as well as housing, water supply, nutrition, education etc. 

In a nutshell, the current idea of development places emphasis on people as the objects of attention and has gone 

beyond normal growth in the volume of goods and commodities. This implies that development is a process of 

societal advancement where improvement in the well being of people are generated through strong partnerships 

between all sectors, corporate bodies and other groups in the society.  

  

Theoretical Framework 

The theory adopted to explain this problem under investigation is Robert Merton’s Anomic Theory, also known 

as means-ends theory. The Anomie Theory adopted here is the strand proposed by Merton (1960) in the 

tradition of Durkheim’s concept of anomie - a situation of normlessness - where the roles governing behaviour 

and social life have become unclear. Merton’s position is that “the social and cultural structure of the society 

generates pressure for socially deviant behaviour upon people variously located in that structure”. In it, Merton 

tries to explain why the rate of deviant behaviour differs so dramatically in different societies and for different 

sub-groups within a society. In his original work, Merton (1940), deals with the overall functionalist perspective 

which put a great deal of emphasis on the role of culture, particularly in unifying aspects, but he subsequently 

adopt a concept he borrowed from Durkheim to analyse situations in which culture create deviance and disunity. 

In Durkheim’s usage, ‘Anomie’ refers to a situation in which cultural norms break down because of rapid 

change. In slightly modifying the concept, Merton uses Anomie to refer to a situation in which there is an 

apparent lack of fit between the cultural norms about what constitutes success in life (goals) and cultural norms 

about the appropriate way to achieve those goals (means).  

 

In the 1960s, Merton used the term to describe the differences between socially accepted goals and the 

availability of the means to achieve those goals. The theory is useful because it has explained the cause of 

different forms of deviant behaviour. Anomie is a sort of psychological “state of confusion” in which an 

individual observes a conflict between the prescribed and commonplace social goals and the culturally-

acceptable, “legitimate” way to pursue those goals (Gomme, 2007: 48). As Merton (1960) submits, crime and 

deviance are caused by an imbalance in social order, when individuals utilize the most convenient means, 

including crime, to achieve their goals. According to Merton, every society has culturally defined goals and 

institutionalized means of accessing the goals. Only in societies regarded as stable and balanced would great and 

equal emphases be placed on both the cultural goals and institutionalized means. In so many instances, this is 

not to be.  

 

The anomie theory sees corruption (deviant behaviour) as emanating from the social structure of the society, 

which exerts a definite pressure upon certain individuals in the society to engage in non-conforming conduct. 

Merton (1960) has succinctly put this in another way when he asserts that a society in which there is an 

exceptionally strong emphasis upon specific goals without a corresponding institutional means or procedures, 

will inevitably lead to anomie. In this way, Metiboba (2012:159) notes that each culture establishes goals and 

interests which people are encouraged and expected to pursue and prescribes the method to be followed in 



 
 

ICSSL -2015 | Culture, Corruption and the Development Enterprise in Nigeria 561 

 

POLITICAL SCIENCE International Conference on Social Science and Law 

seeking these approved objectives. It is when these means fail to match the goal of the individual in question 

that the individual becomes socially disorganized. 

 

It is apt to submit that the Nigerian society tends to over-emphasize the individual goal attainment at the 

expense of the legitimate means of achieving these set goals. In Nigeria, material acquisition has virtually 

become the ultimate goal and the society does not appear to be concerned with how one “makes” it or has come 

to “belong”. All that is important is that one has “arrived”. The marked discrepancy between the goals and 

means in the society invariably leads to various forms of corruption such as embezzlement of public funds; 

offering and acceptance of bribe, electoral fraud, recklessness and impunity, examination malpractice, which in 

all mar development efforts in Nigeria. 

 

The Emerging Nigerian Culture 

A particular culture identifies a people and cultural values are protected and propagated because they give an 

identity to a particular group of people. It is culture that transmits values and norms that are cherished by a 

people from one generation to another. In all cultures, there are ways of approving and disapproving certain 

behaviour that conform or deviate from the standard form. Many a national culture, including Nigeria’s, 

cherishes and encourages honesty, hard work, industry, dedication and commitment to duty. 

 

In the contemporary Nigerian society however, these values are gradually weakened or attenuated. In other 

words, the values embodied by society’s institutions like the family, educational and religious institutions and 

other community organizations are disorganized, weakened and attenuated. This implies that cultural and 

national values have progressively nose-dived and become irrelevant to individuals and to the specified 

collectivity, in this case, the Nigerian society. The attenuation of cultural values, as submitted by Irikana, Epelle 

and Awortu (2013:33) is indicated by their distortion, their selective disuse or their withering away. Cultural 

attenuation therefore occurs when societal values cannot be realized, and hence, falls into disuse. 

 

The emerging Nigerian culture therefore manifests in the inability to realize common values and consequently, 

the inability to prevent crime, unethical behaviour or the inability to realize the value of living free of predatory 

crime. Suffice to add it that a community or national culture is strong when norms and values are not only 

shared by community or society’s members, but are also visibly present in their everyday life and regularly in 

social relationships such as the agents of socialization – the family, schools, church or mosque, peer groups, 

mass media, etc, especially the government of the state. The approving and disapproving gestures of the agents 

of socialization has gone a long way to weakened cultural values. Put differently, the diminished physical 

embodiment of values, such as being honest in all transactions in the face of adversity, etc. weakens the 

perception of widespread conventional values. Thus, when cultural values are attenuated, such a culture cannot 

provide the basis for effective social control. 

 

Suffice it to argue that the social structure in Nigeria presents a fertile ground for the growth of corruption. 

Nigeria is a society of two “publics”: the national public and the communal public. Primary loyalty appears to 

favour the community at the expense of the nation. Thus, it is quite tolerable in Nigeria to divert and illicitly 

appropriate public funds at the national level and use it for personal, family and community projects. By the 

same token, it would seem to be quite legitimate in the eyes of most Nigerians, to use one’s official position to 

facilitate the employment of one’s own kith and kin. Indeed, not to do so may attract local sanctions for the 

‘deviant’ public officer at the community level. The Nigerian society is also characterized by high level of 

inequality, with a wide gap existing between the rich and the poor. An informal way in which this problem is 

addressed is through the construction of networks of patron-client relations between the rich and the poor, 

between the politically well positioned and those with little or no access to state power. The wheels of this 

network are oiled by proceeds from public funds. In return for financial assistance or reward from the patrons, 

the clients offer loyalty, which sometimes manifests as open defence or rationalization of corrupt practices 

perpetrated by the patrons. 

 

Furthermore, the weakening of the conventional cultural values, as a result of the failure of the socialization 

process has created a culture of unbridled and unregulated materialism. This has created a society that advocates 

and worships material wealth irrespective of how the wealth was acquired. It is not bothered about the 

institutionalized means and structures of acquiring wealth rather the end justifies the means. As Iheriohanma 

(2011:134) submits, this society challenges its members to excellence, wealth and material acquisition, 

uncritical achievement motive and drive etc.; makes comparison between it, individuals and other developed 

societies and wealthy individuals; adores wealth and rewards achievement irrespective of its source. It develops 

excessive euphoria and craves for materialism and achievement, however inordinate.  
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This type of culture and society associates itself proudly with mediocrity against meritocracy; indulges in 

frivolous, ostentatious and stupendous expenses and lifestyle against industry, entrepreneurship, capacity 

building, industry and hard work; involves itself in gigantic project execution and merriment and culture of 

replacement as against sustainable, prudent project execution and culture of maintenance; its leadership uses 

force and coercion to secure allegiance and obedience from citizens instead of followership, obligation and 

obedience to constituted authority; leadership abhors opposition and deals decisively with it as ‘miscreants and 

disgruntled elements’ instead of seeing criticism as healthy for improvement and advisory in nature; leadership 

institutionalizes itself in office and does everything to hang on to power; the society is bereft of knowledge-

leadership imbued with critical qualities of listening, accommodation, flexibility, resource power, 

understanding, uprightness, adherence to rule of law, etc. to address political and socio-economic challenges of 

the nation.  

 

Again, such a society ends up producing irrationally behaved members whose focus is individualistic rather than 

altruistic. The leaders have the propensity to primitively accumulate wealth even for their children’s children yet 

unborn. They adopt capitalism as a way of life to justify their craze for excessive profit, a cardinal focus of 

capitalism and which drives the proponents to inordinate and abrasive behaviours, of which corruption is a 

pillar. Inordinate ambition and behaviours for primitive accumulation of wealth drive people to excessive profit 

to keep afloat. Pervasive acts on institutionalized and legal structures are adopted as acceptable means of 

achieving success through gift-giving, courtesy calls, praise-singing, sycophancy, bag carrying, patron-client 

relationship, etc. These acts facilitate corruption as there is lawlessness especially in the midst of plenty. The 

perverted situation creates opportunities for the impressionable, aggrieved and the perceived marginalized, 

especially to adopt corruption as a way of life to access ‘public’ material wealth (Iheriohanma, 2011:134) as 

they feel their ways are blocked by the corrupt political leadership and their policies. 

 

Given this scenario, Nigeria has continuously ranked as one of the most corrupt countries in the world. The 

Transparency International’s Corruption Perception Index (CPI) for 2013 placed her 144th out of 177 countries 

in the world (Vanguard, 2013). The alarming rate of corruption in Nigeria confirms and justifies Kukah’s 

(2010:49) assertion that:   

 

 corruption… more than any other thing, is the greatest obstacle to  personal, communal  and 

national growth. Nigeria’s case is worse….We have no rule and no mechanisms of  restraint. To respond 

to the peculiar nature of our situation, the abnormal has now  become the normal….  

 

This rating comes pari passu with a high ranking in the religiosity index using indicators such as the Pew 

Research Centre’s Forum on Religion and Public Life which indicates that 90% or more of Nigerians are deeply 

committed to Christianity or Islam and yet many continue to practice elements of traditional African religions. 

Furthermore, the 2007 Global Attitudes Project found that a high percentage of Nigerians (over 80%), express 

concern about political corruption as a very important problem (Simbine, 2012:1-2). 

 

It is an undisputable fact that there is cultural disorganization created and fuelled by the socio-political and 

economic processes in Nigeria. The hitherto cherished values of the society such as respect for elders, status 

system based on age, nobility and achievement, hard work and honesty have been thrown to the dogs and the 

Nigerian ways of life have more or less become valueless and norm less. This environment has become 

increasingly conducive for unrestrained corrupt practices and indiscipline. Such cultural disorganization has 

rendered the agents of socialization, which are supposed to transmit values and norms, ineffective. There is 

therefore a correspondence between the current rates of normless and valueless Nigerian society with the lust 

and craze for unregulated material acquisition and wanton disregard for rules and processes. 

 

The Elements of Corruption the Development Enterprise in Nigeria 

It is a widely held view that the prevalence of corrupt in Nigeria has a tremendous adverse effect on the quality 

of life, living standard and national psyche. To the corrupt individuals and leaders, national objective is very 

secondary; nationalism, patriotism and national interest are not considered; more considerations are given to self 

rather than the interest of the society without minding the disruptive impact. Corruption in Nigeria is a social 

malaise which has accounted for lack of vision and mission by government officials. It is an evil wind that 

brings a society no good. The system has become so bad that one has to bribe to get one’s child into a school, to 

secure a job and to retain it, to pay some percent on every contract obtained, to bribe the tax officers to evade 

tax, to get proper attention and treatment; this catalogue of shame is endless. Corruption has eaten so deep into 

the fabric of the Nigerian society that no segment can claim immunity from its ugly effects, not even religious 

bodies.  
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It is important to reiterate that corruption is a universal phenomenon and its roots are to be traced within the 

society and not in human psychology (Irakana, Epelle and Awortu 2013:34). The one million naira question 

here is how has corruption assumed the national character and has become an acceptable norm and value in 

contemporary Nigeria? Corruption has become a normal practice in Nigeria and many people engage in the 

practice without any qualm of conscience. It pervades all strata of the society from the highest levels of political, 

economic and business elite to the ordinary person in the village. 

 

Many scholars have agreed that corruption manifests in various ways in Nigeria, which include inflation of 

government contracts in return for kickbacks, fraud, falsification of accounts, age, examination malpractices in 

educational institutions, the giving and taking of bribes, electoral malpractice, pervasion of justice by the police, 

the judiciary and other law enforcement agents, tax evasion by individuals and corporate bodies, over invoicing, 

hoarding, smuggling, adulteration of market products, etc. In all the above instances, the magnitude of 

corruption is conditioned and facilitated by a variety of factors including the effectiveness of external checks, 

level of administrative discipline, strength of internal norms and values, the level of economic development and 

the level of acceptance and toleration of such unethical behavior by a society or culture (Irakana, Epelle and 

Awortu 2013:34). 

 

More so, Zimako (2009), in Irikana, et al (2013:35) maintains that, a poor approach to the people’s welfare and 

generally low levels of economic activities encourage the spread of corruption. This is being reinforced by the 

near total collapse of traditional age-long values, such as discipline, contentment and honesty. Consequently 

therefore, the collapse of value system in Nigeria makes the phenomenon of corruption and other forms of 

unethical behaviour thrive even in the face of growing religiosity and anti-corruption agencies. It is the collapse 

of the value system that has led to the inordinate desire by the old and young to use every means, fair or foul to 

acquire material wealth. In fact, there is a craze in the Nigerian society for money and all that money can buy, or 

make possible. This craze has given rise to all manner of unethical behaviour not just in the family, but also in 

religious circles, traditional institutions as well as in all official and unofficial facets of the Nigerian society.  

 

It is important to reiterate that economic corruption is the base and the springboard of all other forms of 

corruption - political, bureaucratic, judicial, moral, electoral, security, and religious, social and educational 

institutions corruption. It is therefore apt to emphasize that a society’s social and moral values reflect and are 

anchored on specific material conditions, especially as it relates to the issues of distributive justice (Ake, 1981). 

This is the more reason why the state has the greatest share of the blame, not just for the collapse of values but 

more importantly for the deteriorating conditions of material life for the generality of Nigerians. 

 

Furthermore, personal ambition, reinforced by societal expectations, often induces and dictates the rate of 

corruption in Nigeria. Anybody who for instance gets appointed or elected into an office, private or public, 

expects and is expected to make and become the economic and political saviour or godfather of his/her 

community. In addition to the expectations, there are hangers-on, who wait to have a share of their ‘national 

cake’ through their illustrious son or daughter, by distribution of cash and or influencing admission and 

employment as well as government contracts for the members of the community. These expectations fuel and 

induce corruption. 

 

Similarly, the craze for ostentatious display of affluence is another source of the collapse of values and 

proportional growth of corruption in Nigeria. As observed in Irikana, et al (2013:36): 

 

Everybody wants to own an array of expensive cars, and good number of rentable houses. The haves 

display their affluence in several ways- by buying chieftaincy and religious titles, honorary doctorate 

degrees, floating expensive social parties…wearing expensive garments, necklaces and chains, 

donating huge sums of money on birthdays, launching ceremonies, traditional weddings, church 

harvests and bazaars, expending large amount of money on funerals…. 

 

Such ostentatious display of wealth, often stolen wealth is encouraged by traditional and religious institutions, 

which are expected to be the custodians of cultural, religious and moral values and norms. In such circumstances 

therefore, other members of the society do all within their powers and given any opportunity, to either ‘make it’ 

or “belong’. Thus ‘he has arrived’ mentality manifests in the struggle or hunt for the acquisition of titles and 

even certificates - chieftaincy, honorary and even academic doctoral degrees, knighthood in the religious circles 

and other traditional titles. There is therefore an indulgence in all manner of unethical behaviour and vices that 

makes ones economic standing blossom to meet up with all these elements.  
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The society has accepted this as a way of life and every family, culture or segment of the Nigerian society 

expects and look up to their sons and daughters to do everything to belong or arrive. According to Mezieobi 

(2012), the conspicuous symbols of Nigerian success include possession of a retinue of flashy cars and houses, 

inelastic overseas travel undertaken by parents and their children as well as ensuring that the education of their 

children is undertaken abroad. There is therefore an endless stealing of the common wealth to satisfy individual 

and group whims and caprices. 

 

Though corruption has existed in some form at all levels of human history, the pre-colonial Nigerian societies 

universally frowned at unethical behaviour and condemned corruption. As submitted by Irikana, et al, 

(2013:39), the moral values of the society were determined by the collective conscience, that is, the moral 

values of society were binding on all members of its members. As such, the individual code of conduct was part 

of the societal code of conduct. In fact, violators of the laid down norms offended not only the living but also the 

ancestors. Thus, the guilt was shared by the collective group in which he or she was socialized. In such a 

manner, individuals tended to avoid crime and other unjust acts because the culprits offended not only the living 

but the dead. Consequently, punishment for crimes could affect the whole community. Again, religion was tied 

to the social structure and therefore the moral codes which individuals must obey or be ostracized were part of 

the religious codes. Such a collective conscience was the crux of traditional religion and thus there were strict 

rules which all members adhered to because crimes of individuals brought shame to the group. By all intents and 

purposes, there were prohibitions against stealing, conversion or plunder of public resources for private gain, all 

elements implicit in the modern manifestations of corruption in government. There were also quite profound 

social and political consequences for those involved in such conduct. 

 

Again, corruption in all forms in Nigeria can be attributed to the growing acquisitive culture, tendency of 

materialism, the inordinate pursuit of wealth and material possession, poor wages and salaries, weak institutions, 

bad leadership etc. More so, ethnic rivalry and primordial sentiments that pervade the socio-political process in 

Nigeria have a spillover effect on the authoritative allocation of resources within the political system. Thus 

institutions which should ideally be impartial and dispassionate arbiters are themselves wearing ethnic 

complexion and their performance is meanly measured by the degree and magnitude of favours done to the kith 

and kin of individuals or groups (Abubakar, Akindele, Adeyemi, Oluwatobi and Olugbemi, 2013:49). With the 

disorganization of values and emergence of the modern state, individuals and groups struggle and compete for 

resources, using government apparatus or institutions to achieve their aim. Again, with institutional decadence 

and a relaxed system of values and norms, everything and anything goes. 

 

The Politics of Corruption and Development in Nigeria 

Various scholars have documented the myriad negative impacts of corruption on the socio-political and 

economic development of societies (Mauro, 1997; Sen, 1999; Lipset and Kens, 2000; Sen 1999). It has been 

noted that corruption causes a reduction in quality and quantity of goods and services available to the public, as 

companies would cut corners or hoard goods to increase profit margins. More so, corruption negatively impacts 

economic growth. According to Lipset and Kens, (2000), its effect on growth is in part, as a result of reduced 

level of investment, as corruption adds to investment risk. Corruption reduces public spending on education 

(Mauro 1997). And the effect of corruption on education comes from the fact that governments spend relatively 

more on items to make room for “graft” (Lipset and Kens, 2000).  

 

Furthermore, corruption impacts negatively on government expenditure, because corrupt government officials 

would shift government expenditures to areas in which they could collect bribes easily. Unfortunately, this 

makes large and hard-to-manage projects, such as airports or highways or ‘large, high-cost capital intensive 

projects’ easy prey to frauds. This is probably one of the reasons many development projects are often made 

unnecessarily complex in Nigeria to justify the corrupt and huge expense on it. Again, Kofi Annan (2003) in 

Osah, Osundina, Ayim, Nwokocha and Chioma (2014:2), presents the negative effects of corruption in this 

manner: 

 

Corruption hurts poor people in developing countries disproportionately. It affects their daily life in many 

different ways, and tends to make them even poorer, by denying them their rightful share of economic 

resources or life-saving aid. Corruption puts basic public services beyond the reach of those who cannot 

afford to pay bribes. By diverting scarce resources intended for development, corruption also makes it 

harder to meet fundamental needs such as those for food health and education. It creates discrimination 

between the different groups in society, feeds inequality and injustice, discourages foreign investment 

and aid, and hinders growth. It is, therefore, a major obstacle to political stability and to successful social 

and economic development (Osah, et al, 2014:2). 
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It is more important to note that corruption has taught the Nigerian society a wrong lesson that it does not pay to 

be honest, hardworking and law-abiding. This is because through corrupt means many political office holders 

have acquired wealth and property in and outside Nigeria and display their ill-gotten wealth without the society 

blinking. This has, unfortunately, made politics a big business (a do or die affair) in the society, because 

anything spent to secure a political office is regarded as an investment that matures immediately one gets into 

office. Similarly, corruption wastes skills, as precious time is often wasted to set up chains of committees to 

fight corruption, and monitor public projects, which are often abandoned by contractors in collaboration with 

some unscrupulous politicians. Thus corruption discourages honest effort and valuable economic activities, and 

breeds inefficiency and nepotism. It leads to ‘information distortion’ as it ‘cooks the books;’ and ‘a high level of 

corruption can make public policies ineffective’ (Sen 1999). Suffice it to add that corruption and poverty in 

Nigeria is perpetuated by the political and business elite. 

 

To Egharevba and Chiazor (2012:12), corruption on the part of the leadership has been the bane of development 

in Nigeria. This is significant so because the greatest challenge to Nigeria’s development are Nigerians 

themselves as represented by the political leaders who should be held responsible for the present pathetic state 

of underdevelopment in the country. It is apt to submit that the most tragic consequence of corruption in Nigeria 

is its effects upon the attitudes and mentality of the people. It has created a widespread feeling of frustration, of 

disgust and cynicism, which has in its turn undermined the enthusiasm for and faith in the state. The rate and 

tolerance of corruption from the managers of the Nigerian state, qualifies it to be called a ‘failed’ state, given its 

kleptocratic and “lootocratic” nature, coupled with its consistent failure to meet the expectations of the people to 

live improved living standards (Egharevba and Chiazor (2012:16).   

 

It is clear from the foregoing discourse that corruption is Nigeria’s greatest albatross, responsible for its state of 

instability, debt overhang, and barrier to democratic elections and impediment to flow of foreign direct 

investment (Ribadu, 2007). In all, corruption leads to economic inefficiencies, inhibits long-term foreign and 

domestic investments, misallocates talents to rent seeking and away from productive activities; induces wrong 

sectoral priorities and technological choices. It also undermines state effectiveness in the delivery of services, 

and the protection of the vulnerable and the environment. Corruption promotes economic decay and social and 

political instability, perverts the ability of the state to foster the rule of law, and eventually corrodes trust and 

undermine legitimacy. These costs mean that sustained development in Nigeria requires mounting a frontal 

attack on corruption. It also requires a total re-orientation of the Nigerian socio-cultural, political and economic 

spheres of national life.   

 

As Ogbeidi (2012) submits, corruption is the bane of Nigeria’s socio-economic development. Today, in Nigeria, 

there is a consensus among well-meaning individuals and foreign nations that corruption has inevitably become 

a major clog in the quest for sustainable growth and development. It is further agreed that it must be halted 

before it shut down the country. It is the single most critical impediment to achieving the Millennium 

Development Goals (MDGs); and like a deadly virus, it attacks the vital structures and systems that engender 

progressive functioning of the society. Again, corruption stands out among all behaviour that is unethical and 

that hinders development in Nigeria. As such, Nigeria is still grappling with the dilemma of corruption that has 

largely retarded social development, undermined economic growth, discouraged foreign investments and 

reduced the resources available for infrastructural development, public service, and poverty reduction 

programme. Much more disturbing, the scourge of corruption leaves the poor perpetually disproportionately 

under-privileged, even as it renders the development of democracy and the building of a society of opportunity 

more problematic (Ribadu, 2007). Thus, by diverting assets away from their intended use, corruption can be said 

to be the single most important factor responsible for the failure of governance and lack of sustainable socio-

economic development in Nigeria. 

 

More so, Nigeria’s image and identity is that replete with confused, factionalized and extremely corrupt elites 

with a limited and confused sense of national interest. These elites lacking strong and viable base in production, 

turns the state as its primary instrument of primitive accumulation. In the end, the state is mangled and rendered 

impotent in the quest for nationhood, growth and development, much less democracy (Ojukwu and Shopeju, 

2010:15). As Ake (1996:6) submits, political power has remained the same – immense, arbitrary often violent 

and always threatening. Thus, politics remained a zero-sum game; power was sought by all means and 

maintained by all means.  Corruption has therefore created and left Nigeria a legacy of intense and lawless 

political competition amidst an ideological void and a rising tide of disenchantment with the expectation of a 

better life. The political environment from independence till date is profoundly hostile to development.  To Ake 

(1996:7): 
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 To become wealthy without the patronage of the state was likely to invite the unpleasant attention 

of those in control of the state power.  Political power was everything; it was not only the access 

to wealth but also the means to security and the only guarantor of general well being…. It was 

generally futile to harbour any illusions of becoming wealthy by entrepreneurial activity or even 

to take personal safety for granted.  For anyone who was part of the ruling faction, entrepreneurial 

activity was unnecessary, for one could appropriate surplus with less risk and less trouble by 

means of state power. 

 

The political and economic corruption has thus rendered development improbable and made the adoption of an 

ideology of development inevitable.  For the political elites struggling to maintain their power and to reproduce 

their domination amid the problems of the postcolonial era, the ideology of development became an effective 

strategy of power that addressed the objective necessity for development. The development strategies saw the 

people as the end of development, instead of the means and agents of development. 

 

In developing countries such as Nigeria, primitive accumulation comes in form of theft, looting, graft, 

expropriation, money laundering, enslavement and internal colonization. In this sense, even governments are not 

eager to probe the sources of personal wealth. What is more? The prevailing trend among the Nigerian elite is 

how to enrich oneself in order to remain relevant in the polity and how that is done is nobody’s business.  To this 

class of individuals, ‘the end justifies the means’, and not ‘the means to justify the end’. Little wonder, the cases 

of ritual killings, political assassination, human trafficking and hostage taking are common in Nigeria today. To 

this end, the average Nigerian simply sees the elite as an opportunist, a ‘timocrat’, and a ‘plutocrat’ who first 

and foremost is in office for his own end and probably those of his immediate constituency. (Ojukwu and 

Shopeju, 2010:18). 

 

The control of state apparatuses by a few has led to their massively transferring the commonwealth of the people 

to their private estates. Development is hindered and poverty stare the masses on everywhere. Ake (1996) 

contented that the colonial state by virtue of its violent and arbitrary nature which it used to subjugate the 

colonial territory, could neither appreciate nor incorporate the captives’ cultures, policy and experience into the 

emergent state system. In the process the state became estranged from society and came to be regarded as an 

alien force by the people who later discovered a safe haven in their community realm where they are not only 

recognized and appreciated but their basic needs are catered for, where they feel obliged to contribute their 

human and material resources freely for the community development. It is here, this parallel polity that the 

indigenous people find their identity and are governed by a different ethical code. 

 

In order to chart and establish areas of exposure of the criminalization of the state through corruption, certain 

indices that are cultural, economical and political play into focus actions of leaders in the polity of the nation. 

These indices are: monocultural based economy; inequality in wealth distribution; ascribing much important to 

public offices; cultural value to wealth accumulation and celebration; lack of strong institutions; a pathological 

identity creating dislocation for integration and absence of servant-leadership trait It is imperative to also note 

that many corrupt vices identified in the Nigerian system is as a result of political exploitation, dominance and 

marginalization of power politics played by key actors in the scheme of things. The Nigerian monocultural 

economy that is based only on oil has created a rent seeking attribute that promote exploitative tendency from 

leaders. Since the revenue base of the country is largely accumulated from oil, emphasis and attention of states 

are geared away from performance to self accumulation. This state structure of oil revenue base as the only 

viable resource of government has promoted attention that generated corruptive tendency of public holder for 

self gain rather than state development in the provision of infrastructures and eradication of poverty. Hence, this 

recourse of public gain amassing wealth syndrome has increased the level of poverty and by extension created a 

wide gap of inequality of wealth distribution in Nigeria. 

 

The cultural value of primitive accumulation of wealth has also aided corrupt practices in the public arena. The 

Nigerian societal value of celebrating wealth is an underlining factor mitigating the fight against corruption in 

the land. This, by extension, has made public offices an exhorted position for quick money making from the 

“national cake” of our commonwealth purse. 

 

The foregoing explains the reality that in spite of the nation’s resources and endowment, the nation is every year 

classified among the poorest in the world. The latest Human Development Index released by the United Nation 

Development Programme (UNDP), Nigeria ranked 153 out of 187 countries that were ranked in the world. 

According to the UNDP (2013), life expectancy in Nigeria is placed at 52 years. The agency also maintained 

that 68 percent of Nigerians are living below $1.25 daily while adult literacy rate for both sexes is 61.3 percent. 

It is a paradox that in spite of her riches, millions of Nigerians in the rural areas and urban squalours eke out a 
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living out of deep agony and misery. It is apt to conclude that poverty and misery in Nigeria is artificial created 

by the poor and crises of leadership. Thus, Nigeria lacks leadership in spite of elected Presidents, Governors, 

legislators and other appointed office holders. In other words, bad governance and the vacuum in leadership 

exacerbate the artificial poverty levels in Nigeria. Nebo (2010:29) contends that:      

 

Poverty in this land is artificial; unemployment too is a self-inflicted scourge …. The level of 

widespread poverty, unemployment, high incidence of corruption and insecurity of life and 

properly in Nigeria exist only because our leaders both at the Federal, State and Local 

Government levels either do not know what to do or are profiting and deriving some form of 

psychological pleasure watching Nigerians suffer or therefore are reluctant to do something.  

 

Corruption breeds poverty, sickness, low life expectancy and unequal distribution of income and wealth. 

Corruption and underdevelopment go hand in hand. One is the cause and the reason for the existence of the 

other. It has been argued earlier that corruption stands out among all forms of unethical behaviour. More so, 

Hagher (2002) has submitted that the greatest corruption of all is the acceptance of evil as the norm- when the 

culture of corruption finally settles in the mind of the people. This is a situation in Nigeria that has created a 

culture of corruption and impurity. The people have suffered from a vicious internal colonization by the rich and 

from intolerable arrogance of those in power, that they now accept this situation as given and dictated from 

above and therefore conclude that their conditions are unchangeable and immutable. This calls for a re-

orientation to change the mind-set.  

 

Thus, successive governments have imbued government with a halo of inviolability and government officials 

personalize their offices and trample on the rights of the citizens with impunity. Corruption, violation of law, 

arrogance on the part of government officials seems to be the unwritten oath of allegiance of the public officials 

and the general operating order. Thus, as El-Rufai (2012: lviii) affirm, for some leaders like Obasanjo, loyalty 

means you do everything that they want or demand; that you are on their side all the time with little regard to 

their objective values. Accordingly, Obasanjo and his capricious views and opinions are the benchmark of one’s 

patriotism. The constitution and the law are the secondary, not the primary standards. He also submits that the 

civilian administrations of Obasanjo, Yar’ Adua and Jonathan have institutionalized corruption and Nigeria has 

been worse for it. More so El-Rufai (2012: lix) avers that corruption at the highest level has become more overt, 

impunity escalated, compromise with unscrupulous politicians became the order of the day, and the nation’s 

governance took a turn for the worse in many areas culminating in Obasanjo’s choice of successors that have led 

to the current economic and political crises that Nigeria has been thrown into. As Nebo (2010) asserts, the 

Nigerian culture encourages corruption by celebrating the “successes” of corrupt officials and heaping of titles 

on them. Many Nigerians have come to accept evil, corruption and other forms of unethical behaivour as a way 

of life.   

 

The corrupt mentality has made prisoners of the mass of Nigerians - by a warped sense of values. Nigerians 

have tragically come to admire the clever rascals that have stolen the nation’s resources. These political vultures 

are held in admiration and awe. Their stolen wealth displayed in their fancy cars, houses and gadgets are 

admired. As Sorkaa (2003) and Hagher (2002) agree, the relations and hangers-on have unrealistic and 

unreasonable expectations of the public office holder who must pander to their demands. The corrupt are 

rewarded with social recognition-with chieftaincy tittles and reserved seats within churches and mosques 

organizations. Sorkaa (2003) further maintain that such plunders of the nation’s commonwealth are rewarded 

with chieftaincy tittles. Again, they are invited as Chief Launchers, Chairmen and guests of honour at 

ceremonies. It is unfortunate that the peanuts or fallout from the proceeds of corruption is seen by the contented 

members of society as their share of the national cake. 

 

Culture and Leadership Direction in Nigeria 

Culture is said to be a way of life of a people and the various dimensions of culture affect and influence the 

disposition and actions of leaders in the society. A dimension of culture labeled Confucian work dynamism now 

more commonly called long-term orientation is essential to understanding leadership direction of the Nigerian 

political office holders and administrators. This dimension includes such values as thrift, persistence, having a 

sense of shame and ordering relationships. Confusion work ethics refers to dedicated, motivated, responsible 

and educated individuals with a sense of commitment and organizational identity and loyalty. 

 

The foregoing dimension of culture which also gives birth to focused, careful, motivated and responsible 

leadership is scarce and elusive in Nigeria. Countries in high Confucian work dynamism have been known to be 

Hong Kong, Taiwan, Japan South Korea and Singapore popularly referred to as the Five Economic Dragons. 

Long-Term Orientation encourages thrift the habit of saving and spending money carefully, savings, 



 
 

ICSSL -2015 | Culture, Corruption and the Development Enterprise in Nigeria 568 

 

POLITICAL SCIENCE International Conference on Social Science and Law 

perseverance towards results and willingness to subordinate oneself for a purpose. In a Long Term Orientation 

Ranking of 23 countries, conducted by Hofstede (2001), Nigeria ranks 22 out of 23. The Nigerian politics in this 

case is the politics of the belly. The leadership and the followership create a consuming nation with no 

investment or long term orientation. 

 

This further butters the fact that leadership in Nigeria is not focused nor committed to the future. It also explains 

the material and human waste, planlessness, carelessness and the prioritization of the mundane and the 

immediate. Nigerian leadership is characterized by irresponsibility. Most of the leaders and their cronies spend 

state’s resources and reasonable time to party, drinks and sleep. As Achebe (1983) submits, “indiscipline 

pervades our life so completely today that one may be justified in calling it the condition par excellence of 

contemporary Nigerian society. Achebe (1983) submits that Nigeria has been very unfortunate in its leadership. 

According to him, “a basic element of this misfortune is the seminal absence of intellectual rigour in the 

political thought of their founding fathers - a tendency to pious materialistic wooliness and self-centred 

pedestrianism.” The rate of indiscipline and the absence of objectivity and intellectual rigour at the critical 

moment of Nigeria’s development incline the fledging state to disorderly growth and mental deficiency. Yet, the 

potential greatness of the Nigerian state is not in doubt and her rich endowment makes her an object of envy to 

both advanced and less developed economies. The Nigerian state has however continued to rank among the 

poorest in the world.  

 

Similarly, a leadership consultant, Adetokunbo Obayan recently identified leadership as the biggest problem of 

Nigeria.  He blamed both public office holders and the masses for their inability to have the correct perspective 

about what leadership and who a leader is. According to him, there is a mixture between position and the action. 

The biggest problem in the Nigerian environment is the inability to have a long term orientation or to see distant 

future, especially in planning or investing. Nigerians hardly think of the future. This is why individuals and 

groups do all within their reach, fair or foul to acquire leadership positions, not considering what that position 

demands. Nigerians do not see power as a means but as an end; hence the leadership and development crises are 

the lot of the country. Culture and environment therefore affect the perspective, performance, development and 

direction of leadership.          

 

Conclusion and the Way Forward 

It is deductive that the craze for materialism, the inordinate ambition to “arrive” and “belong” and corrupt ways 

of achievement has become the Nigerian way of life, fast replacing the values of hard work, honesty, 

contentment, nationalism and patriotism. All these occur as a result of the absence of an informed or properly 

educated people at the helm of affairs and as a further consequence of the failure of the agents of socialization. 

People who properly pass through the process and agents of socialization will be duly trained to be patriotic in 

national duties. However, the failure of leadership and the escalating culture of corruption in Nigeria can be 

blamed wholly on the educational system and socialization process as a whole. The agents of socialization from 

family, religious institutions schools, peers, mass media etc have failed in their formative and orientation roles. 

The inordinate desire to get rich quick and avarice has pervaded all strata of the society. Thus, values of self- 

control, patriotism, respect for the rule of law, etc are thrown to the dogs. In an anomic society like Nigeria, 

pervaded with confused values and seeming normlessness, the end justifies the means; power is acquired and 

exercised by whoever has the means - foul or fair - to do so. The evolving Nigerian way of life has negatively 

hampered the development efforts of successive administrations in Nigeria. In spite of huge investment in terms 

of human and material resources over the years, it is a sorry story that the wealth of the Nigerian state is in the 

private hands of those who have taken the State hostage, and development has continued to elude Nigeria and 

Nigerians have been worse for it. More painfully, the Nigerian public and masses have come to accept, reward 

and celebrate ill-gotten wealth. 

 

It is therefore recommended that for Nigeria to know peace, justice and achieve the desired development there is 

need for a proper re- orientation as well as civic and political education of the entire citizenry. There is no 

gainsaying the fact that as post-colonial state with neo- colonial structures and with a disarticulated capitalist 

economy, Nigeria is presided over by a committee for managing the affairs of the bourgeoisie. Thus, a great 

majority are alienated from the affairs of the state and live becomes precarious and a survival of the fittest and 

the cleverest. While a greater percentage of the populace is apathetic, there is a deadly struggle for power by the 

minority political class, who seize power as an end. Again, the national policy on education should ensure that 

political and civic duties and responsibilities  are not only enshrined in the school curricula and the Constitution 

of the Federal Republic of Nigeria, but also taught at all levels of learning in Nigeria. 

 

There is also the urgent need for evolving and implementing an ethical revolution programme and the 

overhauling of the orientation programme for Nigeria. Moral and political decay are at their height in Nigeria. 
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Thus, leadership positions are captured for graft and personal aggrandizements rather that selfless service, 

hence, the do or die politics in Nigeria. This re-orientation programme will ensure accountable and ethical 

behaviour at all levels of individual or private and public endeavours. The programmes of War Against 

Indiscipline (WAI), Mass Mobilization for Social and Economic Recovery (MAMSER), etc should be revived 

and implemented with the utmost political will. Similarly, the orientation by the National Orientation Agency 

(NOA) in conjunction with the Ministry of Education and other stakeholders will effect a change in the 

cognitive, affective and evaluative orientations of Nigerians, even the politicians who see the electoral process 

as a do or die affair.  All these will contribute to a programmed orientation, education and socialisation for 

prospective and current political leaders as well as all Nigerians. 

 

Corruption and other forms of unethical behaviour have become the culture and the standard way of doing 

business and achieving anything in Nigeria. It is agreed that the state cannot progress or development for the 

benefit of all in these circumstances. It is therefore recommended that the legal frameworks for dealing with 

corruption and other unwholesome behaviour should be strengthened. Similarly, the anti-corruption agencies 

like the Code of Conduct Bureau, the Independent Corrupt and other related Offences Commission (ICPC) and 

the Economic and Financial Crimes Commission (EFCC) should be truly independent and allowed to operate 

according to law without let or hindrance. The paper recommends strongly that life imprisonment, severe jail 

sentences, confiscation and nationalization of ill-gotten wealth should be practiced in Nigeria to serve as a 

deterrent to others who use public resources and discretion to enrich themselves or thwart the course of justice 

and development. These agencies should be constitutionally enabled to screen and clear politicians, especially 

those seeking elective and appointive positions, as well as civil servants.  

 

There is also the urgent need, more than ever to diversify the economy and ensure the economic empowerment 

of the generality of Nigerians. Again, agriculture is the mainstay of the Nigerian rural economy and most people 

live in the rural areas with no modern industries or factories to offer employment and empowerment to the rural 

people.  The vast majority of the people at the grassroots are a farming population and it is from such rural areas 

that the whole nation is fed.  Yet, agriculture in Nigeria is not mechanized. Farmers rely solely on traditional 

farming methods, using cutlasses, hoes, as well as the unimproved seeds and breeds. It is still a rain-fed 

agriculture.  For agriculture to be a worthwhile business and to boost food production as well as the eradication 

of rural and urban poverty there is need for the mechanization of agriculture and the provision of improved farm 

inputs, including varieties of seeds and animals. It will provide employment, empowerment, increase per capita 

income, boosts the Gross Domestic Product (GDP) and help diversify Nigerian oil-dependent economy. 
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Abstract 

No matter the circumstances of the emergence of Nigeria as a Nation State, more than five decades, after 

political independence, its political leaders have been restructuring the country geographically, politically, 

economically as well as tries to balance the imbalances in its distribution of national cake through a defined 

revenue sharing formula to ensure equity and justice that promotes unity and integration, yet the inclinations in 

the religious and socio-political structures have refused to give way as each side is jealously clinging to its value 

and interests and hold a measure of contempt for others. Everybody, in essence, thinks of himself first, his tribe, 

religion and relations and Nigeria last, a situation that constraints national integration and commitment. Thus, 

the persistence failures in integrative strategies despite efforts to promote it raises questions about the 

effectiveness of the steps taken. The paper explores the factors constraining Nigerian national integration for 

more meaningful engagement in functional nation building, socio-political and economic development. It relies 

on the content analysis of the vision and mission of the founding fathers, the country’s national interests, foreign 

policy statements and constitutional provisions on the bases of relationship. The findings reveals that it was the 

considered decision of the founding fathers of the country to form a union based on one vision, mission, destiny 

and work with one mind and spirit to build a viable nation that will be the pride of the black world. Despite the 

efforts, the gap between expectations and realizations continues to widen. The paper suggests that Nigerian 

leaders should always try to maintain equity ie giving everybody his/her due in all endavours.  There is the need 

for the application of golden rule, ie do unto others as you wish others to be done unto you. Finally, the 

government will use legislation to narrow the gap between I and you, we and them, ours and theirs in the daily 

interaction among people. The result is presented qualitatively.  

      

Key Words:  Integration, National Integration, Nation Building, National Development and Ethnic Entities, 

nationalism 

 

1.0   Background of the Study 

Nigeria is a product of the merging of various ancient empires, kingdoms, ethnic groups and chiefdoms in West 

Africa with distinct historical backgrounds, cultures, languages, religions and administrative systems joined 

together by the British for administrative convenience in the early nineteenth century. Incidentally the merging 

was made without the negotiation, agreements, arrangement and consent of the entities concerned. Since the 

condition of the unity was not settled from the foundation, as would be expected, with the progress of time, the 

problem of who gets what, how, where and when started. The conflicts arising from the struggle over scarce 

resources created problem in the nation building process of the country. Falola (1999) expressed that after 

independence while some developing countries like Malaysia, Indonesia, China and a host of others were 

struggling to build a viable national economy, the confusion created by the merging of various autonomous 

entities into one Nigeria such as struggles over the distribution and allocation of limited resources and positions 

in government, leadership problems and corruption created an unprecedented problem of meeting the demands, 

interests and aspirations of the sectional groups as well as the general interests of the nation.  

 

The uniting of those naturally endowed geographical entities and people in West Africa into one large and 

influential country could have created leverage for economic breakthrough for the country, but after 55 years of 

political independence, from 1960 till 2015, the country still face the challenge of reversing its weak  socio-

economic situation. The merging also created intractable problems of achieving functional unity, stability and 

understanding among its sectional groups. It has a population now estimated at 170 million, one of the most 

populous 10 countries in the world, one–quarter of sub-Sahara Africa, and one-sixth of the black race.  Given its 

abundant human and natural resources, Nigeria is potentially Africa’s largest economy. Every year, the country 

produces over 300,000 graduates from  tertiary institutions, including 72 universities; has the 6
th

 largest gas 

reserves in the world; 8
th

 largest oil producer; with abundant but largely untapped natural resources comprising 

gold, diamond, columbite, bitumen, iron ore, coal, limestone, etc with 60 percent of its arable land lying fallow. 

Nigeria has also millions of its citizens in Diaspora, with an estimated 150,000 medical doctors and scientists 

abroad. Despite its size, human and natural resources endowments, as well as its strategic importance in Africa, 

it has not been able to meet the common needs of its citizens, provide social infrastructure, create job 

opportunities for the teaming population of its citizens and strengthen its political institution (Soludo 2005). 

Despite the abundant natural and human resources endowments of the country, it is ranked among the first 
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twenty poorest countries in the world as most citizens are struggling to live on N200.00, which is barely a Dollar 

a day, with unimaginable rate of unemployment and wide spread poverty (CIA World Fact book 2009). As such 

no department of the government is meeting the demands and expectations of the citizens.  

 

The deplorable situation of issues in the country occasionally leads the youth into various vices and civil 

disobedience. From 1999-2008, at the Creek of the Niger Delta, the youth kept on demanding with violence and 

kidnapping of foreign oil workers of a particular percentage of the oil wealth generated from their own states 

(Paul Wee, USIPeace, March 2008) whereas from 2000-2006 economic hardship made some youth of ODUA 

peoples congress to champion a violent form of ethnic nationalism (Bekoe 2001). During the same period, at the 

far north, economic frustration and political dissatisfaction compelled the people to resort to mass campaign for 

the adoption of Sharia law in the states, a situation that conflict with the interests of the non-Muslim inhabitants 

of the states (USIPeace Special Report May 2008).  At the Southeast the Igbos harbour grudges of 

marginalization, deprivation of rights and privileges, which led some of their youth to reorganize the movement 

for the sovereign state of Biafra (MASSOB). The trend has been to pull away, not to pull together as well as to 

have greater share of the national cake instead of working toward creating a national commonwealth (USIpeace 

2009).  

 

At individual level, the dream of every youth is to leave the country to elsewhere in search of the means of 

livelihood and greener pasture. In their over zealousness to leave the country by any means, it is estimated that 

over seven thousand five hundred Nigerian youth have lost their lives while taking the illegal route of trying to 

enter Spain, Italy and other parts of Europe through the desert straights of Gibraltar. Recently, many have found 

their way to Asian countries such as Malaysia, Thailand, Indonesia, Singapore, China and even Pakistan and 

India. Those that manage to reach their destination, on searching for legitimate means of livelihood and failing 

to get, resorts to various illegal activities in their various host countries to earn a living, which contributes to the 

image damage of Nigeria which in turn scares outsiders on issues about the country (Kaye 2006). The paper 

explores Nigeria’s approaches and strategies of reforming and restructuring itself to create an enabling 

environment for local economic activities and induce foreign participation in its economy.  It also seeks to 

understand the constraints of Nigeria’s effective integration efforts as it copes with the growing pressures of 

modernization and transformation. 

  

2.0  Statement of the Problem 

Bearing in mind that disunity and disintegration existed even before the 1914 amalgamation of Nigeria, the 

elites conceived national integration as a good unifying factor. They believe that the various ethnic and religious 

groups while pursuing their daily living, are actually interpenetrating each other in the course of which a new 

Nigeria is going to be born (Kyari, 2005).Yet, presently, no matter how Nigerians dwell and relate in each 

other’s territory, they try to maintain their separate identities and therefore avoid integration in its proper form. 

Above all, it is believed that the colonial power that initially laid the foundation of the country, worked against 

the formation of a common national identity. This resulted in numerous political problems that have set one 

ethnic group against another. As such, national integration in post-colonial Nigeria became a deliberate effort to 

create an imagined political community that was to foster peace and unity (Kyari 2005). Since independence, 

Nigerians have learned that peace and unity cannot be realized without proper political representation for all 

ethnic groups as well as the fair and equitable distribution of the national resources. Consequently, integration 

has been largely centered on designing institutions that structurally embody these ideas. Chapter 2, Section 14, 

Sub section 3 of the 1999 constitution states that“…there shall be no predominance of persons from a few states 

or a few ethnic or other sectional groups in the government or in any of its agencies”. Also, Section 15, Sub-

section 2 of the constitution prohibits “discrimination on the grounds of place of origin, sex, religion, status, 

ethnic or linguistic associations or ties”. 

 

Incidentally, Nigerian communities which had been previously independent and distinct were forcefully 

amalgamated into a federation. The British colonial power created excessive centrifugal forces in the federation 

which made it virtually impossible for the nationalities forced together against their desire to identify themselves 

as one nation. For instance, the structural imbalance in Nigeria’s federal system gave the Northern region about 

79.5% of the country’s land area (Aregheore, 2001:25-29; Kao’je, 2005). After independence, the fear of the 

North dominating the South politically on the one hand and on the other hand, the South dominating the North 

economically through bureaucracy was heightened. Thus, the eventual creation of states out of the former 

regions temporarily solved the problem (Elaigwu et al, 2001). Unity connotes a social and political process. 

However, integration which is deeper in relationship can be the basis of unity. Therefore, Nigeria elites believe 

that integration would ultimately lead to unity in the country.  To achieve unity, the country adopted some 

approaches such as; the creation of federal institutions ranging from unity schools,  colleges of education,  

federal polytechnics, and universities where Nigeria children and the youth can intermingle with one another 
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and create enduring relations, capable of binding them together. Furthermore, the government created the 

National Youth Service Corps (NYSC), programme as a meeting point and a forum for interaction of Nigeria 

academic groups in different parts of the country after graduation. Another move is the centralization of the 

federal capita territory at Abuja, the center of the country and the call for national conferences by various 

regimes for sharing of views on the way forward at different times. 

 

Politically, the government instituted the National Assembly, the upper and the lower chambers which draw 

representations from all the constituencies of the federation for the reason of sharing views on issues of national 

interests. It also formed the National Council of States where the president and governors meet occasionally to 

share views on the ways forward for the nation. 

  

Despite all the efforts at integrating the country, some disintegrative factors such as religion, ethnicity, language 

and inherited prejudices and sentiments continues to constrain the effort. For instance, religion has continued to 

be one of the divisive factors in Nigerian society. A situation where even in the same Christian religion, every 

church has continued to try to convert people outside it to make them better people. To them, any other person 

outside their own religion is an unbeliever. Most times, in the past, people of the protestant faith are not allowed 

to marry from the Catholic Church or other churches vise-versa. The discrimination is worst if a Christian 

wishes to marry a Muslim or the other way. This extends to political support, employment, benefits or favours in 

the office. Another disintegrating factor is ethnocentrism. Nigeria is still divided along ethnic lines, and it is as if 

the duty of everyone is to protect the interest of a fellow ethnic brother/sister to the detriment of others, which 

manifests in employment, promotions, and retirements in office and political support. Furthermore, language is 

another agent of discrimination in offices, favours, and extension of sense of belonging. Worst of all is inherited 

prejudices and sentiments. Each ethnic group has inherited notion and impression on the other.        

   

3.0   Conceptualizing Integration 

Literarily, integration of people involves, accepting each other or one another as a member of a social group, 

especially when they come from differnt cultures. It is the act of or process of mixing up with people who have 

previously been seperated by historical descent, ethnic, religions and linguistic inclinations into one society. In 

more clear terms, it is a process by which various groups of people of distinct, historical, ethnic, religious and 

lingustic cleaverages accepts each other as a full member of a society. In more elaborative form, it is a process 

whereby people of different historical, ethnic and linguistic inclinations tolerates, accepts and embrace one 

another in the process of interaction in a given society. Such acceptance involves taking others as you take 

yourself and regard others as you regard yourself. This means that there will be no division or special attention 

or consideration between I and you, we and them, mine and theirs, ours and theirs. Rather there will be a 

collective term and perception of we and us deviod of other pronouns. Thus, everyone will be members of one 

single community where golden rule- ‘do unto others as you wish others to be done unto you prevail. In this 

situation, ethnicity, religious extremist and self interest seeking syndrome will give way for harmonious living, 

oneness and progress.  Nation building is the creation and nurturing of the social, political and economic growth 

of a human community. It is the promotion, projection,  propagation and  preservation of all efforts towards the 

creation and sustainance of a human society or socities forming a nation or a nation state.  A nation and a nation 

state sometimes are used interchangeably but have slight variation. A nation may be explained as a group of 

people sharing the same historical descent, language or physical feature (eg) colour. While a nation state can be 

explained as a grouping of people of various historical backgrounds as members of one country. However, both 

terms can be used to refer to a country.  

 

4.0     Theoretical Framework  

The theoritical framework of this paper is based on functionary theory which postulates that,  for any system to 

survive, all the cultural elements in it must have to work cooperatively, in order to achieve the aim of the 

system. In addition, for any system to succede, all the  cultural elements in the system will not only cooperate 
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but mus be truthful, transparent and tolorable to one another to ensure progress. 

.  

Let us take the entire geographical area called Nigeria, as a system composed of sub-systems, all working 

cooperatively to achieve unity and progress. That is, the entire country, comprising of various ethnic groups, big 

and small are expected to work together to achieve the goal of unity and progress, irrespective of differences in 

religion, ethnic inclination, culture and tradtItion. If that cooperation, accomodation, transparency, and tolerance 

is not observed, there will be no unity, understanding and progress.  However, if all the ethnic entities from 

various sections of Nigeria can work cooperatively, with sincere heart, transparency and observe the golden rule 

which demand that you  ”do unto others as you wish others to be done unto you”, If that will be done, our 

country will in a very short while get to the expected destination. 

 

5.0    Programmes adopted for the Unity and Integration of Nigeria 

From the period of independence, Nigerian successive governments have been designing programmes and 

formulating policies to enhance national integration of the country. For instance, the National Youth Service 

Corps (NYSC) scheme introduced in 1973 by Gen. Yakubu Gowon’s administration is a programme in which 

Nigerian youths spend the first year after graduation from the university giving free service in states other than 

their states of origin. This scheme which is specifically designed to foster integration might be termed a failure 

for its inability to foster unity  as expected after being in place for almost five decades. States are recorded as 

refusing professionals (such as Lawyers, teachers and doctors who hail from other states) into their state civil 

service even where these states lacked such corps members as indigenes. To enhance integration, the NYSC 

must be reoriented. State governments must be made to absorb at least 30% of corps members who served in 

their states at the end of their service year. They must be given the necessary protection and incentives that 

would make them accept the indigenship of this new state in replacement for their former states of origin. This 

concept can also be extended to all civil servants and even to members of the armed forces. The present idea of 

being a citizen of any state one has resisded for a period of time is seklective in the sense that not all states apply 



 
 

ICSSL -2015 | National Integration in Nigeria’s Fourth Republic:  Re-Occuring Issues, Implications 

and the Way Forward 

576 

 

POLITICAL SCIENCE International Conference on Social Science and Law 

it. The Federal Capital of Nigeria was moved from Lagos in the Southwest corner of Nigeria to the centre –

Abuja. This is so that all Nigerians can be near enough to the capital and have a sense of belonging. This is aside 

from the desire also to have the capital secured from external machination by other nations around and beyond 

it. This in effect is meant to enhance integration. 

 

The Human Rights Violations Investigation Commission (HRVIC) popularly called the ‘Oputa Panel’ was 

announced two weeks after May 29
th

, 1999 by gen. Obasanjo. The President charged the HRVIC with the 

responsibility of investigating human rights abuses dating back to the military coup of January 15, 1966. 

Members of the commission were to establish whether human rights abuses resulted from deliberate state 

policies or actions. It was to investigate such issues as the mysterious deaths of Dele Giwa, the founding editor-

in-chief of Newswatch magazine, Kudirat Abiola, the wife of Chief Moshood abiola the presumed winner of 

Nigeria’s annulled election of 12 June 1993. Furthermore, the commission was to make recommendations about 

how to correct past  injustices and abuses of human rights and to prevent future abuses. Hearings on the HRVIC 

were aired o the media. This facilitated a highly charged national debate over democracy and government 

accountability. At the hearing, several citizens from all sections of the society were encouraged to appear before 

the commission. This included the President Gen. Obasanjo, three former military Heads of State (Muhammadu 

Buhari, Ibrahim Babangida and Abdulsalami Abubakar), serving and past government officials and military 

personnel. Despite that the President and the former military Heads of State refused to appear before the panel, 

Nigerians saw the summon as a departure from the past and particularly the appearance of the president before 

the commission as representing the dawn of a new culture of openness and respect for human rights (Omo-Bare, 

2008). 

 

The commission’s report held many former top government officials responsible for violating the rights of 

Nigerians. It then called for the creation of the ministry of human rights and the pruning of the Nigerian military 

to a smaller number and the subject of human rights becoming part of the curricula at Nigerian institutions. 

While Nigerians were pleased with the commission’s report, there was widespread concern that the Obasanjo 

administration would not have the political will to implement the recommendation of the report. The issue of 

streamlining the Nigerian military and the introduction of human right into the curricula of military also implied 

the lack of respect for human right within the military setup. This opinion is viewed with a grin. Rather than 

address only the military setup, it would make more sense introducing the human rights issues into Nigeria’s 

school in general. 

 

Furthermore, a National Political Reform Conference (NPRC) organized by former Olusegun Obasanjo 

administration in 2005 as well as the National Conference organized by Jonathan administration in 2014 all 

aimed to brainstorm on ethnic relations, interests and concerns were acknowledged by many as a step in the 

right direction but the problem has always been implementation. Though, you cannot use the tools that 

destroyed Nigeria to reinvent and reconstruct it as the road map given to the conferees  defined Nigerian 

Federalism as sacrosanct, unchangeable, irrevocable and irreducible (Kyari, 2005). This position is rigid and 

static given that a federal system as seen in the USA can translate into a unitary system if the right framework is 

not  put in place. Presently, the geo-political framework offered in the state and the local government areas is 

obviously static and would not enhance good governance. 

 

To therefore integrate nationally, cordial relations by Nigerians among themselves as they interact must be 

visible. Practically, we know this is not the case rather, no matter how long Nigerians live together, they simply 

mingle and maintain their separate identities – the Ibos in Kano, Hausas in Sagamu and the Yorubas in Onitsha. 

This is perceived by anthropologists as due to circumstances of their existence in which at the initial time, they 

were seen as aliens. As traders or businessmen away from home, they needed to maintain the goodwill with 

their home states as a means of fortifying themselves where they presently reside. Besides, to preserve 

themselves and preserve their identities, clinging together is the only way  open to them as the government then 

and even now has no policy in place protecting aliens in other communities. To address this problem would 

entail enshrining integration into our constitution which would give constitutional backing to Nigerian citizens 

living outside their states of origin. The government can also introduce incentive, rewards and punishments to 

enhance integration. With this, the pattern of indigene/settler peoples as has always been the problem in Nigeria, 

would not arise. 

 

 5.0  Re-Occurring Issues 

 Despite the efforts at integrating Nigeria’s multi-ethnic and religious groups, the 2015 presidential election 

manifested a high level of religious and ethnic inclinations. Despite people’s membership in various political 

parties, the electorate voted along religious and ethnic lines, rendering party politics and political affiliations 

unreasonable.  A democratic system of governance is usually adopted because it provides for a free and open 
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society especially as in ethno-nationalism. In Nigeria as in other democracies, democratic principles provides 

for freedom of expression, equality, justice, association, human rights and religion as contained in the 1999 

Nigerian constitution. In the year 1979 when the constitution was promulgated, Nigeria was upheld as a secular 

state. Ironically, some Nigerians used these new democratic freedom as a justification for advancing separatist 

tendencies which included religious fundamentalism and other potentially undemocratic ideologies-for instance, 

the rise of Islam as a political force in Nigeria. In the late 1999 shortly after Obasanjo assumed duty as the 

Commander-in-Chief, Zamfara state government introduced Sharia (Islamic law) and was followed by other 

northern states to the dismay of non-Muslims. Little as this seemed, it undermined the efforts of the government 

at integration and proved to be detrimental to the process of democratization and political development in the 

country. It probably may have culminated into the Islamic fundamentalists Movement – Boko Haram which has 

devastated the country in various ways. It is worthy of note that countries like America de-emphasized religion 

to get to the level of integration they are in today. It is estimated that in the years after Obaanjo’s administration 

was inaugurated, Nigeria suffered fifty ethno-religious conflicts, claiming more than twenty-five thousand lives 

and destroying property worth billions. The most deadly since year 2000 were the Boko Haram insurgent 

activities in the Northeast Nigeria, the  Kaduna and Jos ethno-religious conflicts, the Tiv-Jukun and Lagos 

ethnic conflicts and the Kano religious conflicts (Omo-Bare, 2008). Unfortunately, this ugly trend has continued 

until now 2015 

 

Economically, there are some activities of some people that could encourage the incidence of civil strife thereby 

increasing the chances for disintegration. In the volatile delta region for example, violence from militants 

seeking more local control over the oil wealth in their region contributes to the loss of confidence in the ability 

of the government to provide security for Nigerians. The violence in the Delta region provokes a state of fear 

and contributes to a significant decline in oil production-the lifeblood of the Nigerian economy. Militants such 

as the-Movement for the Emancipation of the Niger Delta (MEND), applies pressure on the federal government 

for ailed development and environmental justice. They attacke pipelines and capture foreign and domestic oil 

workers, demanding various concessions from the government and the oil companies. Furthermore, the most 

disturbing is the recurrent urge to sell-off Nigeria’s assets by officials in government. The sale of such assets as 

oil blocks, electricity authority, telecommunications and some historical buildings has produced extremely 

wealthy generals and political leaders. Also the prevalence of client patronage or god-fatherism as it is popularly 

known in Nigerian societies has undermined the process of democratic transition in the country.  

 

The establishment of the Independent Corrupt Practices and other related Offences (ICPC) and the Economic 

and Financial Crimes Commissions (EFCC) were prompted by the damaging effects of corruption on Nigeria’s 

polity. These commissions were charged with the responsibility of investigating and prosecuting various 

criminal activities and officials involved in corrupt practices. From the unset, the commissions prosecuted a few 

low-level officials. Leading to near universal condemnation of their efforts. The EFCC under Nuhu Ribado, 

facilitated the arrest and prosecution of many fraudsters and officials involved in corrupt enrichment including a 

former Inspector General of Police. The then Senate President (Adolphus Wambara) was alleged to have taken 

bribe from the Education Minister (Fabian Osuji) to pass an inflated budget, and  was indicted. In recent times, 

Farouk Lawan of the integrity group and Chairman of the House Committee on Education and Adhoc 

Committee on fuel Subsidy regime of the House of Representatives, was accused of receiving a bribe of 

$620,000 US dollars from Femi Otedola of Zenon Oil (Business Day, 2012:7). The government has also formed 

a partnership with Microsoft to crack down on e-mail fraudsters (Polgreen, 2005:A1). However, despite all 

these, Transparency International, an independent global watch on corruption, still ranks Nigeria among the five 

most corrupt nations of the world (Omo-Bare, 2009). 

 

5.1      Implications  

In Nigeria, democratic rule until this fourth republic in Nigeria has been a mirage. The first democratic phase 

was the colonial transition that brought about political independence in 1960. The second phase carried out by a 

military regime Murtala-Obasanjo-spanned the period 1975-1979. It was during the regime (1976) that the 

Constitution Drafting Committee-a part of the democratization process, was inaugurated. The third phase 1979-

83 was brought in via what was described as “an internal political complacency and deceit and was sustained by 

same” (Ashafa, 1999). The political disharmony before the second republic was not resolved before hand-over 

to Alhaji Shehu Shagari in 1979. The fourth phase 1999-2015, which is the scope of this work, a transition 

programme under Gen. Abdulsalami Abubakar after the demise of Gen. Sani Abacha was bedeviled with the 

problem of power shift and/or zoning of Presidency to the southern part of Nigeria. Here, ethnic and religious 

politics reared its ugly head. The fear became the probability of a Christian and a southerner emerging as a new 

President. This eventually came to be when General Olusegun Obasanjo emerged as the President and Alhaji 

Atiku Abubakar of the same political party emerged as the Vice President of Nigeria. 
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The recent terrorist infiltration in Nigeria is a serious threat to national integration. The con-federal system of 

governance which arose out of a desire of a people to form a union without necessarily losing their identity, has 

not encouraged integration as no matter how long Nigerians dwell or relate in each other’s territory, they try to 

maintain their separate identities hence avoiding integration in its proper sense. National integration as 

demonstrated by history is no simple process but a difficult, complex and varied development needed to unite a 

people under a government and to create among them a stable cultural, economic, political and social 

community. The process has been especially strenuous in Nigeria as the country comprises diverse, large groups 

distinguished by their own customs, language  and other separate identities.  Since independence in 1960, 

Nigeria has been struggling to create an integrated nation but the effort has been complicated by its tremendous 

ethnicity, diversity and uneven distribution of resources. The complex ethnic configuration of the country with 

its unstable nature, presents itself a problem to the country’s integrative set up. To mention a few, the coup 

d’états, threats of succession, a civil war and numerous outbreaks of ethnic violence have continued to plague 

the country’s corporate existence. 

 

6.0      The Way forward 

1. The NYSC  which has been one of the best programmes designed for national integration should be fine 

tuned for more meaningful result. For instance, youth corpers should be encouraged to use the opportunity to 

intermarry irrespective of ethno-religious inclinations as well as secure employments at their service areas.  

 

2. Every citizen of Nigeria must first and foremost disabuse the thought of ownership of any state in the 

federation except for the purpose of identification and hence mere administrative units. 

 

3. Since independence, we have depended on the geo-political criterion as a tool for the attainment of unity and 

integration. The unending fear of domination of one ethnic group over another, points to the fact that state 

creation is no solution. Since 1967, the demand for more states, local government areas, cannot be said to have 

brought even development hence, it is suggested that the present 36 states and the FCT be maintained. 

 

4. Allocation of resources should therefore be based on indices such as literacy rate, child mortality rate, and not 

on population alone. 

 

5.There should be no dual indigene-ship at any time by any Nigerian. The issue of settler-indigene confrontation 

will be done away with if Nigerians are indigenes only of states they have lived in for an upwards of 20 years. 

Hence, “state of origin” must be abrogated for a united Nigeria. 

 

6. The government must make a legislation indicating that at least 50% of corp members must be retained and 

absorbed by the state civil service where they served. 

 

7. The issue of rotational presidency or the zoning of presidency rotationally among the six geo-political regions 

and the nomination of running mates from the other end of the spectrum must be done to balance the leadership 

demands among the people. 

  

7.0   Conclusion 

To achieve national integration, there is the need for all hands to be on deck. In the process, the revenue sharing 

formula must now be based on the needs of a unit as well as other socio-economic indices such as merit,  United 

Nations human development indices, literacy rate and so on to enhance the principle of even development. 

Without this, the constant refrain by governmental leaders on Nigerians’ freedom to reside anywhere they 

choose to live, earn wealth and properties is only good as rhetoric. The problem of dual-indigene-ship where 

people seem to enjoy and operate under, must be amended in our constitution to give single indigene-ship but of 

anywhere a Nigerian chooses to live and not necessarily where his parents hail from. By implication, only the 

state where a Nigerian has lived over a period of time, earns his living, becomes his state of origin. The National 

Population Commission must then have to reflect this on the next census registration form. It must be silent on 

the issue of religion and tribe since these are actually what divide us as a nation. This then means that, the initial 

concept of indigene-ship which demands that either parents must come from a state to determine one’s “state of 

origin” must be abrogated and the new concept which demands that a Nigerian must have lived in a place for a 

specified period of time and earns his living there, be put in place. This new concept of indigene-ship would 

henceforth reward those who have made developmental contribution in a state to enjoy certain position 

especially elective ones such as membership of the state legislature or even get appointed as commissioners or 

local government chairpersons in these states. 
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All these in summary are necessary to enhance national integration, since geographical units cannot move to 

integrate themselves. It has to be the citizens that must unite and integrate. The wrong application of immunity 

clause to mean freedom to do anything by the leaders must be avoided as it could serve as a detriment to 

integration. As said above, the federal executive council must include all stake holders and by so doing, remove 

the danger of federating geo-political units which are always contending with each other for fair share of the 

nation’s wealth which at the end of the day, never seems to be fair to any of the states. Since the responsibility 

of even development is placed on the federal government, all provisions of the existing Revenue Allocation 

Formula can be retained and additional socio-economic indices added to enhance the principle of even 

development. The constitution must be amended so that geo-political confrontation is made less salient. The 

concept of democratization or governance in Nigeria which has been weakened both by political decay and   

economic crisis was more of an obligation than a choice for a political class of Nigeria. The recent democratic 

openings, have failed to reconcile its ethnic, linguistic, regional, religious and cultural differences. Nigeria today 

is in desperate need of democratic solutions and consolidation while facing a serious crisis in the form of an 

overall absence, deterioration or breakdown of social, economic and political institutions of governance; the 

safeguard of human security, a dependent political economy of oil, and the dereliction of physical infrastructure 

(Kumar, 2005). Thus, looking at Nigeria’s experience, there is a need to device a system more appropriate to the 

country’s ethnic circumstances. The establishment of a system in which traditional rulers would be used to 

secure the support of Nigerians for integrative consensual politics is acceptable. This in itself is the beauty of 

democracy-it accommodates positive changes. 
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ABSTRACT  

When urgent security issues are abandon, if eventually done, but partially executed. When the major part of 

curbing violence is jettison and the minor part is magnified then majority of the germane issues are swept 

under-carpet–a time comes when beneath the carpet will be full, burgs out and disallows a proper walk over, 

then the terror postponed will suddenly unleashed on the polity and major urban violence will ensues. The 

research question spotlight is why are there organised abandonments of potential security challenges left 

improperly treated in most developing and some developed polities? The notion of deprivation theory is used to 

justify organised abandonments of major issues in the democratic regimes. Afrobarometer database is adopted 

which administered two thousand four hundred questionnaires each to five selected states in Africa respectively. 

This is to deduce, explain and analyse their views on the state of security in their respective states. The key 

recommendation posited is that governments should allow best practice and prompt action on security matters. 

Conclusion is premised on the fact that violence cannot be totally eradicated in human endeavours but it can be 

best reduced to a minimal level. 

 

Key Words: Crime in Nigeria, Violence in Ghana, Police, Democracy in Africa, Rule of Law and Leadership in 

Kenya  

 

INTRODUCTION 

Urban violence has its way of occurring and reoccurring in every political system. In facts, every government of 

the world have faced different forms of violence with different magnitude in their respective polity at a point in 

time. In modest terms many governments are still facing challenges of urban violence in countries across the 

world (Akinwale and Aderinto 2012, Auyero and Berti 2015, and Moser, C and McIlwaine 2014). It is 

important to note that most developed countries have more serious urban violence embattling their states than 

the developing states. But on the contrary the developed nations of the world had been able to curb the menace 

effectively without much stress or serious break-down of law and order.  

 

The situation of messy scenario of lingered political, social, economic and institutional violence persist in the 

cases of most developing states of the world in recent times and much more in Africa. This is due to the fact that 

serious and potential violence generating issues are stylishly avoided. If they are eventually handled, they are 

grossly-poorly handled and at the worse sensitive issues are swept under the carpet for so as to achieve 

imaginary and temporary peace.  

 

Political smile and pretence forms the order of the day in most polity in Africa states where major political and 

violence sensitive matters are practically avoided and the remains is a white washed sepulchre in the public and 

mass media over the palliative temporal measures adopted by the political administrators in curbing minor 

violence but leaving out the potential and major ones (Auyero et al 2015, Rodríguez et al 2014, Muggah 2014, 

and McIlwaine, 2014). Sensitive issues in Africa and developing polities like culture, religion, resource control, 

education level, poverty rate, political representation and general ethnicity constitute the most frontline issues 

that constitute the major urban violence in Africa.  

 

The political management of these highly sensitive issues is simply short circuited by settling the head of the 

major stakeholders in form of patronage and prebender strategies (Moser, and McIlwaine, 2014, Reid-Henry, 

and Sending 2014, and Rendón, 2014). The strategies of predender and patronage politics works very well to 

curb violence that might erupt immediately in the polity so it tactically postpone it to the future. The implication 

of these tactics is that potential violence issues are swept under the carpet, the carpet will be over bluffed-up 

after a time and this illness will eventually lead to catastrophe and total breakdown of law and order in the 

polity.  
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The under carpet sweeping of issues that constitute urban violence in Africa is a continuous regular and 

administrative trend which had become the bottle neck in most polity. The eventual unveiling of the carpet is the 

manifestation of the political, economic and social realities in the polity which normally degenerates into 

violence and break-down of law and order in the state. On the contrary view, the developed states are also faced 

with theses same political, social, economic and institutional challenges but they simply takes the bull by the 

horn cleanly so as to prevent the backward politics of urban violence (Muggah, and Savage, 2012, Humphrey 

2013, Muggah, 2012, Watts 2013 and LeBas, 2013). 

 

This work unveils the reason why urban violence is persistent and will remain persistent for a long time in many 

developing states across the globe and especially in Africa. The question that drives this work is that why are the 

political administrators creating organised abandonment of potential violent issues in the polity? The theoretical 

framework of deprivation theory is used to explain the reason why violence keeps erupting in Africa and most 

developing economies of the world. The methodology adopted compare five Africa states base on geographical 

location and democratic experience so as to see the peoples’ perception of safety and government’s effort in 

curbing violence in their respective states. 

 

This work recommended mainly an effective tackling of potential identifiable sources of violence in the polity 

right on time regardless of the initial pain which it may accrued to the state believing that it may accrued more if 

ill-handled. The conclusion is premised on the fact that all nations of the world have different levels of urban 

violence but the level and manner of handling either mitigate its aftermath or aggravate it.  

 

THEORETICAL FRAMEWORK 

Deprivation theory  
The theory of deprivation as applied in this work implies deprivation due to unequal distribution of political 

social and economical largess. The theory does not claim that in all social groups one will find consensus in 

values—rather it considers some of the consequences of situations where there is consensus. Where people do 

not agree on values, relative deprivation can also be noticed. The theory came out of a need to understand the 

motivations behind the social activist movements of the 1960’s. It seeks to give answers to questions like; what 

is the impetus that motivates an individual to agitate for a change in his life? 

 

The theory posits that (collective) action stems from individuals’ psychological reactions to the gap between 

expected circumstances and actual ones. The gap becomes apparent when they perceive themselves to be in a 

relatively unjust position vis-à-vis another person or group to which they might reasonably compare themselves 

(Tougas and Beaton 2002). For instance, an individual might expect to have access to higher education for a 

variety of reasons: he is of the right age, he is obviously very bright, and he has prepared himself by studying at 

home. Other obvious fact that degenerate to urban violence and agitation is maybe one does not have the access 

that one might be expecting and then one might perceive himself to be relatively deprived compared to people 

of his age. 

 

Alam (2013) also noted that the key to understanding the feeling of deprivation is a matter of which of these 

characters are comparing themselves with. Why do they think they deserve better than what they have? Who is 

their point of comparison? What choices do they think they should have open to them? Relative deprivation 

theorists have suggested that perhaps it is not Ego Relative Deprivation (ERD) that motivates individuals, but 

rather perceptions of group, or collective relative deprivation (CRD). CRD occurs when the individual feels that 

his or her group has been deprived. This is a major reason why violence eruption in Africa and most developing 

economies is prominent and regular. Various groups and interests in the state might bear neglect and deprivation 

for a while but after some times the marginal propensity and the elastic limit of the various groups to forbear 

becomes exceeded therefore agitations, protest and violence inevitably ensues.   

 

METHODOLOGY 

The methodology adopted uncovers the perception of people in five Africa states base on geographical location 

and democratic experience so as to see the peoples’ perception of safety and government’s effort in curbing 

violence in their respective states. These countries include Nigeria, South Africa, Egypt, Tanzania, and Kenya. 

The research conducted by afrobarometer round five (5) in 2012-2013 is used; validated and interpreted.  The 

total sample size is two-thousand four hundred (2400) participants per country.  The sample selection technique 

is simple proportionate purposive random sampling. Simple percentage, ration and graphical illustrations are 

used to analyze the result. This research is appropriate because it reflects the true mind set of the populace on 

the unending dimensions of urban violence in their respective countries. It also reveals the perceptions of the 

people on the extent of the continuous democracy relevance.  
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DISCUSSION OF FINDINGS 

A cogent question that this work carefully analyses is how the government of the selected countries have fared 

in the resolution and management of violent conflicts in their respective polities. This is to justify the fact that 

violent conflict emanate from organise abandonment of the government which is caused by poor policy 

execution and procrastination of issues that have potential violent traits. This is usually done by under carpet 

sweeping of such cogent issues in the polity and it usual aftermath is urban violence. This in turn has an 

encompassing effect on the socio-political, economic, institutional and psychological well being of the people.    

The following questions are therefore asked the respective populace of the selected African states so as to 

ascertain the reality of under carpet-sweeping of potential violent issues in their countries. The questions are 

also meant to confirm the repercussion of the under carpet-sweeping. These include; how had government 

resolved violent conflict in their respective states? How often do you feel unsafe walking in neighbourhood due 

to security issues in the country? 

 

How had government Resolve Violent Conflict.  
Handling resolving violent conflict between communities by Urban or Rural Primary Sampling Unit for 

Countries 

Total 

Nigeria South Africa Kenya Egypt Tanzania 

N=50,404; 

Weighted results 

Very badly 30% 18% 25% 47% 15% 

Fairly badly 29% 31% 19% 36% 25% 

Fairly well 33% 36% 44% 10% 47% 

Very well 7% 10% 7% 1% 12% 

Dont know;  1% 5% 4% 6% 1% 

Total 2,400 2,399 2,399 1,200 2,400 

Table 1                                                                                   Source: Afrobarometer 2013-2014 

 

 
Figure 1 

 

From the figure I above, it is evident that fifty-nine percent (59%) of the west Africa country Nigerian perceived 

that how violent conflict are resolve in the country is badly handled while forty percent (40%) believed that it 
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well enough to be reckon with. This infers that violence resolution in Nigeria is not effectively managed. 

However, forty-nine percent (49%) of the South Africans perceived that violent conflict resolution in their 

country is badly handled while forty-six percent (46%) considered it to be well handled. This infers that 

violence resolution in South Africa is slightly effective. 

 

 Moreover, forty-four percent (44%) of the East African country of Kenya perceived that violent conflict 

resolution in their country is badly handled while fifty-one percent (51%) considered it to be well handled. This 

infers that violence resolution in Kenya is slightly effective. The situation of violent conflict resolution in the 

North Africa country Egypt takes a total turn around as eighty-three percent (83%) perceived that how violent 

conflict are resolve in the country is badly handled while eleven percent (11%) an insignificant minority sees the 

handling of violence as well managed in the country. The situation in Tanzania a state in Africa shows that 

forty-percent (40%) of the population perceived that violent conflict management had been bad so far while fifty 

nine percent (59%) which is a significant proportion of the populace submitted that violence had been 

effectively managed in the country. 

 

However by inference, the management of violent conflict in Nigeria can be judged to be ineffective and falls to 

the category of states that covers up vital security issues which have the capability of escalating to violent 

conflict with mere sentiments and unmeritorious manner. Instead of meticulous analysis of the future 

eventualities, invaluable potential violent issues are under carpet swept which makes the polity to constantly 

remain unsafe in some cases to live in. The case of South Africa is in a balance of an unhealthy summary. The 

state’s handling of violent conflict is simply fair in most cases and in few cases they are worse. Therefore, it 

makes the polity to be in an undecided state.  An element of under carpet sweeping of vital conflict issues is 

slightly evident. The polity is mostly divided between the good policy and bad execution which makes the next 

policy a potential spot to settle the dilemma.    

 

Furthermore, the inference drawn in Kenya and Tanzania cases are exceptionally deviant from the status quo in 

West and South African states. The management of violent conflict is effective and well managed. This shows 

that good policy and purposive execution came into play. A little or none of under carpet sweeping of issues is 

mostly evident. Notwithstanding this, Egypt a North Africa state has an extreme case of bad violent conflict 

management. This shows a great deal of breakdown of law and order in the polity. The most evident pointer is 

the fact that basic conflict issues were lightly handled and largely swept under the carpet which escalated into 

violent conflicts within the polity.   

 

Another question that this work carefully analyses is how often the people of the selected countries feel safe or 

unsafe walking in their respective neighbourhoods. This is to confirm the resultant effect of urban violence on 

the polity and to justify the fact that violent conflict has an encompassing effect on the socio-political, 

economic, institutional and psychological well being of the people.    

 

How often felt unsafe walking in neighbourhood by Country for Urban or Rural Primary Sampling Unit 

Total 

Nigeria South Africa Kenya Egypt Tanzania 

N=50,404; Weighted 

results 

Never 67% 40% 52% 48% 63% 

Just once or twice 14% 19% 16% 9% 19% 

Several times 14% 17% 17% 14% 13% 

Many times 4% 13% 9% 21% 5% 

Always 2% 12% 5% 8% 1% 

Missing; Unknown - - 1% - - 

Dont know 1% 0% - 0% - 

Table 2                                                                            Source: Afrobarometer 2013-2014 
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Figure 2 

 

From the figure two above, it is evident that sixty-seven percent (67%) of the citizens of the West Africa 

country Nigerian perceived that they have never felt unsafe in the country while about thirty four percent (34%) 

perceived that they are not all that safe in their respective neighbourhood. This infers that despite the level of 

violence in Nigeria, a large number of the citizen believe that they are safe within the country. However, forty 

percent (40%) of the South Africans perceived that they have never felt unsafe in the country while about sixty 

percent (60%) perceived that they are not all that safe in their respective neighbourhood. This infers that the 

level of violence in South Africa had made a large number of the citizen to believe that they are safe within the 

country.  

 

Moreover, fifty-two percent (52%) of the East African country Kenya perceived that they have never felt unsafe 

in the country while about forty-seven percent (47%) perceived that they are not all that safe in their respective 

neighbourhood. This infers that the level of violence in Kenya had made a significant number of the citizen to 

believe that they are unsafe within the country despite the government’s response in handling such issues. The 

situation of the level of safety in the North Africa country Egypt takes a typical outlook like that of Kenya as 

forty-eight percent (48%) perceived that they have never felt unsafe in the country while forty-two percent 

(42%) perceived that they are not all that safe in their respective neighbourhood. This infers that the level of 

violent conflict in Egypt had made a significant number of the citizen to believe that they are unsafe within the 

country.  

 

The situation in Tanzania a state in Africa shows that sixty-three percent (63%) of the population perceived that 

they have never felt unsafe in the country while about thirty-seven percent (37%) perceived that they are not all 

that safe in their respective neighbourhood. This infers that the level of violent conflict in Tanzania had made a 

less significant number of the citizen to believe that they are unsafe within the country. 

 

However by inference, the level of safety in Nigeria can be adjudged to be in appreciable level despite the 

emergence of violent crimes that befell the polity of late. The case of South Africa is in a typical unhealthy 

balance. The state’s handling of violent conflict is simply fair in most cases and in few cases they are worse. 

Therefore, it makes the polity to be in a relative unhappy state insecurity.  An element of under carpet sweeping 

of vital conflict issues is then highly evident and confirmed. The polity is then mostly divided between the good 

policy and bad execution which makes the next policy a potential spot to settle the dilemma.    

 

Furthermore, the inference drawn in Kenya and Tanzania cases are slightly similar to the status quo in West 

African state. The management of violent conflict is effective and well managed but the level of safety within 

the state is not in a clear balanced with the result measured in the management of violence especially in the case 

of Kenya. This confirms that a little or none of under carpet sweeping of security threatening issues is mostly 

evident. Egypt a North Africa state however has a case similar to that of her South Africa state counterpart. The 

level of safety as perceived by the citizens is relatively low. This confirms a great deal of breakdown of law and 
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order in the polity. The most evident pointer confirm as a cause is the fact that basic conflict issues were lightly 

handled and largely swept under the carpet which leads to violent conflicts within the polity.   

 

RECOMMENDATION 

This work proffers two broad recommendations for both the countries and the region where they belong to. The 

initial is the general recommendations which are meant to enhance a general lee way for all polity entangled in 

the snare of urban violence both in developed economy and most especially the developing ones. The final is the 

specific recommendation which is meant to give a direct policy recommendation to the countries selected for 

this study.  

 

General Recommendations 

The government at all levels should make a recirculation of policies that had been proven to work in curbing 

urban violence in most polities with slight modifications or no modification. This is usually basic amenities 

providing policies for the deprived populace in both the suburb and the urban areas. 

 

The habit of abandonment of potentially conflict issue such as revenue derivation formula, federal character 

principles implementations, state creation and boundary adjustment among others cogent issues should be 

checked in the polity for proper coordination by both government agencies and the general populace. These 

issues should be treated specifically involving all necessary stakeholders and not to be procrastinated. 

 

The under carpet sweeping syndrome and mere postponement of cogent and sensitive security issues should be 

avoided. A critical projection to the future of any eventualities should be tabled and analyses by security experts 

at every stage of development of the country so as prevent a state of collapse polity. 

 

Agencies that monitor security issues in the state should be well equipped so as to be able to curtail the growth 

and trend of modern violence in the community. The art of better equipping also requires a better remuneration 

so as not to compromise to the highest bidder between the government and the political demagogues. 

 

Specific Recommendations 

Nigeria 

The government should invest more in the training and retraining of the security personnel so as to enhance their 

skill and update their knowledge in the most trends of urban violence. This will give the security personnel a 

civil approach to curbing urban violence. Adequate equipping of the security sector should be invested to so as 

to be able to clamp down and cut the trend of urban violence in Nigeria. 

 

The deprivation of the populace by bias policies should be revised so as to appeal to the aggrieved parties, 

ethnic groups and religious sects in the state. Also basic amenities should be evenly distributed as the need of 

the people dictates.  

 

South Africa 

The recognition of all ethnic and religious parties in the polity should be enhanced by adequate representation of 

their wishes in major policies affecting their lives so as to reduce the trend of discrimination and segregation of 

the people. Also adequate equipping of the security personnel should be sustained and diversified to cover the 

rural communities where violence is bred. 

 

Egypt 

The government should ensure that the Fundamental Human Right of the people is protected and never to be 

suppressed through the military or draconian policies. These will therefore enhance the opinion of the people to 

be considered and implemented to a reasonable extent so as to encourage participatory government.  

 

Religious discrimination is seen as a major trend causing violence coupled with political corruption in the polity. 

These should be curtailed by liberal view to religious groups and adequate punishments for corrupt government 

officials so as to prevent loss of focus on state building processes. 

 

Kenya 

The government should ensure that adequate equipping of the security sector should be invested into so as to be 

able to clamp down and cut the trend of urban violence in Kenya. However, close monitoring on financial 

transactions in the polity as per monies allocations to groups in the country for better living should be ensured. 
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The deprivation of the populace by bias policies should be revised so as to appeal to the aggrieved parties in the 

state. Also basic amenities should be evenly distributed as the need of the people dictates.  

 

Tanzania 

The recognition of all parties in the polity should be enhanced by adopting a participatory government so as to 

reduce the trend of discrimination and segregation of the people. Also adequate equipping of the security 

personnel should be sustained and diversified to cover the rural communities where violence is bred. 

 

CONCLUSION 

This work considers the repercussions of when urgent security issues are abandon, if eventually done, but 

partially executed in the polity. The under carpet sweeping terminology is conceived to show why violence 

eventually erupts in states. This is premise on the fact that a time will come when beneath the carpet will be full, 

burgs out and disallows a proper walk over, then the terror postponed will suddenly unleashed on the polity and 

major urban violence will ensues.  

 

The research question spotlight is why are there organised abandonments of potential security challenges left 

improperly treated in most developing and some developed polities? This question is then answered by adopting 

the Afrobarometer database research which administered two thousand four hundred questionnaires each to five 

selected states in Africa respectively. This then reveal the perception of the people on how the government had 

fared in the management of violent conflict in the five selected states in Africa. Also it is further justified by 

seeing the level of safety of the people of the community in their respective abodes. The notion of deprivation 

theory is used to justify organised abandonments of major issues in the democratic regimes.  

 

The study reveals that government had not fared well in the handling of violent conflict in Nigeria but the 

people still feels safe within the polity. This is not so for South Africa as the people perceived unsafe within the 

polity despite government good management of violent conflict. However, in the states of Kenya and Tanzania, 

the perception of the people to government’s handling of violent conflict is relatively fair while the level of their 

perceived safety is also relatively stable. The case is deviant in the case of Egypt as the perception of the 

populace on both the government’s handling of violent conflict is poor and the level of safety is in the 

community is also very weak.  

 

The key recommendation posited is that governments should allow best practice and prompt action on security 

matters so as curtail the trend and dimensions of urban violence in the states. Nevertheless, conflict cannot be 

totally eradicated in human endeavours but it can be best reduced to a minimal level possible if prompt actions 

are taken on economic, political and security matters in the country and under carpet-sweeping syndromes 

curtailed. 
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Introduction 

It is a fact that corruption is the singular monster that threatens Nigeria’s democracy. It has served as obstacle to 

socio-economic and political development in the country. In fact, the political history of Nigeria especially after 

independence showcased what Omotola (2006) has referred to as political culture of corruption in the country. 

As a matter of fact, corruption has become one of the most topical issues in the discourse of the deepening crisis 

and challenges of post-independence Nigeria. 

 

As rightly observed by Adele (2011:1) corruption has continued to cripple successive government in Nigeria. 

The first republic (1960-1966) was a victim of political corruption as state contract and loan programme were 

systematically milked to enrich elected officials. The era of civil war which coincided with the Gowon’s regime 

witnessed an open display of corrupt practices as some government atrocities were exposed. 

 

Records indicate that ten of the twelve military administrators (governors) during Gowon regime were convicted 

of diverting funds worth $20 million (Diamond, 1991:74). Although Murtala /Obasanjo administration was 

acknowledged against corruption, it was unable to tame the monster before handing over to the acclaimed 

winner of 1979 presidential election, Alhaji Shehu Shagari. Unfortunately, corruption that surfaced during 

Shagari’s rule surpassed the previous military regimes. As of December 31, 1983 when Buhari / Idiagbon 

terminated the second republic, millions of naira was reported to have been found in the houses of some arrested 

politicians. The magnitude of corruption during Shagari’s government tempted Adamolekun (1985:88) to 

qualify the second republic as the golden age of corruption in Nigeria. The Buhari / Idiagbon war against 

indiscipline (WAI) tried to reshape and probably tame the corruption monster to a very large extent before the 

advent of Babaginda closed the chapter. 

 

However, Babaginda administration also became victim of corrupt practices. Several accusations were raised to 

the extent of accusing him of lifting ban on corruption. The figure of “419” was coined during his ‘maradonic’ 

era. It was the tempo of corruption and subsequent annulment of June 12 presidential election led to the abortion 

of third Republic. Corruption had already gained full accommodation in Nigeria before Abacha regime and his 

government had to play along. The death of Abacha produced Abdulsalam whose government embraced the 

shortest transition to civilian administration. Though Abdulsalam regime was not too holy, concentrations and 

interests were more on his transition programme. 

 

The intent of this paper is to examine the forth republic that began in 1999 and the dilemma of corruption hurdle 

which threatens Nigeria’s democracy. The paper is divided into six sections and the next section explores 

relevant conceptualizations. 

 

On the Concept of Corruption 

Corruption has become an increasingly important issue in Nigeria; it is not a recent phenomenon that parades 

the Nigerian State. Since the creation of modern republic administration in the country, there have been cases of 

official misuse of resources for personal enrichment. As rightly observed by Gboyega (1996:6) corruption can 

be perceived as any decision, act  or conduct that subverts the integrity of people in authority or institutions 

charged with promoting, defending or sustaining the demonstration process, thereby undermining its 

effectiveness in performing its assigned roles.   

 

However, corruption is one of the contested concepts as mentioned by Ojo (2006). It has been view from 

different dimensions by various writers. This makes corruption to be typological; it might be Political 

corruption, Economic corruption and even what Omotola (2008:136) refers to as intellectual corruption which is 

quite obtainable among the academic. Political corruption is simply the use of power by government officials for 

illegitimate private gain.  In essence, it is misuse or abuse of government power for selfish interest. Put 

differently, political corruption, however, can be defined as a method of exploitation by which a constituent part 

of the public sphere is exploited as if it were part of the market sphere (see Ojo 2001). Broader definition of 

political corruption also embraces electoral fraud as well as the rewarding by political parties of specific 
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constituencies in return for electoral support. This justified Lodge (1998) explanation of political corruption as a 

phenomenon created within the institution of government, Legislatures, Court, Bureaucracies and Statutory 

bodies such as parastatals, corporation or commissions. In essence, political corruption is a situation when an 

elected representative makes decisions that are influenced by vested interest rather than their own personal or 

party ideological  

beliefs. 

 

Meanwhile, Wikipedia (2012) views economic dimension of corruption as a payment for services or material 

which the recipient is not due, under law. This may be called bribery, kickback or what the Middle East call 

‘baksheesh’. Also, Theobald (1997:6) expanciates economic corruption as ranging from acceptance of money in 

other rewards for awarding contracts, diversion of public resources for private use, tax collection and tax 

assessment frauds. Most argument on economic dimension of corruption centers on the implication of 

government politics aimed at liberalization, deregulation and privatization which can reduce the opportunities 

for equality.  

 

On intellectual corruption, it connotes the perversion of intellectual responsibilities, be it deliberately or not, for 

personal gains at the expense of the system (Omotola, 2008:133). This has manifested in several dimensions in 

Nigeria. In a situation whereby scholars offer insincere advice and policy options to the government so as to 

advance self interest is a good example of intellectual corruption. Omotola (2008:134) argues further that in the 

academic environment where merit should be the order has been perverted with intellectual corruption.    

 

The requirement for recruiting academics into higher institutions, be it federal or state are very clear first, the 

issue of merit based on academic qualifications is of utmost importance. Next is the question of federal 

character, a power sharing device in Nigeria that seeks to prevent a situation whereby any given institution is 

dominated by people from a particular background to the marginalization of other. But today, the whole idea of 

recruitment along these lines has been reversed. Federal Universities are the worst hit, where in the last couple 

of years, most universities lack federal temperament. Recruitment and promotion exercise are based on man 

know man. As long as one belongs appropriately to the right camp, recruitment and promotion, become 

formality not minding the qualification, competency and capability (Omotola, 2008). 

 

In summary, Nye (cited in Ojo, 2000) classification of corruption says it all. He views corruption as a behavior 

which deviates from the formal duties of a public role because of private regarding (personal, close family, 

private clique) pecuniary or status gains or violate rules against the exercise of certain types of private regarding 

influences. Considering the argument so far, the notion of corruption may be broadened into what can be termed 

a “corruption complex” 

 

Democratization Hurdles 

The concept of democratization in Africa and Nigeria in particular has ignited intense debate in both political 

and academic circles, and has also given rule to a sizeable production of all sorts of texts, some of which are still 

being collected (Buijtenhuijs and Thiriot, 1995). The most applicable meaning of democratization to Nigeria is 

the transition to a more democratic political regime. It connotes how Nigeria’s democracy can be sustained and 

consolidated amidst hurdles. Democratization itself is influenced by various factors including economic 

development, history and civil society. 

 

Not only that, democratization may be the transition from an authoritarian regime to a democratic political 

system. The Nigeria experience from military autocratic system to civilian administration falls in this category. 

Though, despite the transition to democratically elected government the country democracy still fell some 

setback and which the menace of corruption is one of them.  

 

As rightly observed by Ojo (2006:5), what informs democratization in Nigeria today is how to consolidate the 

new democracy secured. This indicates the need to extend the life expectancy beyond short term of the 

country’s democracy that had witnessed a decade. In fact, democratic consolidation is what actually tempts this 

paper to explore on democratization hurdles in Nigeria. There is considerable debate about the factors which 

affect or ultimately limit democratization. A great many things including economy, culture, history, corruption 

e.t.c have been cited as impacting on the process. 

 

The Nigeria’s democracy is faced with several hurdles which are responsible for the failed system in the 

country. The electoral system is still subjected to problem of irregularities and manipulations. The worst election 

Nigeria has ever had was that of 2007 general election, though the 2011 election was better, it also witnessed 

some lapses. The trend of money politics, vote buying and selling are discouraging attributes of Nigeria political 
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culture. The poverty ratio which is alarming also constitutes hurdle to Nigerian democracy. The unemployment 

level needs to be tackled and as a matter of fact insecurity may not be easily quenched, if the youths that 

constitute major population are not usefully engaged. Most of these problems are threats to democratic 

consolidation in Nigeria and which make it imperative in this discourse to examine corruption as the major virus 

that has eaten deep in Nigerian society, thus poses serious threat to the country’s democracy. The next section 

views the manifestation of corruption in Nigeria’s forth republic.  

 

Manifestation of Corruption in Nigeria’s Fourth Republic 

May 29, 1999 marked a watershed in Nigeria’s political history. It was a democratic transition after years of 

military regimes which were known for human rights abuse, dictatorial system and undemocratic leadership. 

Interestingly, the hope of the common man for a just and egalitarian society became rekindled with the 

institution of a democratic government (Akanle, 2011). However, corruption remained and enjoyed continuity in 

the democratic dispensation. The spate of corrupt practices was spearheaded by Salisu Buhari, former speaker of 

the House of Representative. Barely a year after the historic event of May 29, 1999, the young speaker was 

exposed by a news magazine of certificate forgery and perjury. Buhari had purported to be 36 years and claimed 

to have attended the University of Toronto, Canada. In an exclusive report entitled ‘the face of liar’ (The News, 

2
nd

 August, 1999), report indicated that the speaker was neither up to that age nor ever attended the University. 

After much controversy and investigative journalism, the speaker admitted to have paraded fake certificates 

(Age and Academic). He was eventually removed from the speakership position (Ojo, 2001). 

 

Not quite long, that a report from Tell magazine published a scandalous and corrupt story about the Senate 

President, Evan Enwerem. He was accused of questionable character of his past and which ordinarily ought not 

to have given him the privilege of becoming a senate member talkless of number three man in the country. He 

was removed and replaced by Chuba Okadigbo. Like his predecessor, was accused of financial recklessness and 

investigation indicted him. As rightly observed by Ojo (2011), Nigerians had three senate Presidents and two 

Speakers of the house of Representative in less than two years. 

 

Sometimes in the month of February, 2005, another report of corrupt practices was published. The report 

confirmed that the Minister of Education, Prof. Fabian Osuji, invited his acting Permanent Secretary and some 

directors to collect money from votes under their control to bribe some members of the National Assembly so 

that they can protect their budget. According to the report, the sum of N35million was arranged by Directors 

while an additional loan of N20million was taken from the National Universities Commission (NUC) to pay a 

total bribe of N55million which was collected by the Senate President, Adolphus Wabara, Senator John Azuta 

Mbata, Chairman Senate Appropriation Committee, Senator Ibrahim Abdulazeez, Chairman Senate Committee 

on Education, Senator Chris Adighije, Senator Badamasi Maccido, Senator Sammnuel Okpede and a member of 

the House of Representatives, Hon Sheu Matazu who was the Chairman of the House Committee on Education 

(The Punch, Wednesday March 23, 2005). The ugly situation led to the dismissal of Minster of Education, Mr 

Osuji while the permanent secretary and the affected 5 directors of the ministry were referred to the federal Civil 

Service Commission for necessary disciplinary action. The Executive Secretary of NUC, Professor Peter 

Okebukola who provided a loan of N20, million was also dealt with. 

 

However, the N55million Scandal did not serve as warning signal to corrupt officials, another alarming corrupt 

case involving the former Governor of Bayelsa, Diepreye Alamieyeseigha was reported. It was termed “money 

laundering”. On September 17, 2005, the Governor was arrested in Britain by the London Metropolitan Police 

and detained. At the time of his arrest, Metropolitan police found about 1 million pound cash in his London 

home. They later found a total of 1.8million pounds in cash and bank. He jumped bail in December 2005 by 

allegedly disguising as a woman. He was impeached on 9
th

 of December, 2005 (The Punch, 10
th

 December, 

2005). Recently, June 29, 2012 precisely, the ex-Governor loss $1,931m to United State. The Court in America 

passed a judgment which made the former governor to forfeit his Maryland home worth 600,000 dollar and 

401,931 dollars in cash to the U.S government (www.nailand.com)  

 

The case of Bode George, former chairman Nigerian Ports Authority, (NPA) is still fresh in our memory. He 

was indicted by the Economic and Financial Crime Commission (EFCC) of fraud at the NPA. His trial started 

during the headship of Nuhu Ribadu and in August 2008, the new head of EFCC, Farida Waziri, arrested 

Olabode George in Lagos and arraigned him and four others on a 163 count case of conspiracy, abuse of office 

and alleged illegal award of contracts worth 84 billion naira while he was chairman of the NPA. In October 

2009 Bode George was found guilty and sentenced to jail of 30 months (The Guardian 11, October, 2001). Bode 

George was later released on February 27, 2011 having completed his jail term in kirikiri prison, lagos. The 

reception organized by PDP officials for him showcased lack of seriousness in the genuine fight against 

corruption. 

http://www.nailand.com/
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The Ibori corruption saga has different dimensions. The former Governor of Delta state’s name usually rings 

bell whenever corruption issue is raised locally and internationally. On September 8, 2009, the EFCC started a 

probe based on the allegation that James Ibori offered 820 million units of shares in Oceanic International PLC 

to Ascot offshore Nigeria Limited to secure 44billion naira loan from Intercontinental Bank plc in 2007.Ibori’s 

name also featured again in a case where the London Metropolitan police was charging 4 Nigerians to court for 

money laundering and diverting V-mobile shares owned by their respective states into private accounts. Apart 

from his case in London, Ibori was investigated in the United States for allegedly buying a brand new 

Bombardier challenger 604 jet with monies looted from Delta State treasury. Unfortunately, despite these 

charges Ibori was still working at corridors of power in Nigeria, he happened to be close friend of the late 

President, Umar Musa Yar’adua. The criminality of Ibori became noticed by the President when Mr. David 

Edevbie, the Principal Private Secretary (PPS) of Yar’adua was declared wanted together with Ibori by the 

London Metropolitan Police (Daniel, 2011). Unfortunately, the Minister of Justice and Attorney of the 

federation during Yar’adua government, Mr Andoaka used his influence to exonerate Ibori from corruption 

cases. This according to Adeniyi (2011) was a dent on the image of  Yar’adua’s government and his zeal for the 

application of rule of law. Unfortunately for Ibori, he got his sentence in South Work Crown Court, London. 

The former Delta State Governor having pleaded guilty was sentenced to 13 years in prison (Sahara Report, 17 

April 2012) 

 

Corruption does not only survive or operate in public sectors, it also overlapes to private organizations in 

Nigeria. Cecilia Ibru, former head of Oceanic Bank was found guilty on three charges of fraud and 

mismanagement. Ibru was removed from her position in August 2009 along with Chief executive officers of 

another top Banks, on accusation of corruption and mismanagement of funds. It was this time that the Central 

Bank of Nigeria stepped in to rescue nine banks on the verse of total collage as a result of corruption and fraud. 

The federal High Court in Lagos convicted Ibru for granting 20 million dollars and 2 billion naira credits 

facilities above the approved limit set by the Central Bank of Nigeria. While handing down the sentence, Justice 

Abutu ordered that Ibru should forfeit assets worth N191 billion comprising 94 choice properties across the 

world including the U.S, Dubai and Nigeria. The judge also ordered that she should forfeit shares in about 80 

listed companies in the Nigeria Stock Exchange and 20 unlisted companies (This Day, October 8 2012). 

Similarly, Akingbola’s trial showcases the trend corruption in the banking sector. The former MD of 

intercontinental (acquired now by Access) bank Mr. Erastus Akingtola, standing trial alongside one of his 

associates, Mr. Bayo Dada, over alleged stealing of N47.1 billion. The case is still being contested at Federal 

High Court of Lagos. Though the Federal High Court thrown out corruption charges against Akingtola, the 

EFCC is ready to appeal the verdict (This day, August 7, 2012). 

 

The case of former Inspector General of Police, Tafa Balogun, was another national blow in the country. He was 

accused of financial corruption of over N13 billion public funds. Balogun was arrested and arraigned before 

Federal High Court. Being the first senior official to be convicted, Judge Binta Nyaku, sentenced Balogun to 6 

months imprisonment. He was also ordered to pay a fine of N4million while some seized properties worth $ 150 

million were seized by the government. (The News, November 22, 2005). 

 

 The Otedola/Lawan bribery saga is still fresh in our memory. Farouk Lawan, a member of House of 

Representative and the Chairman Adhoc Committee on subsidy probe, was accused of accepting the sum of 

$620.000 dollars out of a grand total of 3 million dollar price tag. Femi Otedola a businessman and chairman 

Zinon oil Company offered the bribe and he involved the State Security Service (SSS) to prove that he was 

pressured to part with the money. Initially Lawan denied of accepting bribe until the scandal became a press 

release and after which he claimed to have collected the money as ‘exhibit’. According to the report, Otedola 

gave Lawan marked money and both video and audio evidences were tendered to the security. Several 

investigations were made but yet no one can ascertain the where about of the ‘’marked money’’ ( Vanguard, 18 

June, 2012). 

 

In the final analysis, corruption has been a singular threat to the survival of Nigeria’s democracy. The attitudes 

of the public office holders reflect self centeredness and greed. Apart from the aforementioned cases, there are 

some other corruption saga which have been buried and this exposes the government lack of political will to 

fight corruption. The next section captures government responses toward curbing corruption. 

 

Government Responses to Curb Corruption 
With the return to civilian rule on 29 May 1999, the in coming administration pledged, as one of its cardinal 

policies to wage a war against corruption. Expectedly, not more than a month of Obasanjo administration that he 

presented a bill to the National Assembly on corrupt practices and related offences. It took the legislature a year 

to pass the anti corruption Act which ushered in the Independent Corrupt Practice (ICPC), the bill was assented 



 
 

ICSSL -2015 | Corruption and Democratization Hurdles in Nigeria: An Overview of the Fourth 

Republic 

593 

 

POLITICAL SCIENCE International Conference on Social Science and Law 

to buy the president in 13 June, 2000 and ICPC was officially inaugurated in 29, September 2000. The 

commission through its act has the power to investigate and prosecute cases of corruption and other related 

offences. The ICPC is generally considered to have been one of the most promising yet disappointing anti graft 

agencies. It was originally bogged down with litigation. For instance, the case filed by the Attorney General of 

Ondo State, arising from ICPC first corruption case in May 2001, querying the constitution of the ICPC Act. 

The activities of the commission were almost paralyzed until June 7, 2002, when the Supreme Court upheld the 

validity of the legislation (Aiyede, 200). Although the agency has been able to prosecute a few public officers 

and has several pending cases in court, ICPC is yet to convince Nigerians in its seriousness to tackle corruption. 

This can be referred as a capacity weakness which threatens the potential of the agency in combating corruption. 

According to ICPC report (2011) about 263 cases were filed between 2001 and 2011 involving 495 accused 

persons. 

 

Nevertheless, another agency that has generated popular excitement in the anti corruption war is the EFCC 

(Ayiede, 2008-2009). The Economic and Financial Crimes Commission (EFCC) is the second anti corruption 

body set by the President Obasanjo administration. The EFCC was established in 2003 and is empowered to 

prevent, investigate, prosecute and penalize economic and financial crimes as indicated in its act. The EFCC 

under the leadership of Nuhu Ribadu was able to address financial corruption by prosecuting and convicting a 

number of high-profile corrupt individuals, ranging from Nigeria’s former Inspector General of police, Tafa 

Balogun, Diepreye Alamieyeseigha, the former Governor of Delta State, James Ibori etc. In September 2006, 

the EFCC investigated 31 of Nigeria’s 36 State governors (The Nation, September 28, 2006). The EFCC has 

been able to tackle, to some extent, cases of advance fee fraud (commonly called 419) such as obtaining by false 

pretence through different fraudulent schemes e.g. contract scam, credit card scam, job scam, counterfeit, 

cybercrime etc (Ayoade, 2008 : 49). 

 

In April 2008, the EFCC began an investigation of the very influential daughter of the former Nigerian 

president, Senator Iyabo Obasanjo, for receiving N10 million stolen from the Ministry of Health. The 

investigation which also indicted the former minister of health and the deputy of stealing $300,00 from the 

ministry’s unspent funds (EFCC Report, 2008). The removal of Ribadu enhanced the appointment of Farida 

Waziri as the successor of the former on June 6, 2008 precisely. The prosecution of Bode George, former NPA 

chairman, was one of the big cases during Waziri headship. Olabode George was arrested and arraigned before 

court of law which sentenced him to 30 months in prison having found guilty. The conviction of the former MD 

of Oceanic Bank, Cecilia Ibru, is kudos to the EFCC under the leadership of Waziri. The former head of 

Oceanic bank was arraigned in court and sentenced to 6 months imprisonment and also forfeit some valuable 

properties locally and internationally, the trial of Erastus Akingbola stated during this period and is being 

anchored under the new leadership of EFCC headed by Lamorde Ibrahim whom assumed office in November 

2011. Recently, EFCC arrested and arraigned some persons involved in subsidy scandal. Popular names among 

the suspects happen to be children of the so called ‘’ big men’’ in the country. 

 

However, despite the efforts being made by the anti-graft agencies, the issue of ‘’plea bargaining’’ has become a 

disturbing notion in Nigeria’s Judicial system. Plea bargain simply means acceptance of guilt by a suspect. This 

may inform soft punishment for the accused person. But the argument here is the abuse of the legal concept and 

this prompted the former chief Justice of Nigeria, justice Dahiru Mustapha, to call for its abolition (Vanguard, 

March 7, 2011). Though plea bargaining assists in avoiding delay of Justice which has characterized Nigerian 

Judicial system, the intent of introducing it to criminal cases in the country has amounted to granting undue 

leniency as reward to criminals. 

 

Implication for Sustainable Democracy 
Most literature on corruption and Democracy seem to have a consensus that corruption is a virus that threatens 

democratic consolidation in any society and this is a greatest challenge in Nigeria experiment. The motive of 

democracy is not attainable amid corrupt practices. The question of good governance is being jettisoned in 

Nigeria as a result of corrupt tendency from some public office holders. In a situation where self centeredness 

surpasses public interest, democratic virtues might be a mirage. The magnitude of corruption and the absence of 

probity, equity, accountability and patriotism which characterized the leadership and the institutions over which 

the state presides can be regarded as greater threats from which the state must be rescued (see, chafe, and 

Roberts, 1996:474) 

 

Not only that, corruption has threatened the conduct of free and fair elections in Nigeria. Elections play a 

significant role in deepening democracy but manipulation of electoral system in the country has exposed the 

corruption in Nigeria’s electioneering. Since the inception of new democracy in 1999 election has always been 

marred with irregularities and rigging which poses credibility question to Nigeria’s democracy. Between 1999 
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and 2007 Nigeria held three elections which witnessed a systematic persistent deterioration in the quality of the 

election. In 1999, there were some complain of old style competition rigging, meanwhile in 2003 Nigerians 

began to see systemic deployment of organized thuggery, violence and brazen manipulation of election results. 

The 2007 elections witnessed ‘coercive rigging’ and ‘selection’ rather than election. The election was 

condemned by both local and international observers (Mustapha, 2007:3). Although the conduct of 2011 general 

elections was applauded by various monitoring groups, there were cases of malpractices. In essence, credibility 

of election is expected to determine credible leaders. For some electorates to desist from money politics and 

vote selling, corruption should be tamed. 

 

The poverty ratio in Nigeria is high and which can easily be attributed to corruption in the society. Nigeria is 

naturally endowed with both mineral and human resources but suffers from prudency and transparency. 

Diversion of public funds by private individuals for selfish interest has done more harm to the country’s 

economy and the people standard of living. Democracy is not safe in such condition. The major reason for 

subsequent military intervention in Nigeria has been corrupt practices by the politicians. The present crusade 

against corruption needs genuine intention to avoid any excuse from the military counterparts.   

 

Conclusion 

It has been agued in this paper that corruption is a major problem which held Nigeria to hostage. Though there 

are some other fundamental challenges facing the country, corruption has been a singular threat to socio-

economic and political development in the country. The perception of making corruption Nigerians culture 

needs to be reshaped and as a matter of fact the greatest recommendation is the need for all hands to be on deck 

in taming the monster of corruption in Nigeria. If corruption can be strike out in our setting, Nigeria stands a 

better chance of development.  
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Abstract 

The paper concentrates on the historical development of comparative politics in the United States, taking into 

cognizance; the past and present of comparative politics in the US. The discussion is organized around three 

distinct issues: the definition of the field’s subject matter, the role of theory, and the use of methods. These three 

issues are the basis for an identification of distinct periods in the history of comparative politics and for 

assessments of the state of the field. Attention is also given to the link between comparative politics, on the one 

hand, and other fields of political science and other social sciences, on the other hand, and, more briefly, to 

political events and the values held by scholars of comparative politics in and around the United States. 

Keywords: Historical, Development, Comparative, Politics, United States 

 

Introduction  

“Without comparisons to make, the mind does not know how to proceed” (Alexis de Tocqueville, 1945) 

Comparative politics is one of the sub-fields within the academic discipline of political science as well as an 

approach to the study of politics and development across countries. Comparative politics draws on the 

comparative research method, what Mill characterized as “the method of agreement” and “the method of 

difference” or, more commonly, most similar (e.g. American-Nigerian democracies) and most different (e.g. 

democracy versus authoritarianism) systems. By drawing on the comparative method, comparative politics 

attempts to provide a systematic study of the world’s polities, and seeks to explain both similarities and 

differences among and between political systems. It is a systematic, comparative study of the world’s politics 

which seek to explain both similarities and differences among these political systems (Wiarda, 2007; Lijphart, 

1971; Hopkin in Marsh, D. and G. Stoker, 2002). Arguably, comparative politics is defined more by its 

methodology, rather than by its substantive or even theoretical areas of focus, which are quite heterogeneous. 

Comparative politics concentrates on areas such as democratization, state-society relations, identity and ethnic 

politics, social movements, institutional analysis, and political economy. It addresses these themes from a 

number of theoretical perspectives such as rational choice theory, political cultural, political economy, as well as 

institutionalism. As argued by Kesselmanet al (2007), comparativists often analyze political institutions or 

processes by looking at two or more cases that are selected to isolate their common and contrasting features. 

Studies in comparative politics can be single-country case studies, comparisons of two or more countries, and/or 

studies of some dimensions of the entire global universe of countries (Wiarda, 2007). In this respect, a 

comparative study is drawn upon across political scientist’s sociologists, anthropologists, among other 

disciplines. Comparative politics draws a better understanding of how politics work as well as rules about 

politics. McCormick refers to Comparative Politics as a tool to understand ourselves, i.e. gaining knowledge of 

the self, through knowledge of others. Thus, by studying the ways in which other societies govern themselves, 

we can better understand the character, origins, strengths and weaknesses of our own system of government 

(Ibid). Moreover, comparative politics explores how interest groups relate to the state or government, political 

culture and political values in different countries. Wiarda notes further that comparative politics studies the 

processes by which countries become developed, modern, and democratic; how civil society emerges in 

different countries; and the effects of economic growth and social change on the developing nations. 

 

As a field of study, comparative politics focuses on understanding and explaining political phenomena that take 

place within a state, society, country, or political system (Lim, 2006, 5). It is not necessarily about deciding 

which political system is best or worst, but learning more about how and why different systems are different or 

similar. In this respect, comparative politics helps us to understand the effects of both differences and 

similarities in different political systems. In fact, the real world of comparative politics can be viewed as a 

laboratory for political scientists to critically and systematically assess what works and what does not, as well as 

to demonstrate important theoretical relationships among different political variables. Sartori (1970) makes a 

similar point arguing that “to compare is ‘to assimilate’ i.e. to discover deeper or fundamental similarities below 

the surface of secondary diversities”. This is based on the fact that, we can only obtain comparability when two 

or more items appear ‘similar enough’ to the extent that they are neither identical nor utterly different (Ibid). 

Just like other social science disciplines and fields of study, political science has undergone remarkable changes 
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following the end of World War II (Lim, 2006). In part, this was driven by the importance of knowing about 

other countries so as the military strategic interests of the United States (US) could be better protected. As 

Wiarda (as cited by Lim, 2006: 9) noted, the rise of fascism and military in Germany, Japan and Italy and the 

rise of communism in Russia and China, had a profound impact on the field of comparative politics and political 

science as a whole. More recently, the end of the Cold War opened the window of opportunity that has resulted 

not only in some remarkable political changes, but also in a closer integration of the world’s economies than 

ever before (Green and Luehrmann 2007). Lim tells us that this historical gen of comparative politics informs us 

clearly that the field is not immune to a host of subjective, mostly hidden social and political forces and that, 

“what is true of the past is almost assuredly true of the present” (p11). While the field of comparative politics 

continues to change over time, it is important to note that its definition too changes. comparative politics as 

defined by many authors focuses on what happens inside countries, while international relations basically 

focuses more on what happens outside countries or more accurately relations among states. However, it is 

interesting to note that the renewed interest in the globalization among political scientists during the 1980s 

occurred almost parallel with changes in the role of the state in society in most Third World countries. Held 

(2000) alongside many scholars, argues that “we are in a new ‘global middle ages’, which though the nation 

states still have vitality, they cannot control their borders and therefore are subject to all sorts of internal and 

external pressures” 

 

Ontological, Epistemological and Methodological Debates on Comparative Politics 

Questions and issues relating to what to compare, why compares, and how to compare are the major concern of 

any comparativist. Comparative politics and comparative methodologies are, thus, well suited for addressing 

such questions. Addressing these questions does not only provide extensions of knowledge, but also a strategy 

for acquiring and validating new knowledge (Sartori, 1970). Making comparisons is a natural human activity. 

Comparing the past and present of nation X, and comparing its experience with that of other nations, deepens 

the knowledge and understanding of both nations, their policies, histories and experiences that are being 

compared (Almand and Powell, 1996). Comparative politics, inter alia, aims to describe the political phenomena 

and events of a particular country, or group of countries (Landman, 2003). Comparative methods is a powerful 

and adaptable tool which enhances our ability to describe and understand political processes and political 

change in any country by offering concepts and references points from a broader perspective. Thus, this exposes 

the comparative politics field into diverse intellectual enterprises. While Peters (1998) regards this heterogeneity 

as both a strength and weakness of comparative politics, Verba (as quoted by Peters, 1998:9) argues that this 

heterogeneity of the field will prolong its vitality, and it is a source of strength rather than of weakness. 

According to Verba, the openness of the field to various theories and methodologies helps to maintain its vitality 

and its capacity to cope with realities in a rapidly changing political world. So, the practical analyst of 

comparative politics needs to know not only what political reality (ontology) is, but also how to begin to know 

and explain it, (epistemology), before even addressing the particular problem under investigation 

(methodology). Landman (2003:16) discusses ontology, epistemology and methodology as terms that occur in 

the discussion of the philosophy of science and distinctions between them often become indistinct in the 

comparative literature. Thus, these three concepts provide a ‘directional dependence’ among each other. 

Whereas ontology establishes what is knowable, epistemology discusses how it is knowable and methodology 

how it is acquired systematically. In a sense, different broad ontological and epistemological positions inform 

different methodological orientations or preferences (Marsh and Stoker, 1995:14). Drawing a link between 

methodology and ontology, Hall (2003) argues that, ‘if methodology consists of techniques for making 

observations about causal relations, an ontology consists of premises about the deep causal structures of the 

world from which analysis begins and without which theories about the social world would not make sense.’ 

This author argues further that, ontology is ultimately important to methodology because the suitability of a 

particular set of methods for a given problem turns on assumptions about the nature of the causal relations they 

are meant to discover. 

 

‘Ontology’ in comparative politics refers to theory of being, or a metaphysical concern. It relates to what can be 

studied, what can be compared, and what constitutes Comparative Politics. Hall (2003) defines ontology as the 

fundamental assumptions scholars make about the nature of the social and political world and especially about 

the nature of causal relationships within that world. It is the character of the real world as it actually is (Ibid). In 

comparative politics, ontology is relevant to our study of the ‘what’ of - countries, events, actors, institutions, 

and processes that is observable and in need of description or analysis. While we may have a lot to analyze in 

comparative politics, Peters discusses at least five types of studies that are classified as being components of 

comparative politics. The first unit of analysis according to Peters is a single country’ descriptions of politics in 

X, whatever X may be. While this is a most common form of analysis in the discipline, it has the least assert to 

advancing the scientific status of comparative politics. The obvious weakness of this approach is that it is not 

really comparative but rather an explication of politics ‘someplace else’ (Ibid). A second unit of analysis in 
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comparative politics is processes and institutions. This can be a selection of a small number of instances that 

appear similar or comparable in some significant ways; those instances are then used to clarify the nature of 

either the process or the institutions itself, or the politics of the country within which it occurs. This method does 

not describe and implicitly compare whole systems, but rather to develop lower-level comparisons of a 

particular institution or political process. Example of this can be a comparative analysis of public policy 

formulation and implementation. A third way of approaching comparative politics is typology formation, where 

political comparativists develop classification schemes of countries or different components of the political 

party systems. This form of analysis was used to analyze politics in various countries by comparing their actual 

performance with the conceptual model. A fourth variety of analysis is regional statistical analysis. The purpose 

of this approach is to test some proposition about politics within the specific region. The initial goal of this 

approach is to make generalization only about that region, and if successful, then the ultimate goal is to extend 

that analysis to be a proposition about politics more generally. Example of this can be studies of the welfare 

state in Western Europe and North America. The final option discussed by Peters is global statistical studies. 

This does for the entire world what the regional studies do for a subset. Example of this can be the World 

Development Reports or Transparency International Corruption Perceptions Index. 

 

Epistemology in social sciences expresses a view about how we know, what we know and in particular about 

what constitutes an adequate explanation of a political event or process. Positivism and historicism are among 

the two significant modes of thought that have greatly influenced contemporary social science (Chilcote, 

2000:32).Positivism (and its empiricist epistemology), in particular, has indeed dominated the discipline of 

comparative politics and social science at large for a number of decades. Positivism has a very long history in 

social science (Smith et al, 1996) with the early theorists, such as Auguste Comte, David Hume, and Herbert 

Spencer. Comte in particular, is the one who coined the word ‘positivism’ and ‘sociology’ in early 19
th

 century 

(Chilcote, 2000; Smithet al, 1996; Neufeld, 1995). His major aim was to develop a science of society based on 

the methods of natural sciences. According to Comte, the positivist approach would give in a methodologically 

unified conception of science which would give true, objective knowledge, in the form of causal laws of 

phenomena, derived from observation (Neufeld, 1995).Comte’s view was very significant in the development of 

the social sciences during the 19
th

 century, fundamentally influenced writers such as Karl Marx and Friedrich 

Engels, and Émile Durkheim (Smith et al, 1996; Neufeld, 1995). Nonetheless, Comte’s view suffered from a 

number of ambiguities and even internal challenges which gave way to logical positivism which arose in 1920s 

in Austria (The Vienna Circle), German (The Berlin School) and Poland. This approach claimed radically that 

science was the only true form of knowledge. Hence, it became very dominant and perhaps the most influential 

variant in social science, dating from the first half of the 20
th

 century (Neufeld, 1995). The logical positivists 

located many of the problems and uncertainties of science in general and social sciences in particular with the 

unclear use of language. The proponents of this variant argue that, in order to avoid production of meaningless 

statements, scientific language must be governed by strict rules of meaning. They appeal to the certainty of 

empirical sense-perception in an effort to stabilize scientific and social scientific categories (Hall et al, 1995). 

However, logical positivism was discredited as a philosophy of science especially after World War II. Its 

epistemology and ontology became increasingly challenged throughout the social and behavioural science in the 

1950s and 1960s, thus giving rise to post-positivism (Tashakkori and Teddlie, 1998). 

 

Post-positivism, on the other hand, was a response to the widely discredited maxims of positivism, whereas 

many of its doctrine were in direct opposition to those of its fore runner. Post-positivism believes that a research 

is influenced by the values of investigators as well as the theory or hypotheses are used by investigator. 

Moreover, it believes that the nature of reality is based on the fact that our understanding of reality is 

constructed (Ibid). The post-positivist objective is not to reject the scientific project altogether, but identify the 

need to understand properly what they are doing when engaged in any form of research (Fischer, 1998). Post-

positivism can thus be explained as an attempt to understand and reconstruct that which already is being done 

when engaged in scientific inquiry. For post-positivist, the central debates in politics are not often over data as 

such, but pretty over the underlying assumptions that organize them (Ibid). Tashakkori and Teddlie noted that, 

since these tenets reflect common understandings regarding both the ‘nature of reality’ and the conduct of social 

and behavioral research, they are widely shared by both qualitatively and quantitatively oriented researchers.  

 

Comparative Studies in the United States: In Perspective 

Comparative politics emerged as a distinct field of political science in the United States in the late 19th century 

and the subsequent evolution of the field was driven largely by research associated with US universities. The 

influence of US academia certainly declined from its high point in the two decades following World War II. 

Indeed, by the late 20th century, comparative politics was a truly international enterprise. Yet the sway of 

scholarship produced in the US, by US- and foreign-born scholars, and by US-trained scholars around the world, 

remained undisputable. The standard for research in comparative politics was set basically in the US. In sum, a 
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large part of the story of comparative politics has been, and continues to be, written by those who work and have 

been trained within the walls of US academia. Here we look at the past and present of comparative politics in 

the US. The discussion is organized around three issues: the definition of the field’s subject matter, the role of 

theory, and the use of methods. These three issues are the basis for an identification of distinct periods in the 

history of comparative politics and for assessments of the state of the field. Attention is also given to the link 

between comparative politics, on the one hand, and other fields of political science and other social sciences, on 

the other hand, and, more briefly, to political events and the values held by scholars of comparative politics. The 

argument presented here is as follows. Since the institutionalization of political science as an autonomous 

discipline, a process initiated in the late 19th century, the evolution of comparative politics was punctuated by 

two revolutions: the behavioral revolution, that had its greatest impact on comparative politics during the 

immediate post–World War II years until the mid-1960s, and the second scientific revolution, that started 

around the end of the Cold War and is still ongoing. On both occasions, the impetus for change came from 

developments in the field of American politics and was justified in the name of science. However, the ideas 

advanced by, and the impact of, these two revolutions differed. The behavioral revolution drew heavily on 

sociology; in contrast, the second scientific revolution imported many ideas from economics and also put a 

heavier emphasis on methodology. Moreover, though each revolution centrally involved a tension between 

traditionalists and innovators, the current revolution is taking place in a more densely institutionalized field and 

is producing, through a process of adaptation, a relatively pluralistic landscape. Beyond this characterization of 

the origin and evolution of comparative politics, concerning the present, it stresses that scholars of comparative 

politics—comparativists, for short—have accomplished a lot and produced a vast amount of knowledge about 

politics, but also have fallen short of fulfilling the field’s mission to develop a global science of politics due to 

some serious shortcomings. Specifically, the lack of a general or unified theory of politics, and the failure to 

produce robust, broad empirical generalizations about world politics, are highlighted. Concerning the future of 

comparative politics, it is suggested that potentially paralyzing or distracting divisions among comparativists, 

which hamper progress in the field, will only be overcome inasmuch as comparativists appreciate both the depth 

of the roots of comparative politics in a humanistic tradition and the vital importance of its scientific aspirations. 

Going further, in his article "Comparative Politics and the Study of Government," Roy Macridis (1968) seems to 

consolidate his previous position which focused primarily on three issues. First, he believed that any serious 

study of comparative politics should demonstrate a clear investigation for interest configuration in a country. 

What he means by "interests" is a kind of seasonal agreements between various factions and groups in a society 

and not simply latent unexposed interests (Interest Group). However, he doesn't reveal any sort of class analysis 

in connection with the interest analysis. His stands here are quite similar to those pluralists such as Truman 

Mills and Dahl. Secondly, he emphasized the role of ideology. For him ideology corresponds with the political 

culture. He disagrees with Marxist who believes that ideology is false conscious. Finally, he proposes the study 

of government bureaucracy along with the formal process of decision making. Macridis tends to draw a line 

between what is political and what is not. In my judgment in most cases, if not all, this line is artificial and 

difficult to defend. Macridis, however, takes the opposite direction when he highly dichotomized between the 

various segments of life. To my understanding what he adopts in this regard is a sort of traditional Laissez-Fair 

liberalism. He argued; "In most cases and for most of the time, the great host of social, economic and 

interpersonal relations has no actual relevance to politics and therefore the discipline.  He went further when he 

contended, that it is even a sign of superficiality to attempt to link a "non-political variable such as income" with 

a political variable such as "voting." Because of these stands he condemned behaviorism for its tendency to 

transcend the formal barriers between social sciences.   He rather proposed the traditional studies of the 

governmental legal and bureaucratic structures. Like many social scientists, Macridis advocated clear distinction 

between "facts" and "values."  In my opinion, because of their subject matter, political scientists have to take a 

clear position for the problem under investigation. Isolating the so-called "facts" from "values" is like isolating 

the language from its contents "perceptions." Moreover, the clear ideological or political position of the author 

will prevent the student from getting confused while searching for the author's ideological preference. In his 

"Comparing Government," Angelo Codevilla  advanced comparative politics by reviewed four works on 

comparative politics including Beer and Ulam (1973), Macridis and Ward (1972), Dragmich and Rasmusser 

(1974),  Blondel (1972) and Neumann (1968). Almost all of them were written in the 1970's (relatively 

updated), they deal primarily with four European countries:   Great Britain, France, Germany, and the Soviet 

Union in order.   With the exception of Blondel (1972), they tended to stick to the traditional domain of studying 

comparative politics, namely they confine their analysis to the Western democracies. Blondel's, however, takes a 

different direction, though within the traditional framework. He examines mostly party formation loyalties and 

competitions with a given judicial system. Moreover, Blondel exhibits a considerable interest in the Estonian 

paradigm of input-output mechanism in the study of political systems.   Codevilla maintains that the works of 

Beer, Ulam, Berger and Goldman are characterized by four basic concepts serve as a framework of analysis:   

They are "pattern of interests," "pattern of power," undertaken by certain organizations with different levels.  

Codevilla, finally, reveals that the authors tend to provide a general description of the Soviet Union, while they 
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do not demonstrate the fundamental disparities and similarities, if any, between the Soviet Union and other 

countries. The article by Norman Furniss (1974) deals mainly with the conventional lines of thought revealed 

throughout the various texts of comparative politics. He starts by reviewing the different definitions of 

comparative politics as they are found in the various catalogs and syllabuses of the American schools of political 

science. These demarcations of comparative politics range from one such as "the study of all governments 

except one's own " to  Gwendolyn Carter's definition which emphasizes the study of "major foreign powers." 

Furniss' own position, however, is that the study of comparative politics should be limited not nationally but 

substantively.   Moreover, he argues that our focus should be on the structure of government along with the 

political elites. In light of these considerations, Furniss likes to see in any serious text sufficient information 

about the constitution, the relationship between the legislative executive and judicial powers. Besides, he also 

likes to see a geographical description to any country under study. The main strength of Furniss' article, in my 

opinion, is that he highly emphasizes the significance of critical thought towards any text. He rightly suggests 

that we should always be prepared to offer a kind of alternative explanation.   This could be acquired by 

formalizing the "major theme of the book. For example in practical political terms there are some differences 

between the two parties in Germany, but they are not as significant as between the English conservatives of 

labor parties. However, Codevilla sees the most interesting feature of contemporary German government is the 

Federal Constitution of Court, which is an attempt to transplant the American judicial practices. Finally, 

Codevilla reviews the Soviet Union's section in the four textbooks. He starts by treating the concept of state in 

Marxism thought. According to a couple of quotations from Engels and Lenin, Codevilla deduces that "the 

Soviet Union is not a state but an   anti-state'—because Friedrich Angeles sees it as a traditional phenomenon 

which must be made use of in the revolutionary struggle in order forcibly to crush our antagonists."   Here again 

we come to the controversy of definitions to the term democracy. Aspturian, for example, argues that "in their 

eyes… Western democracy is a dictatorship over the working masses, while Soviet democracy is a dictatorship 

over the former capitalist working class."  Moreover, in Lenin's perception "democracy excludes freedom" 

because democracy is the rule of one class over the other for the interest of the former. Codevilla maintains that 

the Soviet Union has always exercised a kind of attraction for the Western intellectuals in as much that many 

Western scholars tend to study the Soviet Union by the same theoretical tools applicable to the Western 

societies. For example, Neumann tells us that the Soviet Union is no more than a "pluralistic" society in which 

all governmental functions were decline of certain classes. The four texts under review have revealed detailed 

information about the structure of the French Parliamentarism in comparison with other types of European 

Parliamentary democracy. As they maintain, French politics is characterized by the "presidential" system and 

separation of power. Section IV of the paper is dedicated to the treatment of German politics. It is now widely 

perceived that the emergence of Nazism in Germany was a direct production of European democracy. Nazism 

came to power in Germany through an electoral system, by a valid constitution and motivated by devastating 

economic troubles.   Despite the experience of Nazism in Germany, Karl, Deutsch, among others, is quite 

solicitous about the degree of democracy's roots in Western Germany. Deutsch proposes fourteen points against 

which students of comparative politics can check whether a country is democratic.   Some of those points are 

really concerned with the features of a democratic society rather than the democracy itself. Most notable are 

those points such as the respect of privacy, equality, sense of being in charge of people's lives, etc. Moreover, 

Goldmann notes that Nazism was far from being conservative.   It was a radical revolutionary movement which, 

in the short time it had, abolished most of the social, economic, and even psychological foundations of its 

predecessor regimes. The pattern and mode of public participation in Germany is changeable from one 

constitutional stage to the other, e.g., from Weimer Republic to the Fifth Republic. As in England, the major two 

parties in Germany determined, considerably here that the aforementioned works don't really deviate from the 

dominant literature on British politics. They revolve around the traditional issues such as monarchy, aristocracy, 

and democracy. As Finer, Beer and Ulam and Newmann have pointed out, traditionalism is essential in 

understanding British politics, because it has preserved through many political forms (e.g., the monarchy). 

However, almost all of the authors under review, including Codevilla, tend to hold that the traditional political 

system is undergoing a severe decay which is manifested in many political institutions such as the Parliament, 

the parties, and the law-making bodies. Codevilla devotes the third section of his essay to the examination of the 

French politics in the works of the aforementioned authors. Prior to his analysis on the subject, Codevilla 

observes that "whereas when discussing the Soviet Union every one of our textbooks makes at least some effort 

to relate what goes on there to the tenets of Marxism-Leninism, their discussion of France generally does not 

explain the ideas of Revolution and fail to put French politics into the perspective of democratic governments 

paradoxical task." This accusation, however, is not always correct.  Macridis does mention the impact of the 

Revolution, although he believes it made no essential difference. The only difference he sees is a symbolic one 

such as the proposition, "The people are always right" after it. It is interesting to note here that Macridis tends to 

offer a class analysis to the French politics, namely the French political parties. He predicts the decline of the 

center parties in terms of socio-economic data on what evidence is mustered to support it?  What are the 

strengths and weaknesses of the argument?" Also, one of his strengths is that he was able to compute 
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statistically the frequency of those texts which receive more currency in the basic courses in comparative 

politics, for example Almond and Powell Comparative Politics: A Development Approach (26%), Almond and 

Verb, The Civic Culture (175), Macridis and Ward, Comparative Political System(8 .6%) ,  and so forth. The 

major weakness of Furniss, in our opinion, is that first he tends to overlook the significance of class and social 

formation in the study of comparative politics. Second, whereas he plays .up the geographical factor, he offers 

no significance to the historical factors.  Finally, he seems to argue within the domain of legal traditional 

paradigm when he outlines the importance of the descriptive approach to the structure of government. In this 

connection, he obviously oversees the theoretical substance in the analysis of comparative politics. 

 

The Constitution of Political Science as a Discipline, 1880–1920 

Political science, which had to be constituted as a discipline before the subfield of comparative politics could be 

formed, can trace its origin to a number of foundational texts written, in many cases, centuries ago. It can date 

its birth back to antiquity, and thus claim to be the oldest of the social science disciplines, in light of the work of 

Greek philosophers Plato (427–347 BC), author of The Republic (360 BC), and Aristotle (384–322 BC), author 

of Politics (c. 340 BC). In the modern era, important landmarks include the Italian Renaissance political 

philosopher Nicolo Machiavelli’s (1469–1527) The Prince (1515) and French Enlightenment political thinker 

Baron de Montesquieu’s (1689–1755) The Spirit of Laws (1748). More recently, in the age of industrialism and 

nationalism, political analysis was further developed by European thinkers who penned the classics of social 

theory. Political thought in the United States, a new nation, necessarily lacked the tradition and the breadth of 

European scholarship. Indeed, significant contributions; from The Federalist Papers (1787–88), written by 

Alexander Hamilton (1755–1804), James Madison (1751–1836) and John Jay (1745–1829), to the writings by 

German émigré Francis Lieber (1800–72), the first professor of political science in the US, did not match the 

broad corpus of European work. In addition, the relative backwardness of the US was apparent in higher 

education. Many teaching colleges existed in the US, the oldest being Harvard, founded in 1636. But the first 

research university, Johns Hopkins University, was not established until 1876, and a large number of Americans 

sought training in the social sciences in Europe, and especially in German universities, the most advanced in the 

world at the time, during the period 1870–1900. Yet, as a result of a series of innovations carried out in US 

universities, the US broke new ground by constituting political science as a discipline and hence opened the way 

for the emergence of comparative politics as a field of political science. The clearest manifestations of the 

process pioneered by the US were various institutional developments that gave an organizational basis to the 

autonomization of political science. One new trend was the growing number of independent political science 

departments. Also critical was the formation of graduate programs, the first one being Columbia University’s 

School of Political Science, founded by John W. Burgess in 1880—the event that opens this period in the 

history of political science—and hence the expansion of PhDs trained as political scientists in the US. Finally, a 

key event was the founding of the discipline’s professional association, the American Political Science 

Association (APSA), in 1903. These were important steps that began to give the new discipline a distinctive 

profile. This process of autonomization involved a differentiation between political science and history, the 

discipline most closely associated with US political science in its early years. Many of the departments in which 

political science was initially taught were joint departments of politics and history, and APSA itself emerged as 

a splinter group from the American Historical Association (AHA). Moreover, the influence of history, but also 

the desire to establish a separate identity vis-à-vis history, was evident in the way political scientists defined 

their subject matter. Many of the founders of political science had been trained in Germany, where they were 

exposed to German Staatswissenschaft (political science) and historically oriented Geisteswissenschaft (social 

sciences). Thus, it is hardly surprising that, much in line with German thinking at the time, the state would 

figure prominently in attempts to define the new discipline’s subject matter. But since history, as an all-

encompassing discipline, also addressed the state, they sought to differentiate political science from history in 

two ways. First, according to the motto of the time that “History is past Politics and Politics present History,” 

political scientists would leave the past as the preserve of historians and focus on contemporary history. Second, 

they would eschew history’s aspiration to address all the potential factors that went into the making of politics 

and focus instead on the more delimited question of government and the formal political institutions associated 

with government This way of defining the subject matter of political science bore some instructive similarities 

and differences with the way two other sister disciplines—economics and sociology—established their identities 

during roughly the same time. The birth of economics as a discipline was associated with the marginalist 

revolution and the formation of neoclassical economics, crystallized in Alfred Marshall’s (1842–1924) 

Principles of Economics (1890); that is, with a narrowing of the subject matter of Smith’s, Ricardo’s and Mill’s 

classical political economy. In contrast, sociologists saw themselves establishing a discipline that explicitly 

represented a continuation of the classical social theory of Comte, Tocqueville, Spencer, Durkheim, Marx, 

Weber, Pareto, Mosca, and Michels; and, proclaiming an interest in society as a whole, defined sociology as the 

mother discipline, the synthetic social science. Thus, like economists, and in contrast to sociologists, political 

scientists defined their discipline by betting on specialization and opting for a delimited subject matter. But the 
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way in which the subject matter of political science was defined differed fundamentally from both economics 

and sociology in another key way. These sister disciplines defined themselves through theory-driven choices: 

economics introducing a reorientation of classical theory, sociology seeking an extension of classical theory. In 

contrast, the process of differentiation of political science vis-à-vis history was largely a matter of carving out an 

empirically distinct turf and involved a rejection, rather than a reworking, of European grand theorizing and 

philosophies of history. In sum, political science was born out of history and as a result of efforts to distinguish 

the study of politics from the study of history. But the birth of this new discipline also entailed a break with, 

rather than a reformulation of, the classical tradition. The way in which political science was born had profound 

implications for the research conducted during the early years of political science. Most critically, the discipline 

was essentially bereft of theory, whether in the sense of a meta-theory, that sought to articulate how the key 

aspects of politics worked together, or of mid-range theories, that focused just on one or a few aspects of 

politics. Indeed, the formal-legal approach that was common in the literature of this period was largely 

theoretical, in that it did not propose general and testable hypotheses. Research also addressed a fairly narrow 

agenda. Political scientists studied the formal institutions of government and presented arguments that largely 

reflected the prevailing consensus about the merits of limited democracy, on the institutional questions of the 

day, such as the reforms adopted in the US after the Civil War and the constitutional changes in Europe in the 

late 19th and early 20th centuries. In terms of methods, the US reaction to what was seen as the excessively 

abstract and even metaphysical aspects of European philosophies of history had the positive effect of grounding 

discussion in observables, that is, in empirical facts. But most of this work consisted mainly of case studies that 

offered detailed information about legal aspects of the government, at best presented alongside, but not 

explicitly connected to, more abstract discussions of political theory. Moreover, it tended to focus on a fairly 

small set of countries and not to provide systematic comparison across countries. The limitations of the early 

research done by political scientists in the US notwithstanding the establishment of political science as an 

autonomous discipline, was a critical development that prepared the ground for its future growth. In Europe and 

elsewhere, the strength of sociology, an imperialist field by definition, worked against the establishment of a 

discipline focused on the study of politics. Thus, in breaking with the more advanced European tradition by 

establishing political science as a distinct discipline with its own organizational basis, the US opened a new path 

that would allow it to catch up and eventually overtake Europe. 

 

The Behavioral Revolution, 1921–66 

A first turning point in the evolution of US political science can be conveniently dated to the 1921 publication of 

a manifesto for a new science of politics, which implied a departure from the historical approach embraced by 

many of the founders of political science in the US, by the University of Chicago professor Charles Merriam 

(1874–1953) (Merriam 1921). This publication was followed in 1923, 1924, and 1925 by a series of “National 

Conferences on the Science of Politics,” which were important events for the discipline. It was also followed by 

the formation of the Social Science Research Council (SSRC), the world’s first national organization of all the 

social sciences, based largely on Merriam’s proposal to develop the infrastructure for research in the social 

sciences. And it signaled the rise of the Chicago school of political science, an influential source of scholarship 

in the 1920s and 1930s. However, the impact of Merriam’s agenda on the study of comparative politics would 

not be felt in full force until the behavioral revolution swept through the field in the 1950s and 1960s. One 

reason why the impetus for a new approach to political science was temporarily muted was that it was centered 

in, but also restricted to, the study of American politics. Initially, political science was conceived as practically 

synonymous with the study of comparative politics or, as it was usually called in those days, comparative 

government. Indeed, Burgess and other founders of political science were strong proponents of a “historical-

comparative” method. But as the boundaries between political science and other disciplines were settled, 

another process of differentiation, leading to the formation of fields within political science, began to unfold. 

This secondary, internal process of differentiation reflected the increased weight of US-trained PhDs and 

cemented the view that the study of American politics was a distinct enterprise within political science. In turn, 

more by default than by design, comparative politics was initially constituted as a field that covered what was 

not covered by American politics, that is, the study of government and formal political institutions outside the 

US. This would be an extremely consequential development, whose effect was noted immediately. Even though 

Merriam’s ideas were embraced by many in the field of American politics, the new structure of fields insulated 

comparativists from these new ideas. Another reason why the impact of Merriam’s agenda was not felt at once 

had to do with timing and, specifically, the rise of the Nazis in Germany and the onset of World War II. On the 

one hand, due to these events, a considerable number of distinguished European and especially German thinkers 

emigrated to the US and took jobs in US universities. These émigrés reinserted, among other things, a greater 

emphasis on normative political theory in political science. On the other hand, many Americans who proposed a 

recasting of political science joined the US government and participated in the war effort. This produced a 

general hiatus in political science research and put any revolution in the discipline on hold. This transitional 

period came to a close with the end of World War II and the ushering in of the behavioral revolution. As in the 
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1920s, the impetus for change came from the field of American politics and was led by various members of the 

Chicago school. But this time around the proponents of change had a more ambitious statement of their agenda 

and also controlled greater organizational resources, including the Committee on Political Behavior established 

within the SSRC in 1945.16 Moreover, the calls for change were not been limited, as before, to the field of 

American politics. Rather, through a number of key events—an SSRC conference at Northwestern University in 

1952, several programmatic statements and, most importantly, the creation of the SSRC’s Committee on 

Comparative Politics chaired by Gabriel Almond during 1954–63— behavioralism spread to comparative 

politics. Behavioralism in comparative politics, as in other fields of political science, stood for two distinct 

ideas. One concerned the proper subject matter of comparative politics. In this regard, behavioralists reacted 

against a definition of the field that restricted its scope to the formal institutions of government and sought to 

include a range of informal procedures and behaviors—related to interest groups, political parties, mass 

communication, political culture, and political socialization—that were seen as key to the functioning of the 

political system. A second key idea was the need for a scientific approach to theory and methods. Behavioralists 

were opposed to what they saw as vague, rarified theory and theoretical empirics, and argued for systematic 

theory and empirical testing. Thus, behavioralists sought to bring about major changes in the established 

practices of comparative politics. And their impact on the field would be high. Behavioralism’s broadening of 

the field’s scope beyond the government and its formal institutions opened comparative politics to a range of 

theoretical influences from other disciplines. The strongest influence was clearly that of sociology. Indeed, 

Weberian-Parsonian concepts played a central role in structural functionalism (Parsons 1951), the dominant 

meta-theory of the time, and some of the most influential contributions to comparative politics were written by 

scholars trained as sociologists. Moreover, anthropology had some influence on structural functionalism, as did 

social psychology on the literature on political culture (Almond and Verba 1963). Thus, behavioralists helped 

political science overcome its earlier isolation from other social sciences and this reconnection to other 

disciplines was associated with a salutary emphasis on theorizing. The central role given to theory was 

counterbalanced, however, by some shortcomings. The redefinition of the field’s subject matter instigated by the 

behavioralists led comparativists to focus on societal actors and parties as intermediary agents between society 

and the state. Nonetheless, to a large extent, behavioralists focused attention on processes outside of the state 

and offered reductionist accounts of politics. The state was treated as a black box and, eschewing the possibility 

that the constitution of actors and the ways in which they interacted might be shaped by the state, politics was 

cast as a reflection of how social actors performed certain functions or how conflicts about economic interests 

were resolved politically. In other words, politics was not seen as a causal factor and a sense of the 

distinctiveness of comparative politics as a field of political science was thus lost. Another shortcoming of this 

literature concerned the approach to theorizing as opposed to the substance of theories. The most ambitious 

theorizing, well represented by Almond and James Coleman’s (1960) edited volume The Politics of the 

Developing Areas, sought to develop a general theory of politics. Yet the key fruit of these efforts, structural 

functionalism, had serious limitations. In particular, for all the talk about science among proponents of structural 

functionalism, much of the literature that used this meta-theory fell short of providing testable propositions and 

testing hypotheses. Another strand in the literature, more concerned with mid-range theorizing, did generate 

testable hypotheses and conduct empirical testing. An example was Seymour Lipset’s (1960) Political Man, 

which included Lipset’s (1959) widely read American Political Science Review article on the link between 

economic development and democracy. But this mode of theorizing lacked precisely what structural 

functionalism aimed at providing: a framework that would offer a basis for connecting and integrating mid-

range theories—that is, for showing how the various parts connected to form the whole. These mid-range 

theories tended to draw on meta-theories other than structural functionalism; for example, a Marxist notion of 

conflict of interests played a fairly prominent role in the works of political sociologists. Yet these meta-theories 

were less explicitly and fully elaborated than structural functionalism. In sum, though these two literatures were 

parts of the same modernization school that sought to come to terms with the vast processes of socioeconomic 

and political change in the post–World War II years, their meta-theories and mid-range theories were not linked 

together and hence the twin goals of generating general theory and testing hypotheses were not met. In terms of 

methods, behavioralism also introduced notable changes. Though the dominant form of empirical analysis 

continued to be the case study and the small-N comparison, comparative analyses became more common and 

the scope of empirical research was expanded well beyond the traditional focus on big European countries. 

More attention was given to small European countries. Interest blossomed in the Third World, as comparativists 

turned their attention to newly independent countries in Asia and Africa and the long-independent countries of 

Latin America. Moreover, comparativists studied the United States and thus broke down the arbitrary exclusion 

of the US from the scope of comparative politics. Another key methodological novelty was the introduction of 

statistical research. Such research included fairly rudimentary cross-national statistical analyses, as offered in 

the pioneering survey-based study The Civic Culture, by Almond and Sidney Verba (1963). And such research 

was associated with efforts to develop large-N cross-national data sets on institutional and macro variables, a 

key input for quantitative research, through initiatives such as the Yale Political Data Program set up by Karl 
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Deutsch (1912–92). Comparativists could rightly claim to be engaged in an enterprise of truly global empirical 

scope. All in all, the stature of US comparative politics grew considerably in the two decades after World War 

II. Despite its shortcomings, the field had become more theoretically oriented and more methodologically 

sophisticated. Moreover, the identity and institutional basis of the field was bolstered by developments such as 

the expansion of SSRC support for fieldwork and research, the creation of an area studies infrastructure at many 

research universities, and the launching of journals specializing in comparative politics and area studies. 

Comparative politics in the US was maturing rapidly. And its new stature was evident in the new relationship 

established between comparativists working in the US and scholars in Europe. In the 1960s, comparativists in 

the US began reconnecting with classical social theory, and collaborating with European scholars. But now, 

unlike before, the US had a model of comparative politics to export.  

 

The Post-Behavioral Period, 1967–88 
The ascendancy of behavioralism in comparative politics came to an end in the mid-1960s or, more precisely, in 

1966. Critiques of behavioralism started earlier, in the mid-1950s, and behavioral work continued after 1966. 

Moreover, elaborate meta-theoretical formulations by leading voices of the behavioral revolution were 

published in 1965 and 1966 (Easton 1965a; 1965b; Almond and Powell 1966). But these works signaled the 

culmination and decline of a research program rather than serving as a spur to further research. Indeed, the 

initiative quickly shifted away from the system builders who had taken the lead in elaborating structural 

functionalism as a general theory of politics. The publication one year later of Lipset and Stein Rokkan’s (1967) 

“Cleavage Structures, Party Systems, and Voter Alignments” marked the onset of a new intellectual agenda. The 

authors who contributed to the new scholarship were diverse in many regards. Some were members of the 

generation, born in the 1910s and 1920s, which had brought behavioralism to comparative politics. Indeed, 

some of the most visible indications of change were publications authored by members of that generation, such 

as Lipset’s collaborative work with Rokkan, Samuel Huntington’s (1968) Political Order in Changing Societies 

and, later, Giovanni Sartori’s (1976) Parties and Party Systems. But rapidly the early works of the next 

generation began to reshape the field with their analyses of consociationalism (Lijphart 1968), corporatism 

(Schmitter 1971), the military (Stepan 1971), authoritarianism (O’Donnell 1973) and revolution (Scott 1976; 

Skocpol 1979). Thus, the new literature was spawned both by members of an established generation and a 

generation that was just entering the field. These authors were also diverse in terms of their national origin and 

the values they held. The shapers of the new agenda included several foreign-born scholars working in the 

United States and, for the first time, these were not only Europeans primarily from Germany. Moreover, the 

political values of many of these authors departed in a variety of ways from the broadly shared liberal outlook of 

the previous period. The experience of fascism and World War II continued to weigh heavily on the minds of 

many scholars. But the US civil rights movement (1955–65) and the Vietnam War (1959–75) had given rise to 

conservative and radical positions concerning democracy in the US and US foreign policy. And, outside the US, 

the urgency of questions about political order and development made democracy seem like a luxury to some. 

This diversity makes it hard to pinpoint the novelty and coherence of the new period in the evolution of 

comparative politics. On the one hand, though the emergence of a new generation was in part behind the move 

beyond behavioralism, the shift did not coincide solely with a generational change. Part of the new literature 

was authored by members of the generation born in the 1910s and 1920s and some authors, such as Lipset, had 

even been closely associated with the behavioral literature. Moreover, many of the younger generation had been 

trained by behavioralists. Thus, the new literature evolved out of, and through a dialogue with, the established 

literature, and not through a clean break. On the other hand, the decline in consensus around liberal values was 

not replaced by a new consensus but rather by the coexistence of liberal, conservative, and radical values. This 

lack of consensus did introduce an element of novelty, in that many of the key debates in the literature 

confronted authors with different values and in that the link between values and research thus became more 

apparent than it had been before. But these debates were not organized as a confrontation between a liberal and 

a new agenda. Indeed, the difference between conservatives and radicals was larger than between either of them 

and the liberals. Hence, the new literature cannot be characterized by a unified position regarding values. Yet 

the novelty and coherence of the body of literature produced starting in 1967 can be identified in terms of the 

critiques it made of the modernization school and the alternatives it proposed. The most widely shared critique 

focused on the behavioralists’ reductionism, that is, the idea that politics can be reduced to, and explained in 

terms of, more fundamental social or economic underpinnings. In turn, the alternative consisted of a vindication 

of politics as an autonomous practice and an emphasis on the importance of political determinants. The new 

literature, it bears noting, was not authored by system builders but rather by scholars who rejected the work 

done by the system builders of the behavioral period. Indeed, the new literature did not propose an equally 

elaborate and ambitious alternative framework for the study of comparative politics and hence it is most 

appropriate to label the new period in the evolution of the field as “post behavioral.” But the changes introduced 

by the new literature were extremely significant. The centrality given to distinctly political questions implied a 

redefinition of the subject matter of comparative politics. This shift did not entail a rejection of standard 
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concerns of behaviouralists, such as the study of political behavior and interest groups. But issues such as 

interest groups were addressed, in the literature on corporatism for example, from the perspective of the state. 

What was new, as Theda Skocpol (1985) put it, was the attempt to “bring the state back in” as an autonomous 

actor and thus to see state-society relations in a new light. The new literature also brought back the formal 

institutions that had been cast aside by behavioralists. After all, if politics was to be seen as a causal factor, it 

made sense to address the eminently manipulable instruments of politics, such as the rules regulating elections, 

the formation of parties, and the relationship among the branches of government. In short, the critique of 

behavioralism led to a refocusing of comparative politics on the state, state-society relations, and political 

institutions. The approach to theorizing also underwent change. Theorizing during this period was less geared to 

building a new meta-theory that would replace structural functionalism, as mentioned, than to developing mid-

range theories. Meta-theoretical questions were debated, and a large literature on theories of the state was 

produced. But the frustrations with the adaptation of Parsonian categories to the study of politics led to a certain 

aversion to top-heavy grand theorizing that precluded the elaboration of ambitious and encompassing 

frameworks, and certainly no meta-theory was as dominant as structural functionalism had been in the previous 

period. Hence, efforts at theorizing were not seen as part of an attempt to generate an integrated, unified theory 

and thus produced unconnected “islands of theory” (Guetzkow 1950). But the freedom from what was seen, by 

many, as a theoretical straightjacket opened up a period of great fertility and creativity. Old questions, about 

interest groups, political culture, and the military, continued to be studied. New questions, on matters such as 

state formation and revolution, varieties of authoritarianism and democracy, democratic breakdowns and 

transitions, democratic institutions, social democracy, and models of economic development, garnered much 

attention. Moreover, research on these questions did much to advance theories and concepts that brought 

political processes to life and to address the question of political change, a feat particularly well attained in Juan 

Linz’s (1978) The Breakdown of Democratic Regimes and Guillermo O’Donnell and Philippe Schmitter’s 

(1986) Transitions from Authoritarian Rule. In sum, the knowledge base of comparative politics was rapidly 

expanded and was increasingly shorn of reductionist connotations. The story regarding methods is more 

complicated. To a large extent, research during this period relied on case studies and small-N comparisons. 

These were the staples of area studies research, which sought to capitalize on in-depth country knowledge 

gained usually while conducting fieldwork. In addition, the use of statistics, introduced in the previous period, 

continued. As before, attention was given to survey research and the generation of data sets. Moreover, a 

quantitative literature started to develop on issues such as electoral behavior, public opinion, and democracy. 

Thus, even as structural functionalism as a meta-theory was largely abandoned when the field of comparative 

politics altered course in the mid-1960s, the methodological dimension of behavioralism—its emphasis on 

systematic empirical testing—lived on. But a methodological schism was also starting to take root. Indeed, 

during this period, quantitative research was not at the center of the agenda of comparative politics and, to a 

large extent, was ignored by scholars working within the dominant qualitative tradition. Hence, though 

comparativists began to take an interest in quantitative analysis in the 1960s, in tandem with political science as 

a whole, thereafter they started to fall behind other political scientists and especially Americanists in this regard. 

Precisely at a time when a concerted push to develop quantitative methods suitable for political science, and to 

expand training in these methods, was taking off, comparativists followed a different path. The relatively low 

impact of the quantitative literature that went by the label of “cross-national” research during this period was not 

due to a lack of emphasis on methods in comparative politics. In the first half of the 1970s, comparativists 

produced and discussed a series of methodological texts about case studies and small-N comparisons. This was, 

relatively speaking, a period of heightened methodological awareness in comparative politics. Rather, the 

standing of quantitative research was due to certain limitations of this literature. As the debate on the political 

culture literature based on survey data shows, comparativists frequently had serious reservations about the 

theoretical underpinnings of much of the quantitative research. In addition, the quantitative literature did not 

speak to some of the most pressing or theoretically relevant issues of the day. Largely due to the lack of data on 

many countries, quantitative research was most advanced in the study of functioning democracies, precisely at a 

time when most of the countries in the world were not democracies and issues such as elections, democratic 

institutions, and even citizen attitudes were simply not germane. The rationale for this segregation of 

quantitative research from the mainstream of the field notwithstanding, it had important consequences for the 

field’s evolution. Within comparative politics, this situation led to the development of two quite distinct research 

traditions—quantitative and qualitative—that did not talk to each other. In turn, within political science, it led to 

a growing divide between comparativists and Americanists. Comparativists were largely aloof of advances 

spurred primarily by scholars in the neighboring field of American politics, where the sophistication of 

quantitative methods was steadily developing (Achen 1983; King 1991; Bartels and Brady 1993). Indeed, 

comparativists were not only contributing to this emerging literature on quantitative methodology; they hardly 

could be counted among its consumers. The question of common methodological standards across fields of 

political science was becoming a source of irrepressible tension. 
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The Second Scientific Revolution, 1989–Present 

A new phase in the evolution of comparative politics began with a push to make the field more scientific, 

propelled in great part by the APSA section on Comparative Politics, constituted in 1989 with the aim of 

counteracting the fragmentation of the field induced by the area studies focus of much research. This emphasis 

on science, of course, was reminiscent of the behavioral revolution and statements about the limitations of area 

studies research even echoed calls made by behavioralists. Moreover, as had been the case with the behavioral 

revolution, this second scientific revolution in comparative politics was not homegrown but, rather, the product 

of the importation of ideas that had already been hatched and elaborated in the field of American politics. 

Nonetheless, there were some significant differences in terms of the content and impact of the behavioral 

revolution that swept through comparative politics in the 1950s and 1960s and the new revolution that began to 

alter the field in the 1990s. The advocates of this new revolution shared the ambition of the behavioralists who 

aspired to construct a general, unified theory. But they also diverged from earlier theoretical attempts to advance 

a science of politics in two basic ways. First, the proposed meta-theories drew heavily on economics as opposed 

to sociology, which had been the main source of the old, structural functionalist meta-theory. This was the case 

of the game theoretic version of rational choice theory, as well as of rational choice institutionalism, a related 

but distinct meta-theory that introduced, in a highly consequential move, institutions as constraints. Second, the 

new meta-theories did not lead to a redefinition of the subject matter of comparative politics, as had been the 

case with behavioralism. That is, while behavioralists proposed a general theory of politics, which had direct 

implications for what should be studied by comparativists, rational choice theorists advanced what was, at its 

core, a general theory of action. Indeed, rational choice theory offers certain elements to study decision making 

under constraints, but these elements do not identify what is distinctive about political action in contrast to 

economic or social action. In effect, rational choice theory is seen as a unifying theory, which can integrate 

theories about action in different domains, precisely because it is not held to apply to any specific domain of 

action. In turn, with regard to methods, the drive to be more scientific took two forms. One, closely linked with 

rational choice theorizing, was the emphasis on logical rigor in theorizing, which was taken much further than 

had been the case before with the advocacy of formal theorizing or formal modeling as a method of theorizing. 

The other, much more of an outgrowth of the methodological aspirations of behavioralists and the maturation of 

political methodology, centered on the use of quantitative, statistical methods of empirical testing. The impact of 

this new agenda with three prongs—rational choice, formal theory, and quantitative methods—has been notable. 

Some rational choice analyses in comparative politics had been produced in earlier years. But after 1989 the 

work gradually became more formalized and addressed a growing number of issues, such as democratization 

(Przeworski 1991, 2005), ethnic conflict and civil war (Fearon and Laitin 1996), voting (Cox 1997), government 

formation (Laver 1998) and economic policy (Bates 1997). An even more formidable shift took place regarding 

quantitative research. Political events, especially the global wave of democratization, made the questions and 

methods that had been standard in the field of American politics more relevant to students of comparative 

politics. Moreover, there was a great expansion of available data sets. New cross-national time series were 

produced on various economic concepts, on broad political concepts such as democracy and governance, and on 

a variety of political institutions. There was also a huge growth of survey data, whether of the type pioneered by 

Angus Campbell, Philip Converse, Warren Miller, and Donald Stokes’ (1960) The American Voter—the 

national election studies model—or the broader and explicitly cross-national surveys such as the regional 

barometers and the World Values Survey. And, as the infrastructure for quantitative research in comparative 

politics was strengthened, the number and the sophistication of statistical works increased rapidly. Some of this 

statistical research, such as Adam Przeworski et al.’s (2000) Democracy and Development, revisited old debates 

about the determinants and effects of democracy. Yet other works focused on electoral behavior and citizen 

attitudes, and the legislative and executive branches of government, issues that had long been concerns within 

American politics. Also, going beyond the kind of cross-national, statistical analysis familiar to comparativists 

since the 1960s, this quantitative research began to use within-country, statistical analysis, a standard practice in 

the field of American politics. Moreover, though much of this work was not linked or at best poorly linked with 

formal theorizing, even this gap was gradually overcome, especially in the work of economists who began to 

work on standard questions of comparative politics (Persson and Tabellini 2000, 2003). However, in spite of the 

significant change brought about in the field of comparative politics by this new literature, the agenda of the 

second scientific revolution did not bring about as profound a transformation of comparative politics as the 

behavioral revolution did in the 1950s and early 1960s. The effect of this agenda was limited due to opposition 

from the so-called Perestroika movement, a discipline-wide reaction to the renewed emphasis on scientific 

approaches to the study of politics. But another key factor was the existence of other well-established 

approaches to theory and methods. Indeed, the post-1989 period has lacked anything as dominant as structural 

functionalism or the modernization school had been during the behavioral period, and is best characterized as a 

period of pluralism. The new revolution in comparative politics triggered a heightened awareness about issues 

of theory and methods among a broad range of comparativists, which has led to real diversity and a relatively 

healthy interaction among scholars holding different views. The most polarizing issue has been the status of 
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rational choice theory. There is undeniably something to claims that many comparativists have blindly rejected 

the ideas of rational choice theorists and, likewise, there is a basis for the worries expressed by some regarding 

the hegemonic aspirations of rational choice theorists (Lichbach 2003). But the polemics surrounding rational 

choice theory have actually diverted attention away from a core problem. The introduction of rational choice 

theory in the field has had a salutary effect, because it has forced scholars to sharpen their proposals of 

alternative views and helped to structure theoretical debates. Indeed, the contrast between rational choice theory 

and structural approaches, and between institutional and cultural approaches, has helped to frame some of the 

thorniest theoretical issues faced in the field. Nonetheless, as rational choice theorists began to include 

institutions in their analysis, and as debate centered on rational choice institutionalism (Weingast 2002) and 

historical institutionalism (Thelen 1999; Pierson and Skocpol 2002) as the two main alternatives, it became hard 

to detect precisely what was distinctive about these meta-theories. The convergence on institutions has served to 

highlight that rational choice institutionalism and historical institutionalism face a common issue, the fact that 

the institutions seen as constraints on politicians are themselves routinely changed by politicians or, in other 

words, that institutions are endogenous to the political process. But these different meta-theories have not 

proposed well-defined solutions to this core issue in the analysis of political action, failing to distinguish clearly 

and to link theories of statics and dynamics. Moreover, these meta-theories fail even to differentiate 

appropriately among issues related to a general theory of action as opposed to a general theory of politics. 

Hence, despite much talk about paradigms, the basis for either a debate among or an attempt at synthesis of, 

these different meta-theories remains rather clouded. A different situation developed concerning methodology. 

Along with the increased use of quantitative methods mentioned above, there was a reinvigoration of qualitative 

methodology. This process was initiated practically single-handedly by David Collier with a critical assessment 

of the state of the literature (Collier 1991; 1993). His work was fueled by Gary King, Robert Keohane, and 

Verba’s (1994) influential Designing Social Inquiry and various critiques of small-N research. And it was 

consolidated with important new statements about qualitative methodology (Brady and Collier 2004; George 

and Bennett 2005).60 In addition, this revival of interest in qualitative methodology was associated with various 

efforts to build bridges among different methodologies, whether through an exploration of the link between 

statistical, large-N methods and qualitative, small-N research (Brady and Collier 2004); the use of case studies 

as a tool to test formal theories, a proposal advanced by advocates of “analytical narratives” (Bates et al. 1998; 

Rodrik 2003); and the possibility of “a tripartite methodology, including statistics, formalization, and narrative,” 

an option articulated by David Laitin (2002, 630–31; 2003). Thus, the debate about methods, in contrast to the 

debate about theory, has led to a clear sense of the potential contributions of different methods and hence to the 

identification of a basis for synthesis. In terms of substantive research, the influence of rational choice theory 

has no doubt increased the influence of ideas from economics in comparative politics and this has opened new 

avenues of research (Miller 1997). But unlike in the 1950s, the new scientific revolution of the 1990s did not 

bring a major shift in the focus of empirical research. Rather, there is a great degree of continuity with regard to 

the mid-range theorizing that had been done during the previous fifteen to twenty years. And it is noteworthy 

that, at this level of theorizing, cross-fertilization among researchers from different traditions is not uncommon. 

Thus, though charges of economic imperialism have been made and in some instances might be justifiable, the 

relationship between economics and comparative politics has been a two-way street. Some economists have 

taken comparative politics seriously, drawing in particular on the insights about political institutions offered by 

comparativists. The work of economists has been used by comparativists to revitalize research on central issues 

such as the state and citizenship (Przeworski 2003). And economists have revisited debates launched by classics 

of comparative historical analysis, such as Barrington Moore’s (1966) Social Origins of Dictatorship and 

Democracy, and of area studies research, such as Fernando Cardoso and Enzo Faletto’s (1979) Dependency and 

Development in Latin America. Indeed, when it comes to substantive research, the cleavage lines between 

rational choice theorists and the rest, between formal and verbal theorists, and between quantitative and 

qualitative researchers, lose a large degree of their force. This disjuncture between the programmatic statements 

that, since 1989, have so often emphasized divisions regarding issues of theory and methods, and the actual 

practices of comparativists, is attributable to many factors; The lack of clarity regarding the differences among 

meta-theories, and the fact that methods are after all only tools, are surely contributing factors. But this 

disjuncture is also probably associated with the values held by comparativists. Since 1989, consensus among 

comparativists concerning democracy as a core value has been high enough to override divisions rooted in 

contentious issues such as neoliberalism and globalization. And, given this consensus, passions usually inflamed 

by conflicts over political values, a feature of the previous period in the history of comparative politics, have 

been channeled instead into debates about theory and methods. As a consequence, research in comparative 

politics has lost something, due to a relative lack of value-driven engagement of comparativists with politics. 

But the field has also gained something, as attested by the production of a rich and rigorous literature, many 

times drawing on different traditions, on big and pressing questions.  
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Conclusion 

Generally, the historical analysis of comparative politics has manifested to a large extent “expansion of politics” 

beyond the local boundary. Needless to say, the bright line separating domestic and international politics has 

been rubbed out by the complex set of cross-border economic, cultural, technological, and relations that 

constitute the contemporary global order. Hynes (2003) notes that, as a consequence of globalization, states are 

now subject to a multiplicity of external influences and must make policy in a world characterized by both 

vague and shifting power structure. As pointed out by Sartori, politics results objectively bigger on account of 

the fact that the world is becoming more politicized and globalized. In contrast, politics is subjectively bigger in 

a sense that political focus and/or attention has paradigmatically shifted from local to global. Consequently, the 

21st century is racked by turmoil caused by globalizing capitalism, new wars, renewed search for meaning in 

life and the discovery of newly critical knowledge. As Kesselman laid it, there is a danger of entrapping 

ourselves in worlds of our own making. Such an outlook has inevitably acknowledged the essentiality of states 

for the continued promotion of social, political and economic development. Nevertheless, instead of fading 

away, a state in the so called ‘the era of globalization’ remain indispensable to upholding a stable international 

system and a thriving political economy both in developed and developing nations. The basic argument that has 

been entertaining in this paper is that, “an effective and autonomous state enables a society to participate and 

benefit fully in the international political economy and to resist pressures emanating from it”.Munck explores a 

conception that, “…the global is dynamic and fluid while the local is embedded, static, and tradition-bound”. 

That said, without a strong state, a country will not be able to compete in a globalizing world. Whilst capital is 

global, exists in the space of flows and lives the instantaneous time of computerized networks, labour lives in 

the local, exists in a ‘space of places’ and lives by the clock time of everyday life. As Munck suggests, we might 

now consider reversing the 1970s slogan of “Think Globally, Act locally” to “Think Locally, Act Globally”. 

However, from the analysis made earlier in the paper, it is difficult to escape the feeling that in order for the 

state to function properly in the contemporary era of globalization, it is subjected to redefinition of its roles, to 

take into account the emerging global political, economic, social, environmental and cultural challenges. 

However, one of the greatest contributions on comparative politics that came from the United States of America 

is the work done by Chilcote in his book; Comparative Politics: A Search for a New Paradigm.   In this book, 

Chilcote improves the methodology of comparative politics from amandine analysis of comparing governments 

to giving scholars the best political analysis tool to discover the similarities and difference between governments 

globally through looking at political culture, class analysis, political economy, elitism etc.   
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Abstract 

Peace, Security and Good Governance are the most desired needs of mankind. The various means employed in 

achieving the aforementioned in the past did not yield fruitful results. It was on this note that attention was 

shifted to diplomacy as a tool to augment the other means of achieving Good governance, peace and security at 

all levels of human existence. The thrust of this paper therefore, is to investigate the nexus between diplomacy 

and Good Governance, peace/security, using the Niger Delta Region of Nigeria as point of reference. Dwelling 

heavily on secondary data and using the Bargaining theory, the article reveals that, diplomatic discourse 

provides evidence that good governance is needed at all levels of human organisation, and that, diplomacy is a 

panacea for peace and security at all levels. The paper recommends amongst other things that, diplomacy as an 

instrument for Good Governance, Peace and Security can only be effective if practitioners adhere judiciously to 

the principles of diplomatic practice  

 

Keywords: Diplomacy, Good Governance, Peace, Security and Niger Delta Region, Bargaining. 

 

Introduction  

A search for more lasting peace and security in the family, at work place, places of worship, states, international 

organisations and the world at large, have influence scholars to channel their research interest to Diplomacy. 

The reason for this is not farfetched. During the period of balance of power, a lot of techniques were employed 

in maintaining peace and security. Some of these methods include amongst others, territorial compensation after 

war; creation of buffer states; divide and rule; armament and disarmament etc. These techniques did not yield 

the desired result because probably diplomacy was lacking in them. The outcome was series of wars. The treaty 

of Westphalia that ended the Thirty Years War in 1648 is a good demonstration that diplomacy is a superior 

means of ensuring peace and security. 

 

In the 19th Century, modern diplomatic practices have help to a large extent to install good governance, peace 

and security. This does not mean that diplomacy has succeeded in eradicating conflict amongst humans, conflict 

is inevitable but violent conflict is optional and avertable. Diplomacy is one of the tools used in conflict 

prevention and can also serve as a form of preventive action intended to stop armed conflicts before they 

escalate to widespread violence. The United Nations and her agencies are now more interested in investing in 

preventive action, than investing in drastically more costly humanitarian, peacekeeping, reconstruction or 

stabilisation operations. This is because preventive diplomacy has certain economic appeal as it involves the use 

of modest amount of resources to preventing violent conflict (Gowan 2011). 

 

Despite it appealing nature, preventive diplomacy as a tool for conflict prevention and peacemaking has not 

gained wide acceptance in terms of policy and practice. This partly stems from lack of education about the 

advantages of the use of diplomacy in maintenance of peace and security and the changing nature of violence in 

our contemporary world. The need for diplomatic education stems from the fact that relative peace and security 

can only be guaranteed through the application of diplomacy. People from all works of life need this education 

because as humans we are all citizen diplomats. The knowledge and application of diplomatic skill will bring 

relative peace and security in our homes, work places, Local Government Areas, States, Countries and the 

World. 

 

Nigeria and indeed a number of other Countries in the world have experienced one form of conflict (wars) or the 

other. Nigeria has experienced series of internal conflicts. These uprisings include insurrection, civil wars, 

terrorism and political uprisings (agitations). At a point the most worrisome of the aforementioned was the 

Niger Delta Militancy or Agitation. Judging from the success recorded by the Nigerian Armed forces in their 

peace keeping operations outside the shores of Nigeria, one would conclude that quelling any internal uprising 

mailto:kelvriel@yahoo.com
http://www.stabilityjournal.org/article/view/sta.ac/16#r6
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will not pose a threat to the Nigerian Armed forces. Unfortunately the Nigerian Armed forces could not display 

the same record while on national (internal) peace-keeping operations. This is a pointer to the fact that military 

option to conflict is not the best and no longer fashionable. The key question that we shall attempt to answer in 

the body of this write up is, how effective is military option to conflict situation?  

 

This paper intends to discuss the usefulness of diplomacy as a tool for achieving Good Governance, Peace and 

Security in the context of the Nigerian Niger Delta Region. To do this effectively, the paper is divided into 

seven sections: the first is the introduction which is ongoing; the second part deals with conceptual issues; 

section three explains the theoretical anchor; section four treats the relationship between diplomacy and good 

governance; section five analyses diplomacy as a panacea for peace and security; section six analyses 

Yar’Adua’s diplomatic approach to the Niger Delta conflict and the last section is conclusion and 

recommendations. 

Conceptual clarification 

 

Diplomacy 

This concept is defined differently based on individual scholars’ perception.  Diplomacy is derived from a Latin 

word “ diploma” meaning an official document which in turn is gotten from a Greek word ‘diplono’ meaning a 

folded paper/document (Voskopaulos 2012).  From it root Barston (2006) sees diplomacy as the art of 

conducting negotiation between representatives of groups or states. He calls this international diplomacy. 

Through the intercession of professional diplomats with regards to issues of peace-keeping, trade, war, 

economics, culture, human right etc, peace and security can be maintained.  

 

To Mingst (2004) diplomacy entails states attempts to influence other states’ behavior, by negotiating, by taking 

a specific action or refraining from such an action. Satow in Chandra (2007:113) observes that, “Diplomacy is 

the application of intelligence and tact to the conduct of official relations between the governments of 

independent states.”  It is the machinery by which foreign policy is executed or the process by which foreign 

policy is carried out. 

 

The above definitions portray diplomacy to be fundamentally concerned with the skills for dealing with people 

in a positive manner most especially in foreign relations with other states.  There is more to it, when you 

negotiate or broker a deal between two parties who are angry or in disagreement, you have exhibited diplomatic 

tendencies.  This type of diplomacy is called informal or social diplomacy which may be defined as the 

employment of tact and intelligence to gain strategic advantage or to find mutually acceptable solution to a 

common challenge. Social diplomacy is usually carried out in a polite way by citizen diplomats. 

 

From the above, diplomacy can be viewed as a way of relations between individuals, groups or states in order to 

advance and protect the interest of all those involved in such relationships (Akinjide 2006). Diplomacy is a 

peaceful means of executing individual, groups, national or international strategy through saddle-point 

approaches. McDermott (1973:37) pictures diplomacy as “a science which permits its practitioners to say 

nothing and shelter behind mysterious nods of the head…, a science who’s most successful exponent is he who 

can swim with his head above streams of events he pretends to conduct”. 

Good Governance  

Good governance is a derived concept from governance, as such; a good knowledge of governance will lead us 

to a better understanding of the term Good governance. Broadly speaking, the concept governance “is the 

exercise of political, economic and administrative authority to manage a nation’s affairs” (Voicu 2001:3). He 

posits further that, Governance covers a whole range of intricate mechanisms, processes, relationships and 

institutions through which citizens and groups communicate their interests, exercise their rights and obligations 

and mediate differences. In the same vein Iwokwagh (2002: 74) avers that, “governance is the art of exercising 

authority, or control in a political system through policy formulation and implementation”. Meaning, good 

governance is the exercise of authority through political and institutional processes that are transparent and 

accountable, and encourages public participation  

 

Ganahl (2013:13-14) defines Good Governance as the “use of political authority and the exercise of control over 

society and the management of its resources for social and economic development”.  

To the United Nations:   

Governance is considered “good” and “democratic” to the degree in which a country’s institutions 

and processes are transparent. Its institutions refer to such bodies as parliament and its various 
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ministries.  Its processes include such key activities as elections and legal procedures, which must 

be seen to be free of corruption and accountable to the people.  A country’s success in achieving 

this standard has become a key measure of its credibility and respect in the world. Good 

governance promotes equity, participation, pluralism, transparency, accountability and the rule of 

law, in a manner that is effective, efficient and enduring.  In translating these principles into 

practice, we see the holding of free, fair and frequent elections, representative legislatures that 

make laws and provide oversight, and an independent judiciary to interpret those laws 

(http://www.careerslip.com/) 

Drawing from the above assertions it is possible to imply that:  

1) there is an existing authority vested with the responsibility to explore, exploit and utilise the 

means of survival in a given political system; 2) direct and control same activities performed by 

the citizens within that system; and 3) the maintenance of healthy co-existence with the aim to 

make living in the system meaningful (Jato and Akwen 2014:117) 

Governance in this form is, therefore, leadership backed by State power and authority, where the leaders (or the 

governors) act via the formulation and implementation of state policies for the maintenance of life and integrity 

of the citizens (the governed), that of the state, and for the continued existence of both the citizens and the State. 

Implying further that, what happens to the existence of the citizens and the State depends greatly on the kind of 

government and the form of governance the State has in place. Meaning that, a system with the governed-

centred policies provides the best form of governance.  

Stating the qualities of good governance, Jega (1994) listed the following: 

i. Responsibility and responsiveness in public service; 

ii. Accountability and transparency in the mobilization and utilization of resources; 

iii. Discipline, effectiveness and efficiency in handling public (as well as personal) affairs; 

iv. Selflessness and impartial services to the people; and  

v. Population participation and involvement of the people in the conduct and management of their affairs. 

( Anger 2010: 56) 

From the above analysis Jato and Akwen (2014) submit that, good governance describes the system of 

governance that is citizen oriented. They further argue that, It is a form of governance with a set of governors 

who, apart from having the interest of the people at heart, have the interest of the State and are driven by such to 

formulate policies, direct such policies to right target group, back policies with action and evaluate the successes 

of such policies for even more better policies to follow. 

Peace and Security 

Peace and security constitute the theoretical concepts that are very complex to define. This is because we do 

recognize them most often by their absence. This fact has made peace and security very expensive commodity 

that humans can pay all their earnings to secure. In fact they are priceless. Peace is regarded as absence of 

dissension, violence, or war. It is an agreement between those who have been at war to end hostilities or 

fighting. Peace is freedom from upsetting thoughts or emotions. Rummel (1981) also conceives peace as 

concord, or harmony and tranquillity, and further argues that, it is serenity, a state of law or civil government, a 

state of justice or goodness, a balance or equilibrium of Powers. 

 

Consequently, Galtung (1990) attempts a distinction between “positive” and “negative” peace. “Positive” peace 

to him represents the simultaneous presence of many desirable states of mind and society, such as harmony, 

justice and equity. He further posits that “Negative” peace is the “absence of war” and other forms of large-scale 

violent human conflict.  

 

Etymologically the English word "security" originates from the Latin word "se-curus". "Se" means "without" 

and "curus" means "uneasiness." That is, "security" originally meant liberation from uneasiness, or a peaceful 

situation without any risks or threats (Mesjesz 2004) The English word "security" has a wide range of meaning 

as can be seen by the attempts below. Security means a state of being protected from bad things that can happen 

to you (Gadsby, Adam, et.al 1995). Security means, to feel safe and to be protected. As earlier said real security 

cannot be bought or arranged or accomplished with bombs. There is more to it than that. It is a process. It is the 

dire awareness that we are all mutually supporting and that one action by one being in one locality has detriment 

everywhere. Real security is the ability to tolerate mystery, complexity and ambiguity (Ensler 2005). 

 

For the greater part of the cold war era, security was conceived primarily, if not exclusively, in terms of military 

security, in terms of sustaining the nuclear balance of terror between the superpowers. it is on this note that 

UNDP Human Development Report laments that: 

http://www.careerslip.com/
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The concept of security must change-from an exclusive stress on national security to a much 

greater stress on people’s security, from security through armaments to security through human 

development, from territorial security to food, employment and environmental security (Human 

Development Report 1993- www.undp.org/hdro/e93over.htm). 

 

It is on this premise that Dzurgba (2010) deviated from the old tradition and discusses the concept of security in 

the following order: Food security; Domestic security; Neighbourhood security; Social security; National 

security; International security; and Diplomatic security. Out of all the types of security that exist personal and 

diplomatic security is more important to us in this gathering. 

 

Personal security is not only central to humans, even wildlife are concerned about their personal security. Our 

alertness about our personal security is stem from the fact that harm and the unseen is unacceptable to us. 

Diplomatic security is also called diplomatic immunity which refers to the privileges and exemptions given to 

diplomats to enable them perform the mammoth task before them in the receiving state. Diplomatic Immunity is 

a principle of international law by which certain foreign government officials are not subject to the jurisdiction 

of local courts and other authorities both their official and, to a large extent, their personal activities. 

Niger Delta 

The Niger Delta is a geographical area in Nigeria. It has two words namely the Niger and Delta. Each of these 

words has five letters. The Niger Delta is one of the largest delta in Africa which is made up of vast coastal plain 

and rich in crude petroleum. The region is known to have many waterways and tributaries which flow into the 

Atlantic Ocean through the Gulf of Guinea. The Niger Delta is one of the largest wetlands in the world. Most of 

the ethnic minorities in southern Nigeria are concentrated in the Niger Delta region. Amongst these are the Ijaw, 

Edo, Ogoni, Ilaje, Ibibio, Itsekiri, Urhobo, Isoko, Ikwerre, amongst others (Adetoritse and Aghedo 2013). “The 

Niger Delta is Africa’s largest delta, covering an area of 70,000 square kilometers. About one third of this area 

is made up of wetlands and it contains the largest mangrove forest in the world” (Mangut and Egbefo, 2010: 

n.p).  

 

The Niger Delta region comprising of present day Akwa Ibom, Bayelsa, Cross River, Delta, Edo, Abia, Imo and 

Rivers States of Nigeria and with an estimated population of over 30 million Nigerians, it has been the foremost 

economic resource generator for the Nigerian state since 1937 when crude oil was first struck at Oloibiri in the 

present day Bayelsa State. “It is estimated that over USD 300 billion has accrued to the Federal Republic of 

Nigeria from sales of crude oil. The Niger Delta produces the oil wealth which accounts for the bulk of 

Nigeria’s foreign earnings” ( Akwen and Gever 2012:55). The Niger Delta region of Nigeria is one of the most 

blessed deltas in the world, in both human and material resources.  

 

In quoting (Ikelegbe, 2005) and (Ikein, 2009) Adetoritse and Aghedo ( 2013:225) assert that: The region hold 

95% Nigeria’s known oil reserves which  account for 90% of Nigerian government revenue and 

95% of its export receipts. Despite these impressive figures, the region is one of the poorest and 

least developed in Nigeria. Most of its inhabitants lack basic amenities such as the provision of 

electricity, potable water, and health facilitie 

Theoretical Framework 

This work will proceed with the adoption of the Bargaining theory as its theoretical frame of reference. This 

theory is based on existing game-theoretic works that examine the use of indivisible-good approach. Bargaining 

is the negotiation over the terms of an agreement. It is central in this context because bargaining is an activity in 

which the strategic interdependence of decision-making is vital.  

 

Bargaining like any strand of game theory has rules that are known to the parties involved. For example, actors 

can make demands or offers simultaneously, one actor could make a demand or offer and the other accepts or 

rejects (a so-called take-it-or-leave-it game), or the actors can make demands or offers one after another. This 

shows that bargaining is often dynamic in nature. Another tenet of bargaining is that, in general it involves 

uncertainty about the other actor’s preferences.  

 

Tarar and Leventoglu (2008:533) citing Fearon (1995) and Powell (1999), illustrates this theory thus:  

Two countries (labeled D, henceforth a \he," and S, henceforth a \she") are involved in a dispute 

over a divisible good (e.g., territory) whose value to both sides is normalized to 1. The two sides 

can either peacefully reach an agreement on a division of the good, or they can go to war, in 

which case the side that wins obtains the entire good and the side that loses receives none of it. 

Moreover, war is costly, with side D and S's cost of war being cD; cS > 0, respectively. Assume 
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that if war occurs, side D wins with probability 1 > p > 0 and side S wins with probability 1 ¡ p 

(thus, p measures the extent to which the military balance favors D). 

 

In bargaining over an agreement the parties involved need to look down the path at the checking and 

enforcement of the agreement reached. This is to adhere to the principles of Pacta sunt servanda. The 

succeeding stage of bargaining is addressed by cooperation theory. Compliance with agreements, according to 

cooperation theory, is similar to the Prisoner’s Dilemma. Parties may have an enticement to keep their end of 

the bargain, but only if the other side is likely to do so as well (Fearon1998) 

 

For bargaining to be effective, it must follow the line of cooperative game in which the players are permitted to 

communicate with each other directly and to exchange information in advance concerning their intended 

choices. This was the situation during the diplomatic bargaining between the federal government and the leaders 

of the Niger Delta militants (Akwen 2011). The Nigerian state used the diplomatic function of negotiation 

because one can obtain a better outcome through negotiations. The rationality of negotiation is such that parties 

are more liable to obtain an agreement that all the parties to an issue are better off than unilaterally imposed 

settlements through military coercion. Yar’Adua was aware of the fact that, in the language of bargaining 

theory, negotiation outcomes are Pareto-superior to any imposed settlement through coercion. From a 

diplomatic view reliance on force is a costly and risky business. The use of coercion is expensive and wasteful 

instrument, or a gruesome goddess. 

 

Diplomacy and Good Governance 

The diplomatic discourse provides evidence that good governance is needed at all levels of human organisation. 

Good governance in addition denotes that foreign ministries ought to become more citizen-centric (Rana 

2011:354). The developing countries insist that the most important decisions on economic policies should be 

made in universal forums. Voicu (2001:2) argues that:  

At the national level, good governance can be critically assessed by seeing how successful a 

particular country has been in creating the ability to achieve a democratic consensus on the basic 

political, economic, social and cultural objectives, to develop a strategic capacity for progress and 

to lead to the modernization of the whole society. At the international level, an open, stable and 

prospering world economy is inseparable from adequate systems of governance that are respected 

and respect-worthy.      

                     
The relationship between good governance and diplomacy can be explained in the context of multilateral 

diplomacy. Multilateral diplomacy is carryout through international meetings.  They may be ad hoc meeting 

geared toward solving a particular problem that affect more than two states or periodical meetings of 

international or regional organizations. As an efficient tool of good governance, diplomacy has overcome the 

label of ideology and military battle. Today, diplomacy is searching not for the balance of power, but for the 

balance of interest. The top priority today is to give a boost to the traditional methods of diplomacy - the search 

for compromise solutions. The zero-sum approach is no longer in vogue and it is anti peace/security sustenance.  

 

In agreeing with the above assertion Petrovsky (1998) is of the opinion that: 

...diplomats of different countries are considered to be opponents, each trying to reach his goal at 

the expense of the other. No doubt, the primary mission of a diplomat is to protect the national 

interests of his country. However, we all have a common aim - good governance both on global 

and national levels. We all strive for a better world, a world without violence and poverty, a world 

that provides security and justice for all. Thus, diplomats must learn to co-operate without 

sacrificing the national interests of their countries. In many other professions one can witness the 

existence of a corporate spirit. Unfortunately it does not happen often among diplomats. However, 

such club relations could be of great help to each and all of them 

(http://www.diplomacy.edu/resources/general/diplomacy-instrument-good-governance). 

 

International organisations and multilateral diplomacy are valuable "melting pots" of cultural differences. 

Diplomatic techniques are becoming worldwide. There is need to study the national styles that are in existence, 

so as to incorporate them into the practical diplomatic work. Though it is difficult to define National style but it 

is an important component of the art of diplomacy. Again national style should not be mistaken with unsuitable 

behaviour of practitioners. 

 

The United Nations (UN) which is the largest diplomatic circle in the world (because of it multilateral 

diplomatic nature) have identify good governance as a sure way of achieving development, poverty reduction, 

peace and security. These can be achieved through the functions of diplomacy. Negotiation for instance 



 
 

ICSSL -2015 | Diplomacy And The Sustenance Of Good Governance, Peace And     Security In 

Nigerian: The Niger Delta Experience 

618 

 

POLITICAL SCIENCE International Conference on Social Science and Law 

involves, participation, rule of law, transparency, responsiveness, consensus orientation, equity, effectiveness 

and efficiency, accountability and strategic vision. This shows the mutual relationship between diplomacy and 

good governance. Voicu (2001:3) avers that: 

the rounds of negotiations during which good governance is professionally invoked and 

considered by diplomats in view of its inclusion in various resolutions are an integral part of a 

continuous process. Indeed, every day states conduct thousands of negotiations over thousand of 

issues in a bilateral context and in multilateral forums. Good governance is and remains a 

significant issue on the diplomatic agenda of both bilateral and multilateral negotiations. 

 

At the municipal level diplomacy and Good governance are mutually reinforcing. Diplomatic principles provide 

a set of values to guide the work of Governments and other political and social actors. They also provide a set of 

performance standards against which these actors can be held accountable. Moreover, diplomatic principles 

inform the content of good governance efforts: they may inform the development of legislative frameworks, 

policies, programmes, budgetary allocations and other measures. However, without good governance, 

diplomacy cannot be respected and protected in a sustainable manner. The performance of diplomacy relies on a 

conducive and enabling environment. This includes suitable legal frameworks and institutions as well as 

political, managerial and administrative processes responsible for responding to the rights and needs of the 

population 

 

The greatest threats to good governance come from corruption, violence, poverty, and the global economic 

challenge which every state now faces, all of which undermine transparency, security, participation and 

fundamental freedoms. All these can be restore not by violence means but through diplomacy. Diplomacy is the 

bases upon which we can enjoy the three key characteristics of good governance regimes:  

1. state capability—the extent to which leaders and governments are able to get things done;  

2. responsiveness—whether public bodies and institutions respond to the needs of citizens and uphold their 

rights; and  

3. accountability—the ability of citizens, civil society, and the private sector to scrutinize public institutions and 

governments and to hold them to account (DfID 2006: 22). 

 

Diplomacy as a panacea for Peace and Security  

 

The relationship between diplomacy and peace/security is very complex and involving. The question of what 

makes up security and peace can be looked at from three angles: the international system; the nation-state; and 

the individual (Barston 2014:243). International security can be defined as the stability of the international 

system, this is determined by system polarity, the level of violence or tension and the extent to which actors 

interests can be accommodated through diplomacy, without resulting to violence on the basis of mediation. In a 

situation of conflict diplomacy becomes the tool for peaceful settlement, through negotiation of ceasefires and 

withdrawal.  

 

At the municipal level, security is considered in terms of responses to essentially external and internal threats of 

both military and non-military kind. At this point, diplomacy serves as a strategic tool involving such actions as 

deterring aggressors, building up alliances, threatening or warning an opponent and seeking international 

support of legitimacy for the use of force. The none-military kind of security include food security, population 

control, water security, in some areas that are prone to natural disasters, issues like earthquakes, tsunami, desert 

encroachment etc also constitute security threat at the domestic level. Barston 2014:244-5) submit that: 

Security can be considered as a pursuit of policies, using diplomatic, military and other means in 

relation to one or more of the following: external threats; regime maintenance; achievement of an 

acceptable level of economic viability, including avoidance of excessive economic dependence; 

ethnic stability; anti-terrorism; environmental threats; transnational sources of instability; and 

access to physical resources. 

At the individual level, security can be perceived from an angle of the private citizen. Here security refers to 

things that are done in order to keep the individual safe (Dzurgba 2010). Security threat occurs when the 

individual is not protected from bad things. The level of protection here depends on the ability of the state that 

the individual hails from. Sometimes, individual diplomats are prone to security threat at their individual level.  

 

A close look at the diplomatic functions of reporting and protection of interest one will be right to argue that in 

terms of security and peace, the purpose of diplomacy is to contribute to the process of recognising and 

identifying new interests through reporting and assessments. The importance of diplomacy as it relates to 
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security and peace can be viewed from the fact that, the success or failure of diplomacy in our nuclear 

age/information age, will lead to fortification or annihilation of civilization respectively. Based on this fact, 

Pigman (2010: 161) sees “the mediation of estrangement between nation-states that can lead to violent conflict 

as the most central and most important of diplomatic tasks”. He maintains that:  

the ability to mediate, manage and resolve conflict through communication and negotiation has 

been key to the survival of parties since the dawn of civilization, but what changed after the 

nuclear strike on Hiroshima and Nagasaki in August 1945 was the relative significance of the 

consequences of failure to achieve the needed diplomatic mediation. (Pigman 2010: 161). 

The above is a pointer to the fact that when diplomatic practices are carried out by people who have acquired 

training on diplomatic ethics/ principles, it will prevent/ reduce conflicts in our societies, states and the world at 

large. 

 

Yar’Adua’s Diplomatic Approach towards Resolving the Niger Delta Crisis 

 

Westerners strongly believe in the ability of the state in utilising her monopoly over the coercive use of force. In 

this respect they believe that diplomacy should not be an option in dealing with any group that is capable of 

disturbing the peace of the state. Their position cannot work in all circumstances as experienced in Nigeria. The 

quest for addressing the Niger Delta question started during the pre-independence days. Precisely, in 1958, the 

Willinks Commission was set up to address the minority question. 

 

Apart from the above many other efforts at conflict resolution have been generated by the Federal government 

and imposed on the people but all did not yield fruitful result. One good example is the Niger Delta 

Development Act 2000 recently adopted which is a variation of the Oil Mineral Producing Areas Development 

Commission (OMPADEC) Decree that was promulgated by General Sanni Abacha in 1995. It is known that 

both structures and scope of the OMPADEC could not resolve entrenched causes of conflict in the region and its 

variation in the NDDC Act 2000 is not estimated to prove better in addressing insufficiency of the OMPADEC 

decree (Akwen and Gever 2012:60 ) 

 

The creation of the Ministry of Niger Delta Affairs by Yar’adua-led administration in 2007 as a demonstration 

of government’s determination to squarely address the plights of the Niger Delta people wouldn’t have 

relatively quell the uprising if steps where not taken toward diplomacy. This was informed by the fact that 

President Yar’Adua was fade up with the state of lawlessness in the Niger Delta region. He also noticed the 

ineffectiveness of a military option to the crisis. Adetoritse and Aghedo (2013:228) maintain that “the military 

option to the crisis by the federal government attracted local and international sympathy for the militants. 

Eccentrically, it seems the militants were comfortable with the federal government force strategy and in fact 

relished the local and international sympathy for their cause.”  

 

In pursuant of a diplomatic solution to the Niger-Delta conflict late president Yar’Adua negotiated directly and 

indirectly with the various leaders of the various militant camps in the troubled region. Adeniyi (2011:62) 

comments that “the VP visited the creeks, held meetings with militant leaders and other stakeholders while the 

president met with the Niger Delta governors to share with them his thoughts on the way forward”. It was part 

of the series of committee negotiations that recommended that: 

within six months steps should be taken that will support a disarming process for those involved 

in militancy... the federal government was also urged to creat credible conditions for amnesty 

setting up a Demobilisation, Disarmament and Rehabilitation Commission with a negotiated 

undertaking by militant groups to stop all kidnappings, hostage taking and attacks on oil 

installations. (Adeniyi 2011:71)  

 

Centred on the diplomatic negotiation between the representatives of the federal government and those of the 

Niger Delta Region Egwemi (2010:136) posits that: 

On June 25, 2009 President Umar Musa Yar’Adua granted amnesty to all persons who have been 

directly or indirectly involved in Militant activities in the Niger Delta. From the date of this 

amnesty, militants had a 60- day period to lay down their arms. The amnesty offer was President 

Yar’Adua’s last ditch solution to the lingering crisis in the Niger Delta region. 

Many Nigerians will think that the granting of amnesty is a waste, most especially when quantify in monetary 

terms. There were mix reactions when the formal Central Bank Governor Mallam Sanusi Lamido Sanusi, 

“reportedly said the amnesty programme which has been engaged in the training of youths at various institutes 

in Ghana, South Africa, the Philippines, Russia, Ukraine and India, amongst others, has gulped $1 billion since 

2009.” (Daily Independent 2013) 



 
 

ICSSL -2015 | Diplomacy And The Sustenance Of Good Governance, Peace And     Security In 

Nigerian: The Niger Delta Experience 

620 

 

POLITICAL SCIENCE International Conference on Social Science and Law 

If we are judging the amnesty programme from the financial angle alone we me be missing the main point. We 

can only imagine what would have become of the Nigerian state if the step towards amnesty was not taken. The 

fact remains that, the tragedy in the region had grown to the point of shame for the entire country. As earlier 

stated, the period before the amnesty, militant activities covered a whole grant of activities ranging from 

kidnapping of expatriates (and even Nigerian) workers in the oil sector, blowing up of flow stations and Sundry 

activities which sometimes bordered on criminality (Egwemi 2010) 

 

More so, if we see no good in the diplomatic approach that gave birth to amnesty, let us remember the activities 

of the likes of Boyloaf, Ateke, Fara, Soboma, Tompolo. At the time these names were operating, whenever they 

sneeze almost everybody catches cold in the Niger Delta Region of Nigeria. Some people may still argue that, 

the above mentioned names and many other beneficiaries of the amnesty program are just paid allowances by 

the government for illegally possessing arms and openly robbing the state. They may be right because they did 

not in any way test the heat from the activities of the Niger Delta Militants. A careful examination of the report 

from thewillnigeria.com (2012: np) will redirect our judgement on this issue of diplomatic solution: 

At the wake of 2009, militancy in the Niger Delta had reached its apogee and had virtually 

crippled Nigeria’s economy. Investment inflow to the upstream sub-sector of the oil industry had 

dwindled drastically. The frequency of hostage taking and violation of oil facilities had reached a 

frightening dimension. Invariably, foreign investors felt that since Nigeria’s capacity as Africa’s 

highest crude oil producer had been threatened, Angola and Ghana and South Africa were 

preferred as investment destinations to Nigeria. Intense militancy reduced Shell Petroleum 

Development Company’s production drop from one million bpd to about 250,000 bpd. Other oil 

majors such as ExxonMobil, Total, Elf, and Nigerian Agip Oil Coy also experienced heightened 

violation of their facilities. Apart from sabotage, oil siphon oil siphoning rackets and kidnappings 

Oil workers unions often embarked on strike to protest to protest insecure working environment or 

the release of kidnapped workers. In 2008 alone, it was estimated that Nigeria lost over 3 trillion 

Naira as a result of militancy in the Niger Delta. 

 

Peace and security are beautiful words but we do not value them until they are absent. There is not a single 

person or organization that would not want to experience peace and security. This is why the study advocates for 

a diplomatic approach as a sure way to establishing peace and security in any troubled region. In the Niger Delta 

region of Nigeria the amnesty programme is the diplomatic solution to the long lasting Niger Delta crises. It is 

based on the importance attached to this diplomatic strategy called Amnesty programme as it relate to peace and 

security that, Anatsui and Fagbemi (2014:293) posits that:  

It is only in peaceful regions that meaningful collaboration and developments can take place. 

Where there is investment and development, there is influx of income, thus earnings increase and 

socio-economic development programmes abound, which goes a long way in ensuring the safety 

and the reduction of societal vices. 

Ajaero (2010) in supporting the diplomatic option of amnesty in the Niger Delta region laments that, it is only 

those who actually know the cost of violence and the quantity of arms and ammunition in the region at the point 

of amnesty that will appreciate the decision of the repentant militants to embrace peace as one of the best things 

that have happened to the country in 2009. To him a state of war was averted by their decision to lay down 

arms. This would not have been possible if the Federal government was not visionary enough to opt for a 

diplomatic solution on one hand and the willingness of the militants to show a great act of patriotism on the 

other hand. 

 

Conclusion and Recommendations 

This write up x-rayed the relationship between diplomacy and Good Governance/ Peace and security. As earlier 

stated, the techniques employed in the past for achieving good governance, peace and security on the world 

stage and even in the case of the Niger Delta Region of Nigeria did not yield the desire result because they 

lacked the presence of negotiation (diplomacy). Again this does not mean that diplomacy has succeeded without 

hitches. Despite the odds diplomacy is identify as one fundamental tool for the actualisation of good 

governance, conflict resolution and peacemaking.  

 

It is on this note that the U.N and her Agencies are more interested in Preventive Diplomacy. The relationship 

between diplomacy and good governance can be explained in the context of multilateral diplomacy. More so, at 

the local level diplomacy and good governance are mutually enforcing. Multilateral diplomacy in the United 

Nations system is useful, yet a complex mode of diplomacy. Despite its intricacy, it has been a valuable way of 

conducting multilateral negotiations and deliberations among a large number of states and other international 

http://www.thenigerianvoice.com/author/thewillnigeriacom
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legal personalities. Since its institutionalisation, diplomacy has been subjected to the most anxious but well 

meaning scrutiny by domestic and international commentators. This is as a result of the problems confronting 

the art and practice of diplomacy. Some of these problems can be resolve by adhering to some of the 

recommendations made below. 

 

The research recommends that, diplomacy as an instrument of good governance; peace and security can only be 

effective when states and other users would allow it to be. This can happen when practitioners make use of the 

principles of diplomacy by their commitment and respect for the basic principle of cooperation and compromise. 

For diplomacy to work compromise is essential because it is diplomatically necessary that parties must act by 

persuasion and by appeal to other parties. 

 

There is need for diplomats at all levels to cultivate the habit of building TRUST during negotiation. Lack of 

trust will thwart attempts at peace processes and bring about insecurity with which good governance cannot be 

achieved. This is based on the fact that we operate within the framework of some conflicts that are asymmetric 

in nature in our contemporary world.  

 

Culture gap should be taken into consideration. When it comes to professional settings staff working for states 

or groups in conflicts need to adhere to acceptable best practices in order to accomplish work. Very often, these 

practices are ones that are widely used in the western professional setting but less known in other cultures. 

Therefore capacity building is always necessary 

 

Finally, there is need to create consciousness on the importance of diplomacy as it relates to good governance, 

peace and security. At the international level this education need to be done by international organisations whom 

states have relinquish part of their sovereignty to, by the virtue of their membership of these organisations. At 

the national front states and organisations working within the states should champion the course of educating 

citizens on the need of using diplomacy as a tool for achieving good governance, peace and security.  

 

Another aspect of education as it pertains to diplomacy includes formal education/ training of diplomats and 

potential diplomat, and the subsequent usage of these professionals for diplomatic missions. Training of 

individual diplomats is at the core of achieving diplomatic optimum Productivity. The individual diplomat is the 

measure of transparency, good governance and the maintainer of peace and security. For this reason there is 

need to train and retrain diplomats so that when that needed knowledge is gained he/she will be in the best 

position to manage him/herself, manage others, and manage relationships at personal, group, corporate, national 

and international level without leaving a vacuum or committing blonder that will jeopardise Good governance, 

Peace and Security. 

 

References  

Adeniyi, O (2011) Power, Politics and Death: A front-row account of Nigeria under the late President 

Yar’Adua, lagos: Kachifo limited 

Adetoritse, D. T and Aghedo, I. (2013) Amnesty for Sustainabl Peace and Development in Nigeria’s Niger 

Delta Region: Panacea or Palliative? Journal of Sustainable Development in Africa, Volume 15, No.5-6,  

Ajaero, C., (2010). The Niger Delta Militants, News Watch, January 4, pp: 11-13. 

Akinjide, O. (2006) “The Genesis, Development and Practice of The Art or Science of Diplomacy”. In 

Adegbulu, F. (eds).Topics and Issues in International Relations.  Osun state:  Babcock University Press. 

Akwen, G. T (2011) Theories of International relations: An Introductory Text. Germany: Lambert Academic 

Publishing 

Akwen, G.T & Gever, D.T (2012) “Challenges of Democracy and Development in Nigeria’s Niger Delta 

Region: An Appraisal”. European Scientific Journal vol. 8. No.18, 

Anatsui, T.C and Fagbemi, O. P(2014) Effective Assessment Framework: Sustainability of Post Amnesty 

Programme in Niger Delta Region for National Development.  AFRREV An International Journal of Arts and 

Humanities Vol.3 No2. 

Anger, B. (2010). “Democratization and Good Governance: The Nigerian Experience”. Mkar Journal of 

Management and Social Sciences. Vol.2, No. 1.  

 Barston, R.P (2014) Modern Diplomacy 4
th

 edition, New York: Routledge 

_____ R.P. (2006) Modern Diplomacy 4
th

 edition, New York: Person Education 

Chandra, P (2007) Theories of International Relations (3
rd

 ed.) New Delhi: UBS Publishers  



 
 

ICSSL -2015 | Diplomacy And The Sustenance Of Good Governance, Peace And     Security In 

Nigerian: The Niger Delta Experience 

622 

 

POLITICAL SCIENCE International Conference on Social Science and Law 

DfID (U.K. Department for International Development) (2006) Eliminating World Poverty: Making Governance 

Work for the Poor. A White Paper on International Development. London: Crown. 

Dzurgba, A (2010) Prevention and Resolution of Conflict: Local and International perspectives. Ibadan: John 

Archers Publishers. 

Egwemi, V. (2010) From Militancy to Amnesty: Some Thoughts on President Yar’adua’s Apparoach to the 

Niger Delta Crisis Current Research Journal of Economic Theory Volume 2 No.3 

Ensler, E. (2005) the real meaning of security. http://www.feminist.com/resources/artspeech/genwom/eve.html 

Fearon, J. D. (1998). Bargaining, Enforcement, and International Cooperation. International Organization, 

Vol.52, No 2 

Galtung, J. (1990) “Cultural Violence.” Journal of Peace Research, August 1990, vol.27 no. 3 

Ganahl, J.P (2013) Corruption, Good governance and the African State: A critical Analysis of Political 

Economic Foundation of Corruption in Sub-Saharan Africa, Potsdam: Potsdam University Press. 

Gowan, R. (2011) Multilateral Political Missions and Preventive Diplomacy. Washington, DC: United States 

Institute of Peace 

http://dailyindependentnig.com/2013/05/niger-delta-amnesty-programme-and-fgs-1b expenditure/ retrieved on 

23/03/2015 

http://www.thenigerianvoice.com/news/82773/1/counting-the-gains-of-the-amnesty-programme.html retrieved 

on 24/3/2015  

Iwokwagh, N. S. (2002). “Mass Media and Democratic Governance in Nigeria”. Journal of Economic and 

Social Research.  Vol. 1, No. 2. 

Jato,P.T and Akwen, G. T (2014)  “The Attainment of Sustainable Development in Nigeria: A Good 

Governance Perspective” Journal of Sustainable Development in Africa, Volume 16, No.3, 

Mangut, J. and Egbefo, D.O (eds) (2010) The Fourth Republic and National Integration in Nigeria, 1999-

2009,Makurdi: Aboki publishers 

McDermott, G. (1973) The Diplomacy and its Apparatus, London: Plume Press / WardLock Ltd. 

Mesjasz, C. (2004) “Security as an Analytical Concept”. Paper presented at the 5th Pan-European conference 

on International Relations, in The Hague, 9-11 September 2004  

Mingst, K.A. (2004) Essentials of International Relations.  New York: W.W. Norton and Company. 

Petrovsky,V (1998) Diplomacy an instrument for good governance 

http://www.diplomacy.edu/resources/general/diplomacy-instrument-good-governance). 

Pigman, G.A (2010) Contemporary Diplomacy, UK: Polity Press. 

Rana K.S. (2011). 21st Century Diplomacy: A Practitioner’s Guide. New York: The Continuum International 

Publishing Group 

Rummel, R. J(1981) The Just Peace: Understanding Conflict and War. Vol. 5 Beverly Hills, C A: sage 

Publication 

Tarar, A and Leventoglu, B. (2008) “Does Private Information Lead to Delay or War in Crisis Bargaining?” 

International Studies Quarterly 52. 

Voicu, I.(2001) www.abacjournal.au.edu/2001/may01/good_governance.pdf 

Voskopaolous, G. (12012) Diplomacy and International Relations: 

www.seeiia.freeserver.com/diplomacy%20international%20relations.htm retrived 03/03/2012. 

 

 

 

 

http://dailyindependentnig.com/2013/05/niger-delta-amnesty-programme-and-fgs-1b
http://www.thenigerianvoice.com/news/82773/1/counting-the-gains-of-the-amnesty-programme.html%20retrieved%20on%2024/3/2015
http://www.thenigerianvoice.com/news/82773/1/counting-the-gains-of-the-amnesty-programme.html%20retrieved%20on%2024/3/2015
http://www.abacjournal.au.edu/2001/may01/good_governance.pdf
http://www.seeiia.freeserver.com/diplomacy%20international%20relations.htm%20retrived

	CONFERENCE COMITEE 
	CONTENTS 
	BUSSINESS
	Analysis of the Effect of Infringements of Intellectual Property Rights on Owners/Right-Holders in Nigeria 
	Microfinance Banks and their Impact on the Growth of Small Medium Scale Enterprises (Smes)  in Zaria Area of Kaduna State. 
	Impact of Compliance with Public Sector Auditing Standard on the Financial Reporting of  Jigawa State Government 
	The Effects and Importance of Aftersales Services on Management Strategies 
	Effects of Human Capital Development on Employee Commitment and Performance in the  Nigerian Public Service 
	Improving Technical and Vocational Education in Nigeria: A Panacea to Unemployment  Reduction 
	The Analysis of the Relationship between Leadership Styles, Emotion Regulation and  Performance 
	Working Capital Management and Financial Performance of Dangote Cement Plc 
	Ownership Structure and Financial Performance in the Nigerian Listed Consumer Goods  Sector 
	Impacts Accounts Receivable and Inventory Management on Organisational Performance 
	Can Entrepreneurship Education Change Youth Perception: Evidence from Tertiary  Institutions 
	Corporate Environmental Accounting and Reporting in Nigerian Cement Manufacturing  Companies. 
	Corporate Shareholdings Structure and Dividend Payout Ratio of Listed in Chemical and  Paints Companies in Nigeria 
	The Interactive Effect of Finance (Funding) and Academic Staff (Human Resources) on  Economies of Scale in Nigerian Universities 
	The Ludo Game and the Strategies for Entrepreneurial Advancement in an Emerging Economy 
	The Impact of Mergers and Acquisitions on the Performance of Nigerian Industry – the Case of  Lexington International Insurance Company Limited 
	Impact of Capital Structure on Financial Performance of Cement Manufacturing Industry in  Nigeria: Case Study of Ashaka and Dangote Cement Companies 
	Cooperative Participation: A Panacea for Food Security among Small Scale Farmers in Ogun State,  Nigeria 
	The Impact of Ownership Structure on the Dividend Payout Policy of Selected Quoted Banks in  Nigeria 
	ECONOMICS
	Does Aid Spur Economic Growth? 
	Appraisal of the Legality of Debt Recovery Mechanism Adopted by the Nigerian Deposit Insurance  Corporation 
	The Agricultural Policy in Nigeria: The Case Study of Rice Production 2010 – 2014 
	Macroeconomic Determinants of Industrial Development in Nigeria 
	Long-run Effect of Road Transport Infrastructure Development on Economic Growth and Poverty  Level in Nigeria (1980-2012) 
	The Impact of the Global Financial Crisis on Stock Market Performanceon Nigeria Commercial  Banks (2007 to 2011) 
	Currency Substitution: Evidence from Nigeria 
	An Economic Assessment of Tertiary Students’ Smart Phone Data Bundle Consumption,  Subscriber Resource Constraints, and Dynamics. Evidence from Students of University of Abuja,  Gwagwalada, Abuja 
	A Causal Relationship between Economic Growth, FDI and Trade for Nigeria  
	Impact of Microfinance Institutions on Economic Empowerment in Kaduna State 
	A Diagnosis of Rural and Urban Household’s Risk: A Developing Country’s Evidence from Nigeria 
	The Determinants of Primary School Attendance in Nigeria 
	Benefits and Costs of Foreign Direct Investment (FDI) in Nigeria 
	Impact of Efficiency and Effectiveness of Bank Management on the Financial Performance of Listed  Deposit Money Banks in Nigeria 
	Structural Transformation and Economic Diversification in West African Countries 
	The Impact of Human Capital Development on Economic Growth in Nigeria: 1980-2012 
	The Transmission Mechanism Effect of Monetary Policy on the Nigerian Capital Market 
	Global Flows and External Exposure of Turkey 
	Economics of Public Private Partnership (PPP) and Abuja Industrial Park (AIP): Role of Zeberced  Construction Ltd. 
	An Empirical Investigation into the Causal Relationship between Financial Deepening and  Economic Growth in Nigeria 
	WHY DO SOME TURKISH PROVINCES GENERATE SO MUCH MORE  PER-CAPITA INCOME THAN OTHERS? 
	LAW
	Hacking of Social Media Accounts: Avoiding Procrustean Application of Law in Nigeria 
	Freedom of Information; an Incomplete Human Right Ideal: a Mirage for the Nigerian Press 
	Current Issues in the Settlement of Claims in Fire Insurance Industry in Nigeria 
	Analysis of the Effect of Infringements of Intellectual Property Rights on Owners/Right-Holders  in Nigeria 
	Construction of the Provisions of Electoral Laws in Nigeria: an Act of Judicial Pragmatism  
	Legislating on Environmental Laws: Case of over Legislation in Nigeria 
	A case for Compensation of Ground Victims of Aircraft Accident under the Aviation Legal Regime in Nigeria 
	A Review of the Challenges of the International Criminal Court in the Prosecution of Sitting  Heads of State under the Rome Statute  
	Corruption in Nigeria: A Criminological Analysis 
	POLITICAL SCIENCE
	Diplomatic Relations between Nigeria and China: Policy Implications for Sustainable  Development in Nigeria 
	Horn of Africa: Dominance and Reciprocity 
	A Perusal of the Ideology of Political Parties in Nigeria’s  Republics 
	The Place of Foreign Aid in International Politics: Between Strategic and Humanitarian  Gestures 
	The Myth and Reality of Womens’ Political Marginalization in Nigeria 
	Insecurity and the Challenges of National Development -Nigeria in Perspectives 
	The Impact of Ethnicity on Nigeria’s Political Development: An Assessment, 1999-2014 
	The Manipulation of Religion in Nigeria: The Boko Haram Insurgency 
	Culture, Corruption and the Development Enterprise in Nigeria 
	National Integration in Nigeria’s Fourth Republic:  Re-Occuring Issues, Implications and the  Way Forward 
	Urban Violence in Africa: The Under Carpet Sweeping 
	Corruption and Democratization Hurdles in Nigeria: An Overview of the Fourth Republic 
	Historical Development of Comparative Politics in the United States 
	Diplomacy And The Sustenance Of Good Governance, Peace And     Security In Nigerian: The  Niger Delta Experience 



