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ABSTRACT

The inflationary process which wi th nmuch persistence
and severity has been afflicting nost countries of the world,
the Third Wrld countries especially, has generated lively
controversy about its genesis and sol utions.

There are differing opinions anmong econom sts
about the causes of inflation. Gone econom sts enphasize
t he demand-side of the goods factor and asset narkets and
sonme the supply side. Still, some others stress the
conbi nations of the two - the so-called mxed inflation.

This thesis | ooked at the causes of inflation from
the supply side by enploying the structuralist approach.
There are different explanations of structural inflation.
CGCone econom sts stress the |agging growh of agricultural
sector, others stress the wide flunctuations in the export
recei pts of primary producers. In this thesis, we hove
enpl oyed the nethod of critical descriptive analysis of
observable reality in order to show the extent to which
agricultural supply shortages contributed to the inflationary
pressure in N geria.

V¢ have thus denonstrated that the inflationary process
in lITigeria has its genesis in structural rigidities of the
econony especially lagging growth of agricultural sector
This thesis has also revealed that since the authorities
in N geria have always picked on nonetary factor for the
control of inflation (denand - nmanagenent strategy) which

had al ways been abortive, efforts should henceforth be at



Vi i
mai ntai ning near to equilibrium supply and dermand vi a
t he expansion of productive capacity of the econony.
In this regard, we have shown that special attention
shoul d be | ai d on donestic production or of consuners

goods.
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1.0+ Ih:A0DpUCRIONn 2 lo Urgrammie

L

There are as muy rulti-dimensional definitions of
inflation as its causeus lany of these delfinitions
lhoviever cibody the deceription ol the process by wiich
the underlying causes of inflation reveol ‘r,hem::e:ch:z:«i .
Foa iswstance, the Chanbers Twentieth Culx'l;uz'y Dictionaxy
defines inflation as "undue increase in the quoantiby of
noney in proporition to buyiiy; povier ..." The leynesicus
believe in thie excess of gouregoate deis tui over gomregate
supply at full cmployient as the couse ol inflation. %o
Farkin (1977) "inflation is a proceus of continuously rising
prices or equivalently, of & continoucly fillirg value of
21031e Y " o

:i'hc gereral wwd perheps accepted definition of inflation
ig o "uituelion in which there is o peraictent upwead moverent
in the general price level” (liagger, 1297). In ihis seuse,
& sporadiec risc or an imperceptible rise in pricecs coiuot
be considerca us irdlotion. Thug, an cconowy is suid to

be bedevilled with pregsuire of infletion il such au econony

}::
-

"experieneing a period of persistent cnd sustlained rise
in the soreral price level” (AWCSIKA, 1980),

e of the wosot traunatic evenlbs thal accorpony the bid
to develop in the Vorld over, ecspecially the Developing
cowitrics is the problew of inflatio.woxy pressure, Iligeria
ig currently plegued wibh nany econouic woes, one of vhich
is thic problem of inflation. As reflecbed by the conposile

consuser price index (CPI) ligeria has been undergoing periods



oi" inllutioncay preosure. The wicle of iuflation vhich
vos 6.1 in 1961 rose to 33,0/ in 1975, which furiher
Jumped Lo oo ligh o level ws 40,95 in 1289,

The rate of increasce in price level hoo been of
considercpble corcern to policy-uuiers, cspeceiclly since
€74, since "the feor of a continued upward trend in
prices poses a strong challenge for the future" (AVOSILA,
1900). To minimize the long-run shocks'oi‘ inflation on
the cconony ol Higerin verious anti-inflationvay measures
have been put in place. One of the aiuns ol the 1970-T74
plan iz o saintoin reasonable ccononic cnd price otability
in thqg fuce of inherent inflationoxry precsurce., In line
with this the following fisecal and monctoxry policics viere
adopted:

i) "Reduction in goverm.ent expenditure,

ii) Ieduetion in internal borroviing,

iii) Custom duties on a vauiely ol imported raw
raterials used by domestic induotries were
cboliched to serve as incentlive lor the expansion
of ouiput,

iv)  Ceutral Bank credit guidelines of 1970 specify
that at the end of cach month, each bank's
outstunding loans and advauces Lo the private
sector were not to excecd the yeor carlier level
by more than 8.45" (AWOSIKA, 1980).

Paiufully, however, the paclage of anti-in{lationary
measwrcs of the 1970s have by and loxrge fuoiled to achieve
- the desired objectives - that is curtnil the rate of inflation

to & level conducive to the healthy development of the economy.
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Ii: the 19008 attenpt ot inflationary rcduction continucd
and thus the 1977 budget "aimed at reduction of monctaxy
expunsion via a cut in goverment spending by roughly
0.5 of the 19C6 levelyit thus restricted the overall
credit cxpunsion within the economy to 4.4ﬁ as againoct
the T7.6° level in 1906. The expension of credit to the
goverizzent sector which stood at 747 in 1986 budget vias
restricted to 1.5y in 19€7" (Ayodele, 19(8).

%nsPiLu of all efforts to reduce itls llaeatening
ceffects on the economy it has remained a monster., One tends
to aceribe therefore, the fauilure of these policies in
reducing the shocks of inflation ou the econony from lack
of proper aclmowledgement of the underlying causcs of
inflotion in the Higerian economy. That is, the failure of
these policies could be due to difficulties in identification

2

and removal of the causes™.

1e2e IRATIOLALL AND STATELENT OF FRCBLII

"Inflation, which today confronts the policy-makers

throughout the world in the forw of dominant economic

problem is by no means o new phenomenon because from

the earliest days of recorded history mankind has

been puzzled and discomfitled by rising prices"

(Vaish, 1981).

It ic the devastating effects of such rising prices
thot have pade inflation dreadful, Ao such, neny theories
have cone up to explain its origin from either the Demand-
side or Supply-side or some combination of both. In consonance

‘with this Dronfenbrenncr and lolzman (1963) said:



"One key icoue is the identification

of the fundamental sowrce . or sources of
inflationary pressure., Does inflation arise
Tron. the demand side of the goodsy factor

i acset markets, from the supply cide or

Irom some . copbinations ol the two -~ the

so called mixed inflation?. Does the aunower
diffexr in the short and the long-1rui, in
devaeloped ond under-developed econories with
differences in countries economic atructures «.."

,-uch crphusis, it should be noted, hovwever, has
been 1laid on the monetarist/Bxpenditure theories of
inflation than the structnralist/social theory. Ilence,
policies wre forpmlated in that direction and the
application of such policies. These policies huave proved
iuwpotent in alleviating the inl’lu't;ioml.r:{. trend in the
Third World in general and lMigeria in particular. One
tendos to argue, therefore, thui infletion has remeined
stubborn - refusing to be cured - perhaps, for lack of
gownl theorevical prendise on vhich the caucez could be
solidly luid. That is, the incbility Vo intellectually
“orip the inflotionury treid exd prevent it frow further
ru-anny progrenus cuin be gituated in lack of an inlding
of ite sources,

Thercfore, the recwrrent fuilurcs ol cconoudic policies
to curb the inflationmyy 4rend should be attributed not o
conventional economic explunution, but to luck of proper
wier-stonding of the underlying cauccs of inflotion in

Rigexria, A



w1

AL this point, the proble.. vhabjiconfrionis uo
is tues or cocertaining the wwerlying ond initiating
e tors (aubonomous factors) in the inflabionaxy
process i cn under developed cconony like ﬂig,eria. In
this regard o gpecial attention would be Tocused on the
role of the slructural - elenents in initiating
inllotiomay mrocess in Higeatia,

The Foet that inflotion hos roucuined o pexvasive
wnd peroistent problew in the Nigerimn cconony, and
in ag such as no fool-proof solution to it hag been
discovered colls for more rescorch in bthis field,

1.3. ADZ OF THE STUDY

All cffor'tu‘ el wrresting the rate ol growth of
inflation in ifligeria have proved cbortive becouvse such
efforts tend to favowr the monetarisbe/lxpenditure
cargw e of indlation. The cuauses of inflation, it
chonld be noted, in any given period wre by no ypeans
esthaustive, llovever, Lhe underlying faclor remain  the
Soac . 5

The inflationcry seyuence of chile, ﬁrazil or
Argentina, for ezauple, malies it next to impossible to
deny the elements of truth at the hecrt of the structuralist
explonations Therefore, in an analynis like this, one has
to o beyord the monetory veil. "It ic impossible o
wderstund fully the chronic inflation in sowe Latin
Aviericoen cowntiies of one attends only to the monctuxry

cendd of the syotem, be it mouney supply oi oullay, us
'




i1 Qe s indlotion hypotheses or the roncy prices of
lobowr, ag iu the cost inflation theorics., To a
sijvificant degree the changes of cuch wagnitudes huve

not b::cn truly initiating factors. They haeve not been
cutonoyous in character, but iuduced by other cconoiidic
variotions. It is ecsential, thercfore, to search beneath
the nonctary swface, into the underlying region of physical
flovs, real prices and sectional disequilibria®™ (Olivera,
1964) .

It is in the 1light of this, the objcctive of this
gtudy ic to review the pajor theorics of inflation in an
atlteipt to expluin the inflationary trend in Illigeria and
to ofTer appropriate policy recomvendations aimed at
pindidzing ito negative effectoc on the cconony.

Tede FTETIODCLCGY AIID SCOYE

It will be erronous treating an wnderdeveloped econowy
as if it were developed, ecpecially in the analysis of
cconoiiic phenonenon like this. One would be maling great
Cudlgteke when one applies global monetoaist method of cnalysis
to the explenation of inflationory process in an underdeveloped
cconony lilke that of lligeria. "Ihe causes of inflation in
any period are by no mecans exhaustive" (Aosika, 19£0).
lloviever, the underlying factors remain the same.

Thugo, we would not be doing owrsclves any good by
occupyin; ourselves with hypothetical method of analysis
which proves inconclusive in an econoiy (under-developed)
like ours. To debunk the magnitude of mistoke made in the

application of such methods whose inferences are inappropriate



with reality Keneth Doulding (1971) said:
"The anti-historical method lecads to a developnent
of gliclk technicians who know how to use computers,
run rugsive regresgsions, but who have very
little sence of any reaiity beyond their dato ee.
wnose wain preoccupation consicts of analysing
data they have not collected and who have no
interest vhatsoever in vhot night be called a data -
reality functions, that is to what extent a vet of
duatla corregponds to any significoant reality in the
viorld"3,

The regrecsion method is actunlly academicolly sound
and regaling but it creates doubts when it cones to the
isoues of cecial relevonce and policy-recon c::ﬁa'bions4.

Ao viell, there ocre risks of interpretation, such as spurious
correlation., Thus once wight et a good fit for incidence
of cwr accidents ags a function ol corn production, but one
would hesitate to infer a direct coouwl correlalions Such
are the cconoietric studies of Adejugbe (1902), Korteweg
(19303) 0 Juseruaye (1960) and llerberger (197C) that ascribe
tliec role of cause of inflation to increuse in mouney atock.
Inflabion, il chould be noted, hos to be wrlerstood as a
whole procecs. And the fact that dnovers to rquestions raised
in gection 1.2 are not only acadenice, but hiwe impoxtant
inplications Tor Iligerie in particular inplies Lhat one has
to use an analytical metlhod that sces inllation and answers
such questions within the third worlc contexte

OLe difficulty with the quantification of the relevant
sptructuralist variable would remder the use of regrescion
analysic uiethodologicully inadequate due to the fact that "the
gtructuralist approach offers a leus quid':.ulcc with respect
to quuutitative links between the deternincu:tc of inllation

and inflation itself™ (Levacic, 19C2).
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1, sy sl oy, lalh] . seyiser b ev11 vyl w1y e .-_f/(.'[-
.'.\), Llcl'cliLol'e ’ (Rfals b OL'}, cCLil10] 8 TR W B | I IR O
teot ol hypotheuis in which the structural Tactors

are not vignificant (not congidered ng influercing

i ropricte ] thio reoard Lo

< o JALK J..'J‘ ok i LU e e & & 2, - slabel Ll g i
achicve the otoabed viiu deceriptive but eritical aualysis
oi ithese foctors viould be carried out in explaining the
Flhie 1'4 ] () \
vl Ligerliall ecoOllo.

inflationuwyy progess i '« Thatl iu,

pethod of criticul deueriptive onalycis of oboservable

reclivy; will be uscede

Thio gtuey will cover the period 1960-1C02, This

periou trougweciuis the rajor hicloirical developents in the

cconor y hiostory of Iligerin, and this is & period considered
Jail o AlLwd WUL e St e ] oAl L | TF A oL bt J_-.,._, A WAl -
11 1 " v ey y . NI e o . - 1 % o1 wed R | Fey o

CILOW L 104" iy Suliuld tical wd descriptive Lyl e

M3 es raiday P, I 24 Yors Wi o e 1.1

Tthis stvdy, also, seeixs to concentrote on the

ctructvralict approach to the cxplonotion ol indlation.

There gie various botbtlenecks ideinttificd inn the strueturalict

paradign, for instance, shoxrtage ol food pupply, Toreign

exchongce botileneck's,domestic fino

s

o on, Illcviever, ow neoin focus would be on Tthe arxricul tural

" - . " ’ “ L . . 5 - =
cupply shortoge. This iz because of the rele increase in
prices ol ggricultural prouducts played in the rate of

15 SOURCLS LD DATA LIIITATICINS

The sources of inforication would be Irom official
publication (sccondary in nature), mainly Iron articles

published in various journals, magazines and texts, Data

would be collected from Amuual and ‘onthly Report, Amual
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Abstroet of Statictics, Feonomic wund ifinuneial Review,
(all of Central Bank of Nigeria). Fational Account of
Higerio and Digest of Federal Office ol Statioticse.

It is viell aclnowledged that the 105t coiuaon
impedinent to any resecarch work is the cvailability and

m

rcaliability of statistical date. This study is not

such - proble:: — free. Therefore, the realiability of

=
e

tatistical data in this study io dependent upon the
limited recaliobility of secondaxy dato,

1.6 OLCGAUTZATION OF ORK

This worlt io divided into five chopters, Chapter one
will be the introduction. Chapter two will be on the review
of related literature and model to be used. Chapter three
will highlight the trend of the inflationexy process in
Migeric and policies put in place. at rcducing inflation
would be reviewed to see variables (autonomous or propagation)
they ore direcied at,

we would be looking at the characleristics of Iligeria's
agricvlibural sector in chapter fowr in Ol‘tiL;l‘ to identify

the slructural distortions, Dwmary and conglusions,

and recoumicidations will come up in chapter five.
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See Garba A.G. (1990) "Understanding the
Nigerian inflationary procesas,
The case for an inquiry™ paper presented
&t the Natlonal Conference on the
Financial System and Econonic Recovery,
A.B.U., Zaria, Department of Economicsal,

1 bid.

See Chapter 4 for detailss
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2.0, DLITIRNATURY REVIEW

2 el

2 " 1 " 1MODUCTION

It has beeore one of the objectives ol developuent
progriciwes of rost countries to ol leasl reduce the rate
of price iucrenscs, beoaring in nmind the socio-cconondce
and politicul cffects of cuch infletioncay trend. Tolicices
are tlhue designed to uwchieve this, buved on the perception
of the couniry's policy - nakers withh respect to the
wricilying couces of inflation. "In this regoard, there
oae weay bheorices in the literature that atbte: pt to
explain the process ol ir.i‘lu.‘i.‘ion"‘l. These theorics can
othexrvipge be clasgified into "two groups .. 0o cither
mone teay/expead Liure theorics or ws siructural/social
theories" (Dudley and Turner, 1975). llovever, "inflation

senerating !

—

wehanis; s could be at vork simuliancously,

but o cowld be dowincut v different 4ires or in different
counirics” (Tevacie 1989). The couses of inllition cven
vithdin o cownrtry at o speeiflic poi.. b in tine roy be different
from vihiot obiuing in sone otheyr periods. In vt follows

the Thcorics of inflation «re crczidined.

2.2, IOCILNINV/EITTIDITURE TIECRITS

To the above theories infllation meons too nuch mouney
chesing too few goods, The first attempt at moking inflation
a monetary phenoreunon vies done by Jeun Dodin (1530-1596)
whose worlk wes built upon by David Iw.e E 1711=1776) ond which

esteblished the dominance of the quantity theory of mone:{.z




12

Jean Dodin aseribed high prices to growbh of money
supply vhen he paid:

"T pay that the high pricec we sce today are

due to goune fowr or five causes,  The principal

W aliost the only one (viiich no one has referred

witill now) is the abundauce of gold and silver,

vitich is todaoy too much greater in this lingdon
than it was 400 yeors ogo 16 go no further back «.."

(Bhatin, 1981),

BLodin sees addition to gold tand silver (onetury
expangsion) as the major cauce of inflotion. Other factors
are sccondury. Ile made this point clecxrer when he said:

"prices had not risen on account of debaseunent

of the coins, but on cccount ol additional noncy
supply” (Bhatia, 19C1).

Alno, in the monetorict argunent ol Devid Ihwne's
csony "CT money" he argucd thot "’a.n inecrease in the
aviountt of gold and silver in a country Will ee. eventually
lead to a rice in prices" (Dudley and Turner, 1975).

The argwrents of Jean Bodin and ;Iaavid Thu.e served as the
theoretical framework within which the quantity theorists
and/or monctorist's position could bLe sought.

2.2.,1, TIE QUANTITY TIMCRISTS/TIONRTARISTS

The explanation of the inflationoxry trend within
the context of quantity theory of noney hos been asciibed to
Fisherion equation of exchonge vritten' thus:
IV = Y
i.e. total wmoney spent on output is equal to value of

tronsactions.
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o= woney oloek toden to be crogeuous; influcnced
Ly the deciciol ol -the contral authority.

V¥V = Velocity of money which i asowied conotandy

since it depends on the cpending pattern vhich
i, ot leeot, ustable over time.
| e
P = TIrice level !
T = Total output of gpoods ond services whiclh ig
asgumed consiunt sinee There ig full erployment
ol the ecéﬂoﬂic TEJOUICCS .
These aspumptions are made in orlexr to ease enmpirical
studies wid bo make il {(above identily) an couation. Thus,

4 h

Tweon the esowaptions mede, the yrice level con be writien

as u Dwnction of morey stlocl, ‘
]? = :“(I-E) . S e e v ii

and P obeeoues, from i

P - E)TIIE e lii WhCI‘O ' &

- V/Yo
The rabtc oif inflovion coan bthus bo varllteun s .

Ap/dted/p = dw/at.i/m + dv/dt. /v - dY/ab./Y

o in iii implics that o increasc in money stoclk
(MS) will lewd Lo proporlionate increuse in mrdce level
(PYe ™Mhat is "Lor any given volue ol moucy stock there
ig one wvnd ondy one valuc of price vwhich pules the shateuwent
True wand oy chonge in mency stock will be accompaniced by a

preoporvionately ecqual chauge in price devel" (Jlabeely 1985).
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Whot should agitate one's ndnd now ic through what
mechanio: is the inerease in 1oney cupply trancmitted to
increasie in prdceis, becouse in the classicol price  theory,
prices tre determined by the intercction oi supply aud
de cud foreces?. The mechanisi: cuat be illvglrated thuo,
an increcsce in money supply chages coset holdings vhich
produces poriiolio adjustient, That is, il prodnces a directd
chcuse in spending on goods end uerv.i.c:r,-uz'. IT theat the
ceono..y it Lully eaployed, the coupetition Lox the available
supply of the Ziven output will reuuld iy oo inerease in
pricez, cquel (in percestoge ter o) Lo the increase in the
goncy oup ;.l:;ﬁ’.

Thet meong, on inerease in the o ctixy 1Llow without”

& corregporwling increase in the flow ol real output (becouse
u ctote of fvll emplojient hos been rewclied) vould produce
au "inflotiony gap” between the Tlowge vhich would be filled
by rises in prices" (Dudley wnd Turner, 1975).

2elele TIE CAIBRIDGE APPROACH

"The cwabiidge school o thousht, wder the leadership
of Larshel »awl Pigow, advenced onother view" (Veaierio, 1977)
Acecording Vo thew, it is necessuxry to puy altention to Lhe
Liraction of incore that could be in cashe. It is in this
regard Chat this approwch is called the cash-balance apuroach
o1 cwbridge depend for money.

They staried from IMisherian equation of eichonge
IN = I'L .Oc.ooacali

to get
i o= APQ ..., d1d

whovra 2
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I,.lk = 1/V and it 1o & fractioa oi income held in caghl
The cabridge equation thus equates noney supply to its

deraxd, which coun conviidentiy be written as thiss

T saeee AA4

l1e.ee in equilibriwn cituation dercond for moncy will
equal to osupply of money., loney demand in real terrs is

u/p = 1%P and in rominel terrs it becomes MP m

Pi&YB seese 1V

iii the rate of inflation cuan be got thust
Ap/at,1/P = A /at.1/1" - 3 _&% RV,
1.6 "the rate of inflation (in coatinous tine)
dp/8t.1/I, i: equal to the rube of growth oi the nonoy
supply mirue (rc rave of growth of the demand for woney
balances thot is due to the prowth in real inco.we"
(Levacic, 1989), This meare that "if noney supply
increases, wuy be cue e Ccutral Dank agtion, people will
accumulatc oxcess cach bulances, chis will lcad to more
spencing aal could oaly result ir & rine in wrlces, a8
output canno b te roiced teyeont Ml cmmloy: s.-n‘!:"s.
Analytically, whot crerges icj the effect of chaiges
in roney supply will be identical, no motier whether one
follows 1he besic equaticn of Fisher or the Cambridge derand
forenoncy tiwory o Increcses ir roney supply is an exclusive
deteri. ot of iallelione "An increase in noney swprly
will lead to w:. eQuipcoportionate increase in the price
level, Thus, any price increase nust have at its back
previows rice in money cuvprly" (“ o el 19€5)« That rcens

that in the monetarist's view inflation is exclusively as
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a reoult of chonges (dinereagses) in woncy supply. Iiven,
within the anelytical froeeworl: ol IFisher's (uantity
theory of pouey inllotion is mde divectly proportional

o money supply. To butress hic argument Tisher (1911)

"oney supply is scen ags the importuant casual
Toetor of inflation ... the nodnal elffecto

ol wi increase in the quantity ol monvy io

anr excctly proportional increase in the gouneral
level ol pricec".

It i thic oy conceopl of wvoneturiat nmchool of
inflation thal hug been su. marised by . Prieman {(1956)

in his propogivtions Lthus:

"Inflotion is always and everyvhere o monebtary
plhienomenon in the sence thas it is produced only
by o wore rapid inereage iun the quuotilty of nwoncy
Giwal in output". ‘

»The smﬁe:proponitions, Tillick (1973) how refined
1lilo thiﬁ; ”fhe consequence of ot incirease in the gupply
of money grecter thon an increase in the dewrand Tor money
will be o rise in the demand Tor products. With an cconouy
apiroaching full copacity oreration, this will resultd in
demond influotion®,

Tven in studies done by Parkin (1986), he cmme
oult with conclugion that substantiates the wonctoaicte!
avoguent. e gaid: "Price and output moveizents arve nod
the conscyuence of inctitutionnl rigidites. Rather the
ﬁarkcﬁ ingtitutions of +the cconery und the comoverento
i ountbput wd prices cuch depend oun e cluaaceteriobics of

the moncy supply growlll procega”,




w

Wikt ve cae suyin, here io thot edther within she
caknly biead Lavescvours: of Ficherion equalion ol cocivage
ox the Canbridye domweid for uone), increapcs in cconcy
sup. 1y wwee sces o the cusuval factor in indlntiontay
PRCLIUC . '

Conirol of this :type of inflotion liecs in the
exziein. o whidieh the Cenivrul Authority coa briddle ivs
eipalinioixey roncuay policy ox "o lwuy the price level
coisteny thie 1omdnel soney sup; ly .awi [ row av a rate
cqual o *the iicoiwe elusticity ol deiwud for moncy, R,
Yhuco e rave of _wrowlh oi recl income" (Levacie, 1969).
To, in tids vy, wmderctond e Leheviow or inflation,
once hev to tmuersiond the belhaviow: of deiwuw for (i
:.';uy,l;; o4 mouey. <he su, ply of oney; “wccordin; to the
wonctowint's capucrent ioc woswed to be wiier the contiol
of whie gluie, in videh cuge the authoritics only neoed o
prediet the de woc Lor s.oney in oadder to achideve o boluce
between de: il cnd pupply® (i lick, 1203).

vhe exvent vo whdeh thie moneicricst's crpuenent vwill
cxplain the influtioncry pressure in lipjerin will be
oveluly cepels et upuﬁ the dejree ol upplice. bility with
roulity ol the wdGerlying coowy tions, The asinw ption of
full cupeity operaiion ic ot polus opp.site with vhot

obtuing in i ciice It is in this light thot Palier
Pusliclm (1202) suid thet price rises vilieir thicre is
subotoavial ercens capeeity would be e:eluced from the

definitvilon ol iniluvion,
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Also, the assumed constant velocity of money has
been Quexrried by the situations of the 19308 due to
sharp changes in the velocity of money which the Quantity
theorists have held, at least, near constant.,! Pvidence
in Nigeria also proves conixary the constant velocity of
eiremlation, In Nigeria, money incéme velocity declines
with time (Table 2.1)%

Fectors that are seen to influence velocity eof
eirculation are summed up by Adejugbe (1982) thus, "it
can be influenced by expectations of behaviour of price
prticularly in @ situations of hyper inflation, It has
also been discovered that velocity is also influsnoed by
the stage of a countxy's growth", With this, assuning
welocity of circulation to be constant is not
theeretically sound’

However, according to Warburton (1951) even with
continual change in velocity of money, incresse in meney
supply still leads to inflation, Changes in velocity,
saccording to him, can be aseribed to changes in money
supply. We should bear it in mind that with changes in
velocity, the line of gausation, within the analysitel
fremework of Quantity theory of momey, Puccivs indeterminate’®

The acsumed stable demand for money in the Cambxridge
version has been disputed both empiracally and at
theoretical level, "given the miaweo~foundations of such &
function" (Stewert, 1984)%. REmpiricelly, it has been
found out by Radcliffe cormittee (1959) that for economies
with sophisticated financial aystems in which there sxists a
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Tuable 2.1 coid

YRAR 10I35Y SUTTLY Gl VELOCITY

19064 <204 ,1 552490 .2 4453
1985 13267 .8 76775, 5«94

96 13103,0 TOT40 o4 6,08
1907 14905.9 79270.0 5.32
P90 21148.6 £2530.0 3.90

1900 25697 46 81800.0 3.18

1920 37223.7 C6100.,0 2l

Sources:

(1) cCDi!ly, Annual Report and Stotement of Accounto;
Yorious isocues,

DIl Beonoric ond Fincaciol Review Various
Iocuco.

-
ra
p

vide vpectrus of assele of verying degroe of liyuidity, the
desand for noney function will be ruch less stable. Also,
gludies by Iriedran and Schwantz (1963), Cagan (1965) Iald ox
(1980) and; Ayayi ard Ojo (1981) on exogencity of momey supply
showed that supply of poney responds to demwud for roncy.
Studies by Iarberger (197C) on the relutionchip

(equiproportioncl) between rote ol incieccse i money supply
aund rete of increase in 'i;hc wbe of indlotion showed that rate

of inercase in roney supply tende o Ve more thon the rabe of

incrrecase in the rate of inflation (Toble 2.2).
i
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AVERAGE 254_ TTJAA... R‘;TI‘: ('_‘ Ix ..;.x-....aﬁ' r-'\' I : as - W . UA-.I .La.:'

RAChy Ol SO

AVERACE ADIUAYL LATES OF DICREASEs %

COULTRY PERIOD Il CORST: LR TRICE 1 " 1 0.7Y SUIPLY
Avgeatina | 1949-T74 27 29
Brazil 1957-76 35 42
Chile 1952-70 32 ag
Uruguay 1950~65 26 34
Nigexria 1969-74 10 o4 23.€
Nigeria 197579 <0.& 39
|

Sourccs:

(1) idarberger AsCo (127C) "A mriver on. l....."}r‘t Lon"
Jowmal of poney Credit ocrd Danking 107

(1i) cCPY, Econu iec vad Fioneiol leview Various
iocsues,

In Kigeria, we cowld notiwe that Lelweooll 1969-T4
and 1975=79 the rates of noney cunrly ilcrc.ue were nore
than the averoge growta rete of infleticr., Uelween 1869-74,
avercse amnual ;. increesse () ir CPI viaa 10,4 while
that of money uunrly ‘__s.i' ‘e DBetween 1975-7¢, the rates vere
20.2% cnd 39.0% respectivelys This iz an atteration of guantity
theory of roney inference, vhich hee it thet there is equul
and proportiorate rate of chone between money supply a2l prace
devel. Tle foct that the rate of increase in A 5

L

is more than the rate of inflation means that the
difference in
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the twe rates must have been abserbed by seme ether
variubles; either V or Y or both, Illoreever, Keynes
querried the theoretical underpinnings ef the Quantity
theory of meney because to him inflatien could arise
without increase in meney supply.

2.3, DEAND=QRIENTID EXPLANATIONS

Keynes sees inflatienary preocess resulting mainly
from excessive demind., There is one argument that emerges
from herej = increase in demand should not be inflatienary,
This is, because increase in demind (demand -~ pull = inflation)
should be noted, within the analysis of classical theorizing
would raise price level, thus lowering real wage rate,
which in turn increase demond for labowr - increase
employment, To counteract this argument there is one
agsunption behind the demand - pull explanation which
is brought forth by Ojameruaye (1988) when he said,

"demand - pull inflation occwrs when aggregute demand

for goods and sexrvices ie greater than the agpregate
supply and the respltant excees can not be satisfied

by running down on existing stocks, by increasing imports,
post= P demand or diverting supplies from export
market to the domestic market",

Inflation in the opinion of this school of thought
depends on the price elasticity of supply. High elasticity
of supply makes the inflationaxy impact of excess aggregate
demand over aggregate supply slight, ZElasticity of supply

in the short-run will in turn depend on excess productive
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_ 4
é-paciw and availedbility of foreign exchanges IXn this

way, the *"possibility of demand yull inflation ism grester
the nearer the economy is to being on it yreductive w
possibility frontier® (Btewart, 1904)%.

This explanation can be illustrated by this disgrarh

Real income

The shift in AD from AD, o ADg ingreases prices
slightly beesuse of high elasticity of AS corpared to shift
in AD from ADy U2 ADp where the elostioily of supply is
close to merc ( a situation of near full employment)

At this juncture, we should sk, how might an economy
get into & siatuation of demaniepulleinflationf This ¢alls
for a monetarist analysis vhich Killick (1983) in a refined
version of the ksy concept of the monetarist sobool sxwwers
thues; "the consequonce of an increago in the supply of
money greater thon an inersase in the demand for money will

be & rise
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in the demand for products. With an eoconomy epproaching
Full cupacity operation, this will result in Aemond
inflation",

This means that an excess supply of money causes
a larger demamd Tor commoditiec thus tending to pull
prices upe. The major contention of demand - gide
explanations te inflation ie that inflation ie a reflection
of pressures of derand "of either a fiscal or a monetary
origin" (Stewant, 1984),

The inflationary pressure in Nigeris cunnot be
adequately captured within the Keynes' analysie of excessivs
acgregate denund, "Keynessian type of inflation wowld
¢occur when full capacity hus been reached"g, which is at
variance with what obtains in lNigeria, What we couwld
say to have happened in Nigeria i1s that inflatione of
19705 partially arose from demand pull explanation,

"Phe oil boori, the salary awards cnd the credit policies
of bank led to a substantial increase in aggregate demand
without a corresponding increase in the productive '
capacity of the economy" {(0jameruaye, 1988). In this
regard, inflation of 19708 arosc from the deficiency in
gupply. That ls, inflation arose because the productive
capacity of the economy did not keep pace with the incieape

in noney supply during the periods.1o
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and cost plus pricing policies of firm typically selling
in menopolistic or oligoppoistic markets, whose prices
are detercined Ly production costs rathexr than by state
of demand™ (XKillick, 1983),

The seperation of costepush inflation from demande
pull is academically regaling, and mainly for anaytical
purposes. The two are, pMactically interdependently
witnessed in an inflationary pxrocess "IN practice, it is
extwenely, difficult to seperate demand pull fron cost-
push inflation. If we choose o ware increese as the
initial departure from equilibrium, then the subsequent
inflation may be labelled < c<t-.push. But if a price
inarease is taken ae the initial departure the inflation
is demand-pull” (Branscn, 1381).

This implies that if an inflationary process is set
in motion by excens dermand even thoush without visible
costepush forces, it can also pull up in the prooess the
forces of those things regaxrds as cost. That is,

"once inflation gete underwey demand explogmhddsns and
supply explanations are not mutually exclusive® (Xillick,
1983)e

2.5 STRUCTURALIST EXPIANATION OF INFLATION

The inflationary process which with much persistance
and serverity has been afflicting most countries of the
world, the third world countries especially, bas gensrated

dively controversy about its genesie and solutions,

To the structuralists such perturbations have ne linkage
with monetary changes, rather they should be ascribed to
non~mone texry irbelances prtly due to flaws in the economic
and social arganisation of these countries, Reliance on
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monetary variables for ite solutions ic therefore unjustified®
fBivera, 1983), This group is otherwise referred to as the
"development -~ group®. Inflat.on, to this group, is not
caused by anything as streight-forward as excess denmande
eaused by monetary expansion but rather by stouctural
imbalances. In this lisht Harberger (197() argueet

But while we can ascort with greet confidence

that wonc expansion is in a sense the proxiuate
cause of tion, we should not be too sruy about
it, for it only pushes thc explavation one step back™,

To uake his point clearer he cayp

"the car rolls aowu the nill wlen someboGy takes the
breke off, but who docc thate"

The structuraliste never deny ‘thie role ployed by money
oupp.y iz accentuatin; inflationory process, However, money
supply is seen in a "permiissive menrer, so as to avoid any
monetary brake on developr.ci.t, rather than as an actively
initiating cause of inflotion" (¥illiclk,19{3). To bring to
limelight such contention Freuter (12(2) lws thic to cay:

"Monetary irmpluses are not alwayc the final and
the most interesting cauces of infletiou. An incrcase
in the arount of money in circulation is usually
caused by deficit in the stove LULZGU..s AN lncrence
in the amount of moneyv can nlso be the consequences
of o balence ol naymedte A'piud and & lncrease
in the cwrrency reserves of a cowniry vhich
ptimletes and Iorces an exprwive inflation which
mrima-faeie apvenrs to be entirely monetary policy
Fipally cauvses of this Type ol monetexy phenorenon
can lie entirely outocide tle :onclory sphere -
perhaps in the foactvuwul problcue vwidich hove caused
the budget to carry a deficiti the rates of interest
on the woney mnarket lc loave o tendency to grov or the
balance of peyments to have a surplus, ... To liudit
ourselves nerely to the uonetury side o1 to nerely
overestimating ite “muortance can ... only serve
bo chyeyt aonmen from tue wnore profounc, uore
significant and more indicative sources of inflation,
c¢h only act through monetery categories",
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I esgence, an incicase in money supply to the
structuralists is o permissive fuctor which allows
the inflationury spiral to manifest itself and become |
cunulative, It is a sign of the stxuctural rigidities,
which give rise to the inflationary pressure rather
than the couse ¢of the inflation itself, Thus, the
gtructuralists distinguish between autonomous (dnitiating
causes) elements and propagation elements in inflation
"Autonomous elementa represent shocks that impinge on
the pyeten, initiating wn inTlation while propagation
elements represent the waye in which the cystem responds
to or mccommodates the shocks" (Argy, 1370). The
propagation elenents ore, for instonce, wagewprice spiral
induced budget deficits and exchange rate chunges provoked
by the inflation and in tum accentuating the inflation,
The initiating (autonomous) elemento will be discusesed
later.

There are nuny different explanations of structural
inflation, "Some economistc stress the lugging growth of
the agriculfural aector,ﬁothers otress the wide flunctuations
in ‘the exportjvizmhphéfﬁhany producers" {Cochrane, 1972).
To Schatz (1957} "inflation occcurs when the members of
the econony among them try to acquire more output or
resources than the economy ¢wn make available at a given
time", That means, inflatien plagues o backward economy
attemptiily; to develop becausce the level of cupital - formation
required for such kg difficult to come by, DBy implication,
inflation isg inevitable in an attempt to nchieve xapid

economic growth constrained by structural bottlanecka13.
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The major contention of this school of thought is
that Inflotion arises due to "gore iwbolances in the
econo..ic, institutional ox social structure, if not in
soLe corbination of the thrce. Such ipbalances ore
scarcities of particular key things such as food, foreign
exchangce, tex-receipls or structural, guasi-monopolistic
facters such ac delibwate resivriciions on the surply of
labouwr or commodiiies ,.. WG inegqueliby in the ownership
of cepital and land" (Dudley eand Tumer, 1975). Iong run
inflationaxry tendency, is exploancd in tezue of certaln
structwrnl regiditics, rarket iryperfections arl social
terneionse Ike basic rigidities indenfied in the
vulaexability of an econony to inflation are discuc-ed
below:

2e5¢1e  SUORTAGES OF 70CD SUFTLY

Inelesticity or food supply "due to largely dcfective

patten of lind ltenuwre iichi Ccerecse the resronsiveness

of production to wice stimuili" (Meiexr, 1970), Thore

could be structwral proviems of suyrly in output in one
imporiant sector suddenly ssgpte to prow much “ore

olovly oxr gtops growing aldo etiere Lg2 in the outprt of
agriculbture ie o govious onc wiich 2suld leud "directly

to wa;e increases bececuse of tie importance of food to wage
- eaner anl could lead to imoris ol coxwditios concermed
vwhich in themselves lead: to sihorigoge of foreign exchange
and unsatisfied deand in internal curiket, taas lexiing to
rising prices" (Seers 1962). To Fdel (19¢9) "inadequate food
production roout more iwlilation, relative rises in food prices,
nore food inmports and slower grovith in other sectors of the

economy"’y
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Such shortages of food esupply according to the monetariste
ie "not structural in nature, rather it is 2 distortion
induced by administrative controls“14. However, evidence
showed that inadequate food gupply is a structural problom
which, for example, exert upward pressure on wages and
prices in Chila15. In Tanzania, & less developed country,
the inflationary process there was found to have been
initiated majorly by the poor performance of food production
growth during the second five year plan period, though it was
propagated by monetary and financial fbrce16.

The effcet of luagging supplieo in some sectors other
than agriculture, for instance, energy and transport is
inflationary. For instance, "the electricity shortoges in
Greater Duenos Aires in the latter half of the 19%50s acted
as an ovident bdralte on industrial expansion and played a
big role in the Argentinian inflationury process, Do did
the deleys in rail freight services and slowness in
developing petroleun rersources" (Ceers, 1962),

2,502, FOLTIGN IXCIANGL BOTU'TITICK

The structuralists maintain that inflation could
arise in a cowntry Que to foreign oxchongze hotilenecks
which often manifest in inclostic of exworts becuuse of
primeriness of the country's productc., (Low income elasticity
of denand for her primoxry products, high incone elusticity
of demwid for imports, Iolancoe of puyente di?ficultios)17.
The foreign cxchunje bottlencck axiren "hecuuse the zote
of crowth of total foreign exchinige receipts (earnings from
exports nd cupital flowe) iz not sufficicnt to meet rapidly

rising import demundes gonerated by accelerated cdevelopment
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efforts, rapid population growth ond attempt to industrialize
which tale plave within the environment of imperfect factor
mebility,technological limitations and siructural imbalances”
{(Kirk pawricl, 1978), L
Foreign exchango constraint is inflotionory inl%he
sense that inegtability of export - proeeeds, lends to a
reduction in government reovenues, the government is forced
to resort to deficit finaneing to mointeain relativelf;
inflexible levels of expenditure, |

2,5.3, INADEQuUATE DOMESTIC FAAMNCiAL. RLESOURCES

Thadequate internsl finencisl repources coupled with the:

foreign exchonge conatraint ftend to mggravate o Inflationary
process, The high rate of uwrhanization and snch accompanied
:development (industrielization) effort hove widened the
- gpectrum of government activities in area of social and
physicel inflastxretures, in the face of inelastic government
revenue, Thie gives roorm for deficit financing (inflationary
mode of finance),

The increwent to money supply is not exogonous in this
regurd because it is being menerated by the desire to
increase rate of growth. That is, "the public sector
doficit thus represents ... the oxintence of 2o nmunber of
struetural problems which preclude the reclizotion of balanced
budget policy, and the propagation mechanism of the public
gector inflationar;y precswres conoiots of ... the fincacing
of the deficit by loans from the bunbing gyotom, isswing
bonds to the soclial secuvity instituilons, revaluation of
monetary reaerves ad other measwwez related o the money

supply" (Seers, 1062),
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Iort substitvtion industrielizetion stretecy could
corpouzi Ghe inflationary problem generaved by forsign

extlauy: ¢ ant internes Finance votilcucckxs, This hag been

inflationauy yressure, That ig, there are gtructurel causes
of inflation during tue proceds ol imnort sudstitution

since 1lnport substitution is a contiming procerrn, "ench year
@ sl ic nade on nev induatries, invelwving fresl regquirement
of imported cepiial goods, and progrens in gubetitvtion .cans
entering into types of production which are more and more
capiival intensive" (Secers, 1962)%

Ae induetrializgtion pakes & head-way, more demands for
electric power, internal trunaport, commmunication, weter
Bupply etc are necied, whici raise the reguirancnts for
imported capital ;ools. The difficulties in oltainin; labour,
capital and eaterprice for the new industries manke factor coete
per unit of output very eiborbitemt. The rono. jlistic sycica
of organisation, that usually becomes iminent of ‘port
substitution, vwheraby new industries are bhronches o) arioting
monopolies or protected by them makes the scele of output
relatively small which would have given room for ™11 utilizatien
of those equipment,

Domestic ilupart suwetitution pxrocenn entails densand shifte
which accentutate the inflalionary situation, The irport
substitution industrialisation with a -nift towords Lwuswry
creates inflationary tendeicies, wren it is undertalken &l ithe
expense of agriculture and expanding food surpliec '.19
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I¥ the iucreasw in Sector II's putpus came vic cspital
govd increases, tetal output in the economy has actually
risea, which weel® increspe in total real income,

A nonecoriosnoiniing rige in saving from such 'macginal?
ingrewert @i inceome will leud to excess deuand for congumer
2oeds, ices vi weich will thus incoezsge,

Aesunmption V could almo lead wo incresse in hoth
upibal and conswiexs gouvds. It Phis Liap:ons and there is
no increase in saving cquivelent to incresse in inveothemt
from the increase in real income, general excese demand
will Le geasrated, effect of which is iucrvnse in prices%

*he cogent point beirng made here is that "if
developuenl in an under~developed counlry is taxing an
wavelanced form with ioduotriel developmert out-stripping
that of agriculture to such an extent that & shortage of
food and aericultural xraw materisls develops, then it is
oed likely Lo be accompnined hy severe irflationsxy
preasure” (Maynard, 1973).
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CHAPTER THREE

3.0, THE INFLATIONARY TREND I NIGERIA

Inflation is a world-wide phenomenon, It is a
rapid, persistent and sustained rise in the general
price level, In developing countries in general
and Nigeria in particular the degree of the inflationary
pregsure has posed serious threat to the healthy growth
of the economy.

In Nigeria, the domestic sector was insulated
from inflationery pressures upto 1965 (feriba and
Ajayi, 1982 Pp 299). The Nigerian economy came (seriously)
under the yoke of high pressures of inflation in 1969
when the rate of inflation rose to 10.0% from 6.4% in
1961, The inflationary trend seems to be alarming inspite
of sets of both monetary and fiscal policy packages put
in place to curb its threatening effects’

The composite consumer price index (CPI) indicates
that inflationary trend has been on'the increase,
continously at least, since 1960 except for 1963,

1967 and 1968 periods when the rate was -2,8%, -3.7% and
~-0.4% respectively. "The bulk of the increases in price
level occured in four periods: 1961-62, 1964~65,

1969-71 and 1972 to date" (Teriba and Ajayi, 1982 Pp 300).
The period, 1972 to date is marked by both upward and

downward trend in the cost of living.



38

The inflationary trend in Nigeria since 1960 can
be divided into sub-periods as 1960-64, 1965-69, 1970-~74,
1975-79, 1980-84 and 1985-89 (See Table 3.1). The essence
of this sub-periocdization is to bring to limelight the
trend in inflationary pressures in Nigeria, Fach of
these periods is characterised by different annual average
rates of inflation, except for 1975-1979 and 1980-1984
periods when the annual average rate of inflation was
20.3%, While the average annual rate of inflation was
3.2% in 1960-64, it was 39%, 10.2%, 20.3%, 21.3% for 1965-69
1970-74, 1975-84 and 1985-89 periods respectively.

A further look at Table 311 shows that the 1960s
was characteriséd by single-digit average annual rates of
inflation, That is, period of moderate inflation, The
1970s'and 1980s on the other hand were characterised by
double~digit average annual rates of inflation.

The inflation currently ranging in Nigeria began
sometime during the civil war, around 1969 when the consumer
price index left upward to 10%4., In 1970 the increase came
to 13.8% which jumped to 16% in 1971, 33.8% in 1975 39.5%
in 1984 and 40.9% in 1989.

The general inflationary trend discussed above is a

reflection of the inflationary process from various components

of the composite consumer price index (CPI). Of all these
components food and accommodation are weighted higher than
others; for they attract greater percentage of consumer's

take home pay (Lower and Middle income earners especially),
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TADLE 3,1

COLIPOC ITTLATION

IT5 COIISULIER FRICE INDIX
GaGly Pl OF 1L MLATIC

Year Cri oI AV. ROI| YEAR CrI ROI | AV, ROI
108D oo |- 1 1980 | 585.1 | 9.9 (]

1961 106 | 6.4 1981 | 707.1 | 20,9

1962 112 | 5.3 3.2 1982 | 61.4 | 7.7 ¢ 20.3
1963 108.9 |-2.8 ; 1983 | ©938.5 | 23.2

1964 110.4 | 1.1 [ 1984 [1309.6 | 39.5 ||

1965 114.4] 3.9 1985 | 1382.0 5

1966 | 125.5| 9.7 1986 | 1456.2 | 5.4

1967 120,8 |-3.7 3.9 1987 | 1602.8 10.1 21.2
1968 120.3 |-0.4 1988 | 2218.5 | 38.4

1969 132.3]10.0 1989 | 3125.3 | 40.9

1970 150.6/13.8

1971 174.7]16.0

1972 179.6] 2.8 | 10.2

1973 139.6] 5.6

1974 213.6]12.7

1975 285.7133.8

1976 354.0 |24.0

1977 | 411.1 [16.1 20.3

1978 476.3 115.9

1979 532,3 [11.8

sowrce: CBIl: Economic and Financiocl INevievi Various

Issues,
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It ic asaingt this background that the trend in the
changes in the relative price of food need to be discussed,
It is evident from Table 3.2 that of greater importance
is the relative contribution of food comqonent to the
inflationary spiral in 1961 and 1962, when 9.93% and
7.36% were recorded respectively. TFood prices were
moderate from 1963 to 1969, although the 1966 rise in
the conouner price index (CPI) is attributed to food
shoxrtugen,
The annual change in the food prices in 1970
was a spectacular one, "In the cuse of the composite consumer
price index, the food component roce by 23.5% accounting
for 17.5/ of the increase in the overall index" (CBN,
1970 pp. 8). This was the result of the ecivil war,
Domestic food production suffered as a result of the crisis -
time, dislocation of farm labour and the consequent rising
cost of such lubour,
The massive importation of food - items moderated
the changes in food prices in 1972 and 1973. Dut, the
highly liguid cconomy of 1970 to 1975, due to oil-boom
and post war recongtiruction effort made prices of food =
items to rise from 15,22% in 1974 to 42.05% in 1975.
"On the whole, for the period 1970-75 average prices of
food rose by 15.4% per year" (llabeeb Y.A,, 1985), The
16.6% rize in the consumer price index in 1978 partly arose
out of the high prices of food - items, In both rural
and urban areas, the food componené contributed substantially

to the owverall increase.
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For exumple, the food indices in the r1ural nd urboan areas

inercased by 16.47 and 26,55% respectively, reculting in a.

combined inerecase of 16.4%, Also, sherp iucreases in

food priceus lurgely acccounted for the deterioration in

the cou't of living in 1981,

The rote of price increasce of food - items was

25,27% in 1981, This rate of price increase of food - items

rosc to ubout 42,97 in 1984 due to the low domestic oubput
" witnessed throughout that yeor (CBI, Dec., 190b).

The 52.7% rute of increase of food - item in 1988 was

due to "inadequalte supply arising lizgely from the spill-

over cifceis of peor hwvest of the previous yewr ... The

increose in trusport costs (as a result of hike in prices

of fuel, vehicles ond spire-parts) had an all pervading

effeet on 1l comnodities" (uBn, 12008),

| The averosge camnd rodes of inflotion ol 20,30

in 1975-1988 and 21.2% in 1985-1989 compare with an average

rote of inflotion of 2.4% between 1960 and 1968 or of 1312%

between 1969 and 1971 is really frightening oand considered
,a major threat to the hcﬂith; growth ond thvs development
of the Nigeriwn economy. That is the rate of increase in
price level has been of conoiderablF concern to policy -mokers,
since the fear of a continued upword trend in prices poses
a strong challenge for the future. Thus, to minimize the
long-run shocks of inflation on the economy of Nigeria,
virious anti-influtionary measures, both monctury ond fiscal,

ave been put in place,
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3,1,0, NIGERIA'S ARTI-INFLATIOIARY IIJASURE

3.1.1. ANTI-INFLATIONARY FOLICIES OF TIHE 1960s

The Iligerian economy did not come seriously under
the yoke of inflationary pressuvre untill 1969 - sometime
during the eivil war - when the rate of inflation came to
as high a level as 10,0%, This is not to mean policies
aimed at inflationery reduction were not put in place before
this time, Policies aimed at price stability have always
been in ploce since 1960,

The Federal llinister of Pinance, Chief, the Hon,

F.5, Okotie - Eboh, C,M.G,, M,P, in his budget speech

of the 4th April, 1960 maintained that one of the objectives
of the budget ic to "maintain confidence in the value of

the Nigeriman cwrency and to maintain reasonable stability
in pricea", IHe further maintained that rensonable

stubility of prices and the maintenance of the purchusing
power of the National Currency are basic elements in the
"promotion of an orderly and reasonably rapid growth in
production" (CBE, Dec., 1960 Fp 14).

However, concretized attcmpt’ut curbing the inflationary
pressures was first adopted in 1964, That is, the first
regtrictive monetary policy in Nigeria was made in October -
December, 1964, The objective of which was to muintain
stoability in the value of the national currency. In line
with this a 154 ceiling was placed on the rate of expansion
of banks' aggregate loans ond udvances, Also, the minimum
redioscount rate was raised from 4% to B% in December 1964

so as to make borrowing costlier, '
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3.1.0, NIGERIA'S ARTI-INTLATIONARY 1USASURE

3.1.1. ANTI-INFLATIONARY POLICILS OF TII 1960g

The Nigerian economy did not come geriously under
the yoke of inflationary pressure untill 1969 - sometime
during the civil war - when the rate of inflation came to
as high a level as 10,0%, This ie not to mean policies
aimed at inflationery reduction were not put in place before
this time, Policies aimed at price stability have always
been in place gince 1960,

The Federal linister of Finance, Chief, the Hon.
F.5, Okotie - Eboh, C,M.G., M,P. in his budget speech
of the 4th April, 1960 maintained that one of the objectives
of the budget ic to "maintain confidence in the value of
the Iigerian cwrency and to maintain reasonable gtability
in priceco", e further maintained that reasonable
gtubility of prices and the maintenance of the purchasing
power of the liational Currency are bagic elements in the
‘promotion of an orderly und reasonably rapid growth in
production" (CBN, Dec., 1960 Fp 14).

llowever, concretized attempt‘ut curbing the inflationary
pressures was first adopted in 1964. That is, the first
restrictive monetary policy in ligeria was made in October -
December, 1964. The objective of which was to muintain
stability in the value of the national currency, In line
with this a 156 ceiling was placed on the rate of expansion
of banks' aggregate loans ond wdvances, Also, the minimum
rediocount rate was raised from 455 to B% in December 1964

so as to make borrowing costiier, '
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By 1965, there was the belief that the high rates
of monet.xy expansion in the yecors prior to 1965 had
been inflationury and thus the policy of credit restraint
was adopted in that year - 1965, Total credit to the
cconomy in 1965 changed by 9.7% over the preceding year
e againpt 44.2% in 1964, Thisc pictwre is explicitly
shovn in Table 3,3, This policy of credit restraint
continued in 1966, Thus, in 1966, "a ceiling of 13% amnual
rate of growth was set for commercial bank credit. The hope
was thot the Central Bank's rate of credit expansion would
‘not exceed 17.6/% in the year. This gave the bonking system
o credit expansion potentiel of about 144" (Enuenwosu,
1980). In 1968 still, there was 'the abolition of commercial
external liquid assets as eligible for the calculation of
the liguidity ratio.

Policy-moakers huve, however, by this time forgotten
the role of credit restraint. That is, its dampening
or recessional influences on the economy. Theoe influences
metamorphosized by tight monetary policy came to fore,
seriously felt and confirmed in early October, 1966, Illence, on
24th l'Ovember, 1966, therefore, the bunF announced the
removal of credit quidelines. The bank also removed the
specific selective credit restraints,

Inspite of the credit retraint of 1965 and 1966 the
cost of living index has been edging steadily upward. The
1966 ‘rise was even gpectacular, Such rise was eccounted
for partly by food shortuges and partly by the uncertainties
created by the political developments in the country,
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"The revision upwards of custon mand excise dutics on
certain categories of concwner goods ewxrly in the year
provided added impetus to the upviard thrust in the cost
of living" (CBHN, December, 1966).

Relutive ease monetary policy adopted since November,
1966 was precipitated by civil war of middle 1967. There
‘was thus a rise of 31.5% in bank credit outstunding at
the end of 1967. 1In conjunction with this, rstrictive
policy of imports wac purcued, which had thé contracting
effects on the osupply of most of the other consumer goods.,
As puch, there was a rise in the prices of drinks, transport,
other purchases, clothing and residential accommodation,

3.1.2., TIE 1969-1979 AITI-IHPLATIOLARY LINASURES

Between 1966 and 1968, the rate of inflation has been
on the decline, But, serious inflationuxry pressure became
mounted as from 1969, The cost of living measured by the
rate of inflution has risen from 3.97% in'1965 to 10.0%
in 1969 inspite of these restrictive policy packages,

The genesis of this period was chwracterized by shortage
arising from waxr, coupled with the war-indvced . li@iquidity
and the consequent peut-up demund after the war, That is,
by the.end of 1969 and early 1970, "domestic food production
suffered as a result of the crisis-~time, dislocation of ferm

lébour, ¢nd the consequent ricing cost of such labour ..."

(CBN, December, 1970).
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The major problem from 1969 becume thut of controlling
inflution caused by shortueges of food items and propagated
by creation of liquidity, The ecrcation of liquidity
"at this time, was not exogenous beciuse it was demand - for -~
eredit - influenced, In this regard, in July 1969 buanks
vere requested to increase aggre;ite loons amd advances
by 105, The allocation of these credits was preference -
oriented (Agriculture - favoured),

The 1970-74 plun had it ac one of its aims to maintain
reasonable economic and price staebility in the fuce of
inherent inflationary pressure. In consonaice with the
objective of muintaining price stability the following
fiscal measires were adopted,
ie Reduction in govermment's expendityre ind internal

boxrowing
ii, Tarrif reduction on imports connected with agriculture,
iii. Subeidy of £K5 million was also granted to agricultural

production,

In a nutshell, the fiscul meuas.res adopted were
"reduetions in taxes, tarrifs, removal of war - time
restrictions on importation of medhinery and spare-parts"
(Awosika, 1980). Thus, "imports were placed on open
genercl licence® (CBN, December 1971) to puve way for
bulk importation for the domestic market of some essential

consumer goods,
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A

3.1.2.1. MONETARY AITD CREDIT PQLICITS

In addition to the above sct of fiscal meaoures
adopted, o number of monetoury and credit policies were
also pul in place. To achieve thé objecetived of a further
mwoderation of inflation, most of the menctory measures
of the 1970z were aimed ot restricting bunk credit and
to syuecze bank liguidity.

"Phe monetury policy circulor No. 3 of 30th Maren 1971
get out that ewcch banlk's cutstunding loouns and wdvances to
privuote secltor were not to excced the year earlier level
by more thun 8,4%" (Fnuenwonu, 1980), In June 1971, as
well, central bank czlled for special duposit from the
banks. Thig mude the liquidity ratio of b»unk to foull from.
92% ot the end of May to 69.6% ut the end of July 1971,
Interest rotes were also increasced in order Lto induce
more savings. This is a policy ub moderation of publice
1iquidity, "interest rates were raised further, generally,
in ordexr to promote private fincnclal savings and thereby
check inflationary pressure" (CDi, December 1978 pp., 5).
To, also reduce agcregate demond in the economy permisgible
ceiling on the rute of ciedit expansion by commercial and
Merchant Banks was reduced from 40% for 1977/78 to 30% for
1978/79. |

3.1.2.2. PRICING AND IFCOLT, POLICY

Goverrnent set up pricc contrel Board saddled
with the onus of fixing the prices of certoain commodities.
This iz conceived, will prevent +the exhorbitant Bike in

prices, The policy of restraint on wage and salary increasSes

| N T T
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in both the public and privete sectors was introduced in
1975, This continued in 1978, The woge frezes are

denmand - menagement policy meant to curtail the level

of excess demund over aggregoate cupply. It is a policy
meant at reducing the level of money sv:ply in the economy.

3.1.2.3, STRUCTURAL POLICY

As a structural policy, National Accelerated Food
PRoduction Progromme (NAFPP), Operation peed the Nation
(OFIi), River Basin Development Authorities, Green Revolution
were programnes pursued, to achieve rural development
with medium—term anti~-inflation implications. These
are progroames aimed at stimwlating self-sufficiency in
food supply, remove conctraints to food production, In
addition to these, some sets of infrastructural fillips
vere provided to stimulate agricultural production under
the acgis ol Intergrated Rural Development (IID), Some
of these oxre provision of:

- o Transport fucilities
ii, PFertiliter at 75% subsidy
iii, Tarm inputo
i&. Agpvicultural resecxch and extension services
¥ Road and agricultural credit facilities,
3.1.3. THE ANTI-INRFLATIOIIARY MEASURES OF 1980-1989

Despite the various anti-inflationary policies embarked
upon by the government the "inflationary pressures continued
“wnabated in 1978 with the composite consumer price index
rising by 16.6;5 compamed with the 15,9% in 1977. In both

]

the rurcl and wrbon areas, the food componefit contributed
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subgtontially to the overall increase. TFor example,
the food indiceg in the rural ond urban @reas increased
" - s y - o’ . o 4 .
by 16.4% and 26,5% respectively, resulting in a combined
!
/

inerease of 16.4% (CBNl, December, 1978 ).
Tn view.of the inflotion rate of 11.8% in 1979 one
of the objectives of economic policy of the 1980s wus

the reduction in the rate of price inflotion,

3.1.3.1., MONETARY AND CREDIT POLICY

The 1980 percentage limits cet for bunlt credit
exponsion were the same in both 1980 ocnd 1981, That is,
conmercial ciwd merchant banks were reguired to mointaoin
an agcresate eredit expunsion ceiling of 307" (CDBN, December,
1980), The prescribed structure for interest rates for
1980 was alco retained for 1981, The 1981 directive
for dere~ulating the bunk ligquidity in terms of both cash
and liquid assets holdings were also retuined in 1982.

"Thug the 25/% minimum liquidity ratio wus retuined” (CnIT,
Dec

1r‘w_!‘_'fn\
.y A S

Ty 3

Ly

83, the major objeective of monetury policy was
hat of reducing aggregute demind in the cconomy, Ilbnce,
the permisgible rates of ctedit expunscion in 1983 "for
big wnd omoll banks which hod been fized at 305% and 40%
cince 1973/79 were reduced to 255 and 359 reopectively.
There was also the reduction from 12.5% in 1984 to 7.0% in
1985 of permissible rate of inerease in commercial and
merchant bank's loans and advonces, DBegides, "the 1987
budget restricted the overall credit expaasion within

the economy to 4.4% in 1987 against the 7.6% level in

1986 ... the budget reduced government budget deficit to
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3.5 of %he GDP in 1987 as ngoinct the 1986 level of 47"
(Ayodele, S.A. 1988). '

Convinced by the fact that interest rate serves
as a demand - management device in inflationary system,
with exceocsive monetury expunsion, the government
decided to dercgulate it (intercst - rate)., This is
a pol&cy aimed at tightening the "money supply which
will reduce aggregate demand and logically also reduce
the rute of inflation" (Ayodele, S.A. 1988).

3.1.3.2, INCOME FPOLICY

Siunce 1976/77, one of the muin objectives of incomes
policy ic to nchieve domestic price stability. In 1981,
therefore, all existing policy measures were retuined
with little modifications here and there, 1In 1982,

Tfiscul yewr no revision of fringe benefits or introduction
of new oncc was allowed, except with the express approval
of the llinister of Employment, Labowr und Productivity,
Also, arreors arising from agreement should not normally

be back-dated und where it is neccessary to do so, it

should not go beyond the beginuing of the current financial
year,

Besides, 15-month Economic Relief Emergency leasure
was declared in October 1985 in which some percentage of
vorker's wages and salaries wid gompanies profits were

compulsorily paid to the gOVErnment.2

3.1.3.3. FISCAL MEASURES

In collaboration with the monetoxry policy these sets

of fiocol policy were adopted:
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'
The 1980 rcostrictions on imports were Tretained

for 1981. Goveriment also stopped the isscuve of import
licences to individuwls for importution of rice. In
1983, there was the re-introduction of pre-—shipment
inspection for spare-parts, raw - materiuls ond books,
and the introduction of pre-shipment inspection for
frozen ad camned figh "under the economic stubilizotion
measures, Under the same Lconomic Stubilization Aet of
1982, cxeise duty ranging from 59% to 45" were imposed
on a number of commodities" (Olarewaju,1990).
%ho 1985 Fiseul policy meus res include
i. "suspension of foreign exchuwge allovance for
buginecss travels,
ii. reduction of the amount of local cwrency
which moy be carried by persons travelling in
and out of Nigeric fiom ®50 to ¥20.
iii. increcase in the ruate of tox deductible at scource
in respeet of rents, dividends, royaltics and
airport levy of ¥100 was imposed on percons travelling
to places outside Africa - pluc an airport tax of #5.00,
In the 1988 budget the President announced the removal
of subsidics on agriculture wnd pctrulcum.3

3,2, APPRAISAL, OF THE ANTI-INPLATION MEASURES:
T

"Policies - automatic or not - which appear to be
properly designed may well turn out to aggravate
flunctuations, Iliscalculations on delicate
questions of timing or magnetudes can be crucial
and these matters mey well be out of the range of
competinece of the good judgement wnd experience of
most of the practical men who determine or advise
on our monetary and fiscel policies" (Surxrey 1977).
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These are the short-comings of policy packages properly
desigmed, let @lone those designed without inkling of the
appropriate underlying causes of problems to be
tackled,

Solutions are inherently sought in the problems
they wre to tackle, This however requires the policy
formulators or designers the lmowledge of the initioting
foetors.

The Wigeria's anti-inflationuary policice oo
fur huve been a demund - management poackoge, except
for the IATPP, OFll, River Basin Development Authorities,
Green Revolution Programmes, though rural development
6riuntcd, hive medium term anti-inflation implications.

All efforts at moderating the rote of inflation have strong
faith in the excecs of aggregute demund over aggregate
supply - induced by increased money supply as the cause

of inflution, Therefore, all attempts are aimed at

' eutailing wogregate demand,

The puckoge of anti-inflation meagsures huve by and
large fuiled to achieve the desired objectives - that is to
curtail the rate of inflation to a level conducive to the
healthy development of the economy, These policies could
not make an outstanding result as regma'd the redudction on the
rate of inflution or achieving domestic price stability,

The rate of inflution shot up from 6.4% in 1962 to 10,0%
in 1969, 13.8% in 1970, 33.8% in 1975 39.5% in 1984 and
40,55 in 1989, This could be due muinly to the inappropriute:
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of the policy-meus res - curtailment of ag regute demond
(becavse of the belief in exceus oprregute demund over
ooeresate supply as the cause of inflation).

The negotive rate of inflation recoxded in come
years should be attributed not to the appropriutenens
of the policy but the increase witnessed in the supply of
food whose weight is heaviest in the computation of the
conuumer price index, The increase in prices of food
and other non-food items in 1970 was primarily a reflection
of increuaced demwud pressures und shortuges caused by the
war, TFor exumple, the rate of price increuase of food item
was 8,9% in 1982 eompared . {o 25.2% in 1981, Also, the
inercaced domestic supplies of both food items wnd
manufactured preducts reduced the rate of in}lution charply
from 39,6% in 1904 to as smull «o 5.5% in 1985, That is,
"the relative stability in prices reflected a significant
improvement in the domestic supply situwtion, copeciaolly
the acvailebility of food - items, The increase in food
production wus, however, complemented by the rise in domestic
productio.. of munufactured goods" (CBN, December, 1985).

Some of these anti-inflationary policies produced
confleciting results, For example, impor% restriction worsened
the influtionary pressures of 1970, Such are the policies
aimed ot monetory/credit reduction which are operated at a
time wages ¢nd salories awards of vorious forms were being

implumgnted.
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Phe o ricultuweal policy ol the 19708 meuant ot
increcsing foou supply ¢id nol improve Lo wny significaat
degace Lhe lov produetivity of HNijcerion a avicultural Lood
sub=secior.  dhe pcxiéd vis chixaclerized by oslewdy and
rapid rices in food prices, Thic has mwie il o herculean
vasly, inupite ol the povel given lo the price couwwvol Deerd,
1o counwol the price of food, an iten that is heavily
-'.;c.i.uh'um-. in vie CRPI (Sec CLIN, Deceuicer, 1270, PPed9)e

Ii ig ovident Lrom the siLove tias tll cisoris ab
recueing, fndlloiion wre deiwnd iy et = orlenied,
aaw livile (XL cuy) have been goiced Gonian o "l:llll_ 1, =
iaduveiu M oaeaun v oente  Supply-inducing siv gpciens (s agednet
Claiidide,, At duaotts, Sucks to chauriel badi civ it Lo the
mrocucvive secwors ol thie cconouy will the objucetiive of
inc e diy, Whe volw ¢ ol ouljmy waw therchby coniaining
indludivaeey prescires (See Enuenvioou 100, Fp.260).

It conn therefore be gaid shal oo wmeh no poszible,
LOVeTNL wart slhiovld minisdse policies that tend o Le
infleioiway "shile abbention ulould be | aiv to the supply
olde o4 Luc veonouy by putblily in place policieo Lhat
valld expead the productives Copucitics of the ccunomy.

The ewaplis le hod been on demanld ranagenecny policicen w

R

nich oae

0% weidoeving Ui desived objeetiven"(.h. Cloxeviajn, 1790),
L)
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CHAPTER FOUR

4,0, UIGIRIA'C AGRICULTURAL SECTOR AUD INFLATIONARY
T S UL

4,1, IIMMODUCTION

Inflation to the struvetwralists, hes its origin
in the structural bottlenecks of the cconomy. The
identification of the structural dictortionc in the
Nigeric oopricultural sector wvould mcml'loo]:ing at
the noture of its capaecity wnderutilization, becouse
at the nuecleuvs of distortion in an economy is the aectoral
capacity., There is said to be distortions vhen the
churgeter of a syctem is put out of shupe thue giving
misrepresentation of the real s:,'ﬂtem.1

According to Aikoye (1987) "Distortion in economics
refers to a st.te of disequilibrium in a cystem, or a
situation whereby certain things like prricesc wnd programmes
wre disorguniscd wnd pushed out of order by certuain forces
in the economy", The existence of distortions in an
cconomy ic usually attributed to faulty plaming, some
inanprorpriate macroeconomic policies or wircoandiness
to implement the pluns judiciously on the part of the
policy-mokers or a combinution of some of them or oll,

The identification of the ativetwral distortions
ic very importunt beecuuse of the effeets they liwe on
the stiucture of the economy. "Vhen a gsector of the
economy is dictorted, it transmits vaong signals to
other sectors of the economy. If such distorted signals

are translated into action by the cconomic agents, such
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other sectors wie digtorted in sympathy or in rcaction”
(Odama J.S. 1987).

Capacity uwnderutilization in the vurious sectors
of the economy, should be recognised, is a distortion.
And the identification of the extent ol cupuacity
underutilization ond other related distortiono in the
Higeria's agricultuwrel scetor would reaquire o look at
the puttern and structure of the sector (Agriculture),

4.2, THE AGLICULTURAL PRODUGH L /1"

Befoe tnd in the 1960s the importonce of
ampviculture cunot be over-emphusised. Agricuvlture was
the single most importint sector of the economy accounting
for move thun one half of the Grous Domestic Product (GDP).
and for nore than three -~ qrarter of export ecernings,
THe agriculburel seclor "accowited for 787%, 69,85 of total
guinful employment in 1952 and 1970 respectively" (Aigbokhan,
1088). It wolco accounted for 64.4%, 62,25 of the GRoss
Domestic Produet (GDP) in 1958/59 and 1961/62 fiscal
years respectively.

In 1262, agriculture with its oubscctors contributed
more than 61% of the Gross Domeﬂti‘c Product, and in 1984
the contribution of this swme sector to GDI dropped o
zbout 22/., Defore the mid-70s, agriculture constituted the
mainstay of the economy, accounting for cbout 70% of total
lobowr force, DBetween 1965 and 1973 goriculture recorded a
grovith rote of 2,8% and u negative growth rute of -0,05%

between 1973 and 1984 (Appendix A).
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A druastic decline is witineassed ovex the yecurs in ito
(agriculture) contribution to exports . Agriculture which
conatituted about 807 of the total value of exports of the

/i?lo 111% 0, only accounted for less than 42} of the total
export earnings in 1970 and about 3% in 1984 (Appendix B).
Besides, the production of food has been grudually abandoned
Lo such an extent that Nigeria moved from "gself~sufficiency
in basiec food stuffs to o heavy dependence on food imports.
For example, the food import bill soared from ¥88 million
in 1971 to about #1,000 million in 1978" (Odejide 1987,
pp 2) (Appendiz C).

In brief, there was the dominance of ugricultural
activity in the economy of Higeria over the periods 1958/‘_59
to 1973/74; though there has been grudual decline over time
in the shure of agriculture in the GDP: At 1958/59, the
ghare was 69.45% while in 1973/74 it came down to 34.1%.
"Pill 1968/69 537% of the GDP originated in agriculture,
After 1968/69, the dovmward trend in total contribution
continued wd by 1974/75 only 23.4% originated in agriculture,
Nining end Quarrying have token the lead” (Ajayi, 1978).
4.3. OIL PRODUCTIOI ART TIIE DECLIIT) = Ao iCirm™ui AT

L1 0LUCTLY 10T

The dwindling nature of agricuvltural shoare in GDP

is partly explained by the phenomenan ;:1'owth of the mining
and industrial sectors, "The discovery of oil in Nigeria.
and the consequent economic boom created a situation of

irony, whereby instead of being a source of real economic
growth und development, oil boom led to distortions in the

econonmy" (Sada 1987, pp. 1). This and explosion of such
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the sector. This shows that migration of labowr from
agricul buwre has reduced the supply of lubow to thio sector
and since the marginal productivity of labouwr is go small
out—put in agricultural sector hoos conscquently declined.
It would huve been expected that capital would serve
. as 2 close=substitute to labowr vhich cin be used to booat
agricultural production. Nigeria's agricultural production
technigues, as said earlier, shows that simple and crude
implenents are used, Also lack of cupitul or access Yo
it has constituted g significant problem to wgricultural
production. In this way Aigbokhan (1988) said "conventional
Tinineial merkets rurely assist in funding ugriculture
particularly peasant agriculture (which is dominant in
lligeria), This has tended to be the cuse in Nigeria,
where little or no gecurities are floated on cgriculture,
and the Central Bank's credit guiﬂelinef, which require
commercial banks to allocate a set of proportion of
their total credit annuelly to the respective sectors,
have alsé not been effective in attracting credit to
agriculture, Rather than meeting the set guidelines on
agrioulture, commercial banks have often follen short on
the agricultural sector while exceeding on manufacturing
comnerce sectors",
4.5, FUBLIC INVESTIIENT ALLOCATION AND

1L OLLCT ITY

Appendist D ond Appendix T chow thuat the bull: of the

TCUTLURAL

expenditure waes in Generel Administration, internal
security and defence, "Agriculture was noticeably

disregurded, Under cwrent expenses, the allocation
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to vriculiuwre wes less thon one percent in the period
1975 to 1900, vhere:g the ellocution to gencinl
ad. Anis teocion ete was 2055 in 1975, 15+ 411 1976, 164655
in 1977, 1765 in 1970 and 11.9;% in 19C0" (Sada, 1987).
Ou.l:,f as neu re oo G4 was nllocated vo a picultbure in 1975
wider the capital expenditure, co. puped with 21,20 for
cenerel adidinisviration ete. The silructhurcl Llin.l.ortion of
this allocution crcaied iec obviously and cxplicitly scen
in the gtructuwrol developnent proceso,

Appendiz A alco gug _eoto thut i erint's 0il economy
resulbed in & bias in its investuent deeisions, such
thot agriculivre vics odversely affceted vhile the industies
and gervices were lavowred. "The issue is not that rmch
iLuvestent was diverted o industries nd services, bui
much more importantly, the iscue is that :0;1'.' the noture of
indug wrics ono services favoured, viiich were not conducive
to engwreing a ‘l;ul:s:—oi'i' in econoudce develop icx;’t, at Jleast
newy geli-guliiciecncy in the basic needs", Appendiz A shovs,
as well, thabl aariculture in both qualitative wnd
quontitative termw hag sullerecd nceglect, The averua e aumumal
grovth of food jroduction viag onlyi.'?,i belween 1969/71 and
197(/T9 »

, It iv opndinst this baclk round hat we wre arguing that
oll econony hos introauced pajor disloriions in o ricultural
production in iligeria. The simple coriclation gludies done
by uada (1207) betvicen oil production ond o riculiwnrol
peoduction ou, el that the boom in oil cconory attracts
prodietion resowrces frow gaieud lhwarel sector, whieh

L8
imierenily, as a resull ol response, e:pericnced soue decline,
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"In the cualy fifties and si:ziiicc viien export cropo
vere in Lijh demudd in the world jealetl alioot every
povern.ent cediort vies directoa ot inyproving the export
crup sub=peevor o the neglees of food crop tuw
Livewtocl :}t'.cto;::; «  TInspite ©- ";,}u'__‘;xc':.' '.L'ol.t.;u?..wt_;:).l‘ull'
(peocevas or petroleun Troduets in the seveniien)
conmensuate allocavion: vere not iwe iox Wi increused
periowmaauee ol thie food crop wix. The lives vocl: sector',
I hen i)
A ghovm LY «pooddizc I the per enpita ollocovion to
sorieclivee we o considerably lowes tacan Lhat of
. * ? . - - L ] . 2 -] (] ol h
mediscesuring,?  deldng Uhe proaucyivity of lobow s o
ey - N " [ “‘ s u - - M N\
Junetion on cooperwié fuctors, (Copilel in tids cuse) one
Voudle e thet 4t Lo very widilely Ut coructliowel owipmlh
will increwse baped ol Giw per cupitu :.*.lluc" vione, Yhio
type or car.tul ellocovion to thie v ricul Ll gector in
ceneicdl wad food wmw. liveot.ck puu-gectow:: in poariicuvloaw
in geouttly ot enow it for any mcwain vl otioaiic ent of
ineresuc. a aiculturd produciion, jivei, eve. the maltiplie-
city ol stuple Tood crops ona livestock.
(R vt 0t PR Teh Y At - W B 4 ATETE " v Yips MYty £ REE
e vaurious growih rateu rcecorved by e agricvltural
secltor in 1273-77 chow %iwst Tthe pat.cin of public
inves v eny adlloceuwtion vad woroe otili, vie puheliin drouv bt
v e - ¥ €. 2 - . ] ' 1 2 .
of 127L=T73 1act lwve seccownnted for that. Yhis is so with
drou it beermse it is uwnecounomic Laclor vhiceh aficet greally
o_riculivral production mxi over vivceh o picel twralioto
Lave 1o convrol. Im 1972 wnd 1973 the a_riculiwred. outputb
pulicied avetly due to the dyought thol ewwe vp in the
caliclion re; dion of Africa. Ag o recult oix the dvou it
"eroundnut owbpui fell by cbowt 43, caxi coco LY 25, of

antielipeied producetions Tood production viie plso af.ceted



G5
and. Ude forced up food prices" (Inawmachie, 1920),
'

Howevery the 1976=00 were drougii=ivece yoelro,
Thereiore, iV . ove wthet the neguitive ww. ceeclinln, poteern
of such Jovithh rati.o hoo much of itu capluwiniion in the
pulbiernt ol invesw ety allocaiion,

4,6 Ti20:0 SDWiN: T URION IIMUSURIATIZAANTICH SEAUaY AID 'MD;

LGk, 000 O e, LGRICU.-ZU A HCW0C 8

In vietbtuelly oll developing cogiteaics, industeiclization
I becen sccir o vl chortest v cwweny iy o develop end
il dor Ulds recscil, developreut utrv.‘ocgic:: thivy Levouwe tnd
peo. ve Induvsticiisetion to the ne; leet ol ayriculiwre huve
been u'.:cd.4
wince lote 12605 ond ecoxly 1970 induo trilisotion
Lo been Uie swjor focus of 1?1'.._,(.'3.'1;'..5 The 1w jor apyroich
Tl heosbeen wlopied, in this vioy, ic Uhe Lpoad
gubsvi Gulion indusirialsation strete,y, widceh, reolicesr sone
oxr vl o. the Ljorted vodi wilh dorwstically jwoduced coods
in ordewr o acideve Uhe objeevive of scli-melisce, conserve
Yored n ciecinuyge (through. tiw reduciio.. 0i L vort LILle)ele.
In 1iae witi the above, Iigeric jwoviced pom: gels of
incensives (Ve protociion of rwenuic. weing sector) whiieh
incluce frec L opord duty licence, widenh cocournses the use of
wore cupiied tUluan lovour; dime conuributing to libour
wienploy.ent in the econony — o gituation wlhich e ving
vhwe ezipitenee ol digitortions in Ili cricts luelor Loduy.
There vius oloo the quomtitative restriciions on the
iloporvavion oif | oods thal could be prouvuced dovnestically
wier Lhe iiport substituiion arron ement, in oxder to boost

naiketv ifox joods domegaticall 1Toduced
L
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subgtitution arrangement, in order to boost market for
goods domestically produced,
"Conceguent to under-pricing of capital and over
protection of the munufacturing activities inherent
in the import substitution striotegy are distortions ...
"the couts of import - substitution strutegy of
indvetrialization hod been apparent and evident
These costs include, high capital intensity, low=
vulue added at the international prices, excess
cupacity, under - utilization.of economies of
scele, encouragement of production of lwiury
goodo, behind trade burricrs ete" (Aikoye 1987).

Begides, the industrialization techunique hus been
predicated on Lewis growth model of dual - economy, with
the assumption that the unlimited ond reduant labour supply
in the suboipltence sector cin be withdrovm Trom fiame to
soue other grovth - oriented sector without lous of
output.6 This has, as a result, led to the wderpricing
of agricultural products among developing countrics and
the virtuul neglect of the sector (agriculture), "Specific
policies in this arca include taxation of agriculture,
compulscory procurement of low prices or the subsidization
of the sale of agriculturcl products via government channels
of marketing and distribution" (Aikoye, 1987).

In Nigeriw this policy of wnder-pricing continued
in the 1970s with the result of inadeguate food supply
for domcotic conswaption and slow-dovm in ;griCHlturul
export,

4.7, IIGURIA'S POPULATION GRO™TI AND TIIE DEIAND I'OR

POCHL 1008
Coupled with the distortions euwneruted obove is the

gap between food production and the growth in population,

Nigeria has been witnessing a high rate of populution growth
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ever sidiee the 19500, DBeiwecen 1952/93 and 1263 Higeric's
populavion grew vt obout 59+ "ine iup icciion ol thiu is
thit o ldgh zate of population grov.th isbound to alicct
tlie sine o the lubour. Anc, oo the gize of the lobour
Torce cipenay, bizh rote of matwral increisc will aloo
increase the burden of young depeicwency oo nmore childien
ore odded bto the populetion bhan the muiber of youtho
‘cunbexing the 1obouw jueket" (Aroviolo, 1202). Appendiz G
explicitly oploaing this oltuntion,

Zhe (reovith rete of feod supply hae lageged behind
that ol populotion. Index of populaiion jrowihh is vul at
an cavual conpotnd rote of 5,20 beiveen 1260 omd 1974,
viiile thot of food is just 2.9% for the swwic period.

"And alter the oil boom in the 1dd 1970 the garicultural
crovith rate in i, eria hoao been elooe to oro up to
1900" (Olovio, 1UC4).

It io evident thatl all Lfood crops delicito of 54530
million metric tonr 8 anG G.758 million ueiric tonies
An 1008 and 12779 1‘espuic‘l;i‘1.'cly werc rcceosided in Nigerias
Pimg, dgh racwe oif pupuletion growih in the fuce of
aoaicul vuwral gupely shortages to meet the high demoand

1
resulting fron such population tend to increnles in

prices.
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CHAPTER FIVE

0. SULDARY AND CONCLUSTONS

[y |

It has been showm that prior to 1965, agriculture
has been the mainstoy of the Nigericn cconomy. It
contrivuted over 56% of the country's GUP and
over BO% of forelgn exchange in,19G5-6C. The nuibar
of gainfully employed males and fomales fn agriculture
woere 80 and 67% respectively durlng the same period.

It hos also baen shown thal the advent of oll
indurtry hag since changed the degtee ol contelibublon of
eyricullure to the economy and thore has, as A resull,
boen an iubalance between food production ond demand
for it. The oil boowm of 19705 and its exploitation in
cormericnl quantify chinged the pattern of things, oil
accrunting for 20% of export-carnings Lnd government
ravenuw.  And there wes lacuna in thoe decision oflthu policy-
nakers somawhore. "The principal aim of the Nigerian
docision-makors aver the period was to convert Lhe growing

01} revenun Into investment in social, phyzsical and ccononic
L}

infrastructures. While progrecs wes made in a number of
sectors. .. the decision makers did not succeod in
utiliczing thoe oil revenue to trunsform the Nigerian cconomny
into @ truly independent economy. The aqgricultural sector

suffeored ..."1
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This inability to trensforw the Nigerian econony
into an independent one mickes the notion to be ill-

prepared, ill-armed to foce the collapse of the world

¢i) market. This forms the basis of the domestic financicl
inupri htncss and foreign exchange of the country.

We can therofore see the cffect of dominant oil
scctor as that of being exposed to viscissitudes of world
oil. "uhether more express ways and bridges gelb constructed
in Nigeria denonds on how much and hm-."fn:;t wa can sell
oil";. That is, "during most of the oil-bnom period in
Nigeria, agriculturce was totally neglected. The most
telling effect of the neglect was the decline in local
food ‘,:rodur:!‘.ion ..-"3.

We have alse demonstratced that onc rcason for the
high rate of inflation in MNigeria scewms, thercfore, obvious
since the rate of grovth in agriculture in real terms is
aboul a third of the rote of growlh of population. “Accordinc
to the 1974 Federal Ministry of Agriculture's estimates,
the populuation growth index increased ot onnual compound
rate of 5.7% between 1960 and 1974, while that of food
production showed a growth rate of 0,50 during the same
period"4. In Migeria, rapid population growth coupled
vith a divislon of the landy has led to fragmentntion of
haldings and to underemployment of the land-dillers.
"The innvitable consequences are the shortage of food
supply in sufficient quantity and quality to meet the

need of the rapidly growing population"s.
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The distortion in the Nigerian economy (structural
imbalances) identified in this study, can be summarized
in this way; that the increase in output of the modern
sector (Sector II) is purchased by a decrease output
in the agricultural sector {(Sector I) and the main
structural distortions in the Nigerianjyagricultural
soctor have been prominently responsible for Higerials
food crisis and the consequent inflation.

Factors that arc reponsible for the above distortiong
have also baen identified in this study as
i) the structural dependence of the 'qucniturql scctor

on the raw - material npecds of industrinlized nutions,

and hence openness of the cconoiny to Vogories of the
world murket and the fever curve of international
price movements.

ii) the inward looking strutegy of import-substitution
through generous protection to industry whilch has
the proclivity of increasing the prices of
industriol input substitutes relative to the pricor
of agriculture import substitutes ond exports,

"By lowering output prices relative to industry

and by increasing the cost of medern inputs, inunrde

locking strategy implicitly tax agriculture"c

It is lack of knowledge of these structural imbalances
in the Nigerian economy as the major causes of inflation
that had always led to the failure of virtually all policies
"almed at inflationary reduction. We have in this wav, argued
that the "emphasis had been on demand man-gement policies,

'

which are not achieving the desired objcctiVus"7.
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$e2. RECOMMENDATIONS

For the present, it 1s sufficient to state that if

as we bellave to be the case, Inflation ih Nigaeria derives

from long-run sectoral bottlenecks and imbalances in the

economy, the reductlon of inflation will, therefore,
necessitate the adoption of policies aimed at changing

the fundamental structure of the economy; in the following

wayss

i. In as much as the purpose of anti-inflationary
measures is not the elimination of inflation
itself or demand, but rether the malntenance
of near to equllibrium of supply and demand via
the expanslon of productive capaclty of the econowmy,
policy's efforts should not be geared towards curtail
of money supply, since such policies hamper investment
and preoductive demand.

ii. Also, as much as possible, government should minimize
policles, that tend te be Inflationary while more
attention should be pald to the supply-side
of the economy by putting in place policies that
would expand the productive capacities of the
economye

1ii. In this regard, as well, government and its agencles
should stop seeing the role of oll as a substitutes
Oil's role should be seen as complementary rather
than a substitute beccause poor agricul ture means oll

revenue 1s used to lmport food items.
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The solution (o inflawion, in the Jongwrun, is %
increase the domestic preduction of consumeys =
goeda, Efforts should be geared Yowexdas incressed
produotion of consumers goods. In epsence vigoerous
attempte should be made 0 boost egriocultural
production, Real output has to be domestieally
ineresgsed and thie reguires inoreases in labour
rroductivity and optimum uss of meghineries and
eapital equipment. The existing excess capaocitios
in Nigerian industries are undesirable, 20 the
dottileneeks in the way of £ull udilisation have to
be yemoved. The quick pace of {nfrestructural
development is in the right direetdon and should be
hubled;a

Besides, the import substitution industrialisatien
ptrateogy should be mcoompanied by Judicous and
concrete policy of local soureing of Pawematerials,
intermediate goods and compenents s0 am to lnorease
the looal consent of these domestic products andg
thus strenghten the inter-induwstry linkages of the
rroducing induetry., That ia, there ahould de

coordination of policy to make the producing industyy

less import~dependent . This 18 squally a long»=run
solution which will go slong way in reducing
inflationary pressures that are impoxrt oriented,
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ATDTTRITTITY A Y
daL LA U Las ik

MINIGAND 'li-‘ 4 F

SIIARE OF “.IIT"“I" URE CI0G AT
TAITUIFACTUR III TOTAL GDP, uuu.lm'.'

PACTOR COSM 19’”/0
(¥ MILT.ION)

:|ﬁ{)

IAINIGAITD ITANUP-
YEAR TOTAL AGRIC. PERCELD | QUuArRYIG { (%) [ACTURE (%)
1962/63 | 2597.6 1293.0 50 «0 54 .0 241 14644 | Do
1963 /64 2755 45 135044 49 o 54 4C e 173.0 G
1964/65 | 2094 .4 1319,.6 45 6 73,2 245 172.6 | b.
1965/66 | 3110.0 130 ,0 42. 143.0 | 4.6 214.6 | G.
1966/67T | 33730 1452 o4 43 163 40 4,0 2334 G.
1967/68 | 2752.6 1205 .8 43 10346 { 2408 194.2 | 7.
1965/69 | 2656.2 1094 .2 41.2 71.6 | 2. 198.6 | 7.
1969/70 3549.3 135646 O o 265 «4 {45 281,80 T
1970/71 | 528141 1973 o 3745 53441 | 1041 3784 | 7.
1971/72 | 6650.2 2350.7 3543 1006 15.1] 415.8 | 6.
1972/73 | 718745 22577 14 121946 | 17.0 G111 ] 7.
1973/74 | 10990.7 2327 0 20,3 2020,6 | 18.4 4969 | 4.
1974/75 | 1829843 3321, 1u.h 60073 | 333 661.2 3
1975/76 | 20957 «7 37 J.; 17 466044 § 22,3 | 117044 | 5.
1976/77 | 26655 46 41132 5 od) CT9Te3 | 25.5 | 1464.3 | 5.
1977/70 | 31283 44 50967 1643 790540 | 25.3 | 1555.0 | 5.
1978/79 | 34002.2 5033 .4 14 40 8387.5) 24.7 | 2377.9| 6.
1979/80 | 41974.7 55475 13.2 11549461 27.5 | 3815.6 | 9.
1980 48538.6 6607 .3 13.6 1501244 | 30,9 4060 .4 8.
1981 tocfﬂ.J 6467,0 128 13330. 7 2643 | 4934.5| 9.
1982, 53059 o/ U438.0 16 o¢ 11251.4| 20.9 | 6129,2( 11,
1983 53347.2 903044 109 “”??-; 10 5951.8 | 11.
1984 55849 .2 10970.9 18 .9 11284 .0] 20.4 5016.71 9.
1935 78775 .8 19729.0 25 12978.3] 16.5 | 8427.0] 10.
1986 TO440 o4 20442.0 25 «6 9597 .3] 12,0 | 9116,0| 11,
+ 1907 | 79270.,0 2392.0 30,18 410,01 0,52] T7660,0( 9.
%1508 8253040 2524 40 3046 450.0] 0.55] 8080.0] 9.
#1929 81500.¢ 26100.0 b 5 % 300.0] 0.3 | 6800,0| ¢&.
% 1990 06100.,0 2720040 31.6 300.01 0.3 300,0} ¢&.
*These fijwes are in 1984 factor coaot.
oource: de. 105: Anuual Abgstract of Statictico; various isoues
ii. CBI: Tconomic and Financiol Ieview; various isoues.
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TER CAPIVAL TOCDH IITORTS 196021990
YLAR FOOD LIrOATS POFUTATION PER CAFITAL

POOD IITORTS 1 +
(# ITLLICK) (B} IIILLICH) (N9

1961
1962,
1963
19064
1965

1‘:‘0'.:
187
1060

1969
41 (J‘] ~ _:|
1971
1972
1973
974
1875

<17

1976
1977
19708
1979
1930
¢ 1081
1962
1982
1084
1905
1986
1907
1938
1939
1990

474822 51,5958 0423
45 ¢ 442 52¢901 0.86
17 4042 4.278 0.87
‘::).'r;:_‘ l_.-' aG?U 0|79

7.062 ! Q.72
)« 409 Q79

-
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.
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(o)
O
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B850 90951 U-’r.“G
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U e254 60 . 160 1.29
95 « 104 70 4 205 1.35
126 260 T0 .34 1 75

154 4765 74.4C0 2,10

298,305 T6.T14 3,90

: 4 1 oS': 6 '}:‘ Ne ]L-' o -i’

pmn " (&) - -
701419 81430 9900
1108 466 03483 3422

1105.90 05497 12,0

1191.016 80 .41 1347
150G6,750 90,92 1657
1642 .2 03692 17 « 49

1;96.7 0G.16 3.45
843 .2 N8 O 8.53

9406 101,70 9«25
801.9 104 .59 Te07
1646 .5 107456 1531
JUQﬂ': 110,04 15,4
2005 ,9 113,16 174773
376_3 05 116-3? :‘034

S0URCE: 1.

ii.

CBN, Annual Report and Statement of Account,
various iscues.

CBIl, Iconomic and Finuneinl Review, various issues,
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ATPPLERDIX D

a7

CUIRENT EXPLIDITURE OF THE FEDERAL

G

QVERILELT 1970-80

(= lillion)

YEAR | TOTAL Gen, | %gt;g“"' p E%Ej;f' p

1970 909.1 458.8 50,7 4.4 0.5 13.3 1.5
1971 918.6 338.4 36.9 4.3 0.5 17.4 1.9
1972 1412.4 498.3 35.3 | 12.4 0.9 20.8 15
1973 | .1213.1 454 .3 37.4 | 13.4 1.1 22,0 1.8
1974 2710.9 555 .4 20.5 24,6 | 0,9 30.8 1.1

1975 4740.1 1055 .4 22,3 36,8 | 0.8 593 1.2
1976 5459.6 1010,2 18.5 18,5 | 0.3 73.7 1.3
1977 6253, 1 1040 .4 16.6 42.0 | 0.7 73.0 1.2
1978 7139.1 1259.5 17.6 20,5 1§ 0e3 79.3 141
1879 8423.0 999.5 11.9 21.8 | 0.3 4.5 -

1980 | 15300, 1 1917.4 | 13.0 56,0 | 0.4 | 273.2 1.6
1981 | 15741.3 2993,8 19.4 28,1 | 0.2 | 276.6 1.8
1982 | 10165,9 2340,.1 23.1 22,0 | 0.2 | 169.3 1.7
1983 9006.7 2433.2 26,1 29.3 | 0.4 | 183.4 2.0
1¢84 | 11331.0 2677.3 23.6 2,8 | 0.4 | 200.4 1.8
1285 13480,3 2638.2 19,6 A1.1 0.3 184.9 1.4
1906 | 14174.4 2675.7 18,9 35.1 1 0.5 | 282,7 2,0
1087 15646,2 6046.3 36,6 72.6 1 0.5 | 643.6 41

1988 19409.4 5777 .8 29,8 83.0 | 0.4 693,6 3.6
1989 25994 .2 6270.5 24 .1 151.8 | 0.6 {491.0 1.9
1990 | 36219.6 6540,2 163 & 0.7 {634.4 1.8

Source: CDN, Economic and Financial Review - various issues.
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ATTENDIX E

C.FPIT'L IXTFII'DITURE OF THE FIDIFRAL GOVIRITINT 1970-90

(¥ 11illion)

YEAR | TOTAL General | o | SRSl o | Oonet
Admin, Manaf

1970 |, 221.0 145.0 65.6 5.6 | 2.5 5.0 | 2,3
1971 173.0 63.2 36.4 8.4 | 4.8 - -

1972 151.3 108.2 24 .1 20,7 | 4.6} 2,8 | 0.6
1973 565.7 133.8 23.7 35.4 | 6.3 - -

1974 1549.4 268.3 17.3 87.4 | 5.6 - -

1975 3513,2 T47 .8 1.3 | 21%:2 § 6,0 - -

1976 4241.,9 795 .4 18.8 | 129.2 § 3.1 - -

(2 L 044243 1013.4 18,6 | 113.7 | 2.1]959.6 1746
1978 9197.0 989.9 19,0 | 125,0 | 2.4 |652.3 |12,6
1979 4837.5 769.5 15.9 90.3 | 2.01927.2 {19.2
1980 8395.4 1288,5 15.3 | 413.3 | 4.9(1503.9|17.9
1081 5696.,9 720,1 12.6 {1024.8 [18,0}1257.0]22,1
1982 6396,2 763.2 1.1 | 615.6 | 8,9 882,9(12,8
1963 5868,6 681.,0 11,6 | 228.1 | 3.9] 893.8]15.2
1964 5411,0 262 .7 4.9 | 125,5 | 2.3{82.3 | 1.5
1965 7613.3 459.6 6.0 | 134.9 | 1.8 368.0] 4.8
1986 9076.,8 264 .8 2.9 { 236.2 | 2.6} 138.,2} 1,5
1987 6372.:5 1816.2 26,5 442.,7 6.9 |1008,2]15,.8
1968 8340,1 1898.6 22,8 | 659.9 | 7.9 766.3] 9.2
1989 [15034.,1 2617 .5 17.4 |1598.,2 [11,51|834.7 | 5.6
1990 |24929.5 2919.9 11.7 |1598.2 | 6.4 |903.9 | 3.6

Source: CBN, Economic and Financial Review various issues.
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INIGERIA'S LABOUR FORCEH AND DRNIBIDIITS 1980 -~ 1989
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APPENDIX G

R N R e
ation ents Labour ents to

gee to| vov.
1980 86767 27404 59363 31,6 68.4
1981 89315 28133 61182 31.5 60.5
1982 91862 28846 63016 31.4 68,6
1983 94410 29557 64853 31.3 68.7
1904 97516 30394 67122 31.2 68.8
1985 100620 31219 69401 31,0 69,0
1986 103731 32057 71674 30.9 69.1
1987 106817 32886 73931 30,0 69,2
1988 109944 33711 76233 30.7 69.3
1989 113749 34710 79039 30.5 69.5
Source: Arowolo 0.0, (1982) Topulation change ond

Labour Force Supply in Population and

Development in Iligeria, Oru oye (ed) NISER,




