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ABSTRACT

During the last few decades studies on long-run economic growth and development are quite
numerous. Most of these studies conducted in the industrialized as well as the newly emerging
economies like those of East Asian miracle economies confirm Kuznets’ hypothesis that the
agricultural sector dominates at the early stage of growth. This situation changes as the
economy’s growth momentum proceeds due to rising productivity in agricultural and
manufacturing sectors as a result of improvement in technology and human capital. During the
process of structural change based on inclusive growth the economically active labour force
must be absorbed in better paid jobs and sectors. This gives rise to increase in income of
individuals and households leading to improvement in welfare and reduction in poverty
incidence. As the rise in growth is sustained, the services sector takes over as the leading
sector in the economy contributing more to GDP and providing more employment. This is
because as income increases individuals and households devote more of their income to
services which are in most cases labour intensive and income elastic in nature. This process of
economic growth is referred to as structural transformation. As observed in many countries, a
smooth and well balanced structural transformation leads to a very significant improvement in
overall welfare, improved income distribution and sustained poverty reduction. However,
given the importance of structural transformation in the development process and its relevance
to poverty reduction the studies on economic growth and inequality during the process of
structural transformation are rather scanty in Nigeria. This thesis aimed at filling this gap. The
study uses both descriptive and empirical analysis to examine the interrelationship among the
relevant variables. Beside using the OLS to test the strength of association, the bound testing
technique based on the Autoregressive Distributed Lag (ARDL) is used to examine the long-
run relationships among four variables (poverty, structural change, economic growth, and
inequality). The Johansen and Juselius approach to cointegration is also used to investigate the
sectors that contribute most to poverty reduction in the country. The study finds that although
Nigerian economy has benefitted from all the oil windfalls, it had not been able to make use of
the opportunities to address the issue of poverty and inequality. This has been blamed on the
lack of good governance and economic mismanagement that emanated due to rent-seeking
activities of politicians and government officials thereby making the economy vulnerable to
“Dutch Disease”. Therefore, poverty remained endemic in the country despite the huge
amounts of revenues generated from sales of oil. Poverty alleviation policies and programmes,
implemented over the years, were ineffective due to poor implementation, endemic corruption
and mismanagement. It is found that despite very low rate of structural change in Nigeria,
there exists long-run relationship among the variables in the study. The insignificance of the
structural change variable in the first model confirms our earlier findings on slow trend of
structural transformation. It also confirms the claims that lack of effective and pro-poor
structural transformation is one of the major development issues facing the country. Inequality
reduction is found to be the major driving force in reducing poverty in Nigeria. It has been
observed that there is a wide gap between the rich and the poor and among the states and the
regions in the country not only in terms of incomes but also in terms of socioeconomic and
political opportunities manifest through the distribution of both economic and intellectual
power resources. Poverty incidence appears to be the highest in the Northern zones where
human development encompassing education & health is the lowest. Hence, improvement in
the distribution of economic and intellectual power resource is the most fundamental way to
address the problems pertaining to unbalanced growth in the country.
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CHAPTER ONE

INTRODUCTION

1.1  BACKGROUND OF THE STUDY
Poverty, the inability of individuals or households to “meet the basic needs for
survival” (Sachs, 2005) has invariably been the most critical development challenge
facing humanity. As a result, poverty alleviation has preoccupied global development
agenda in the recent years. During the last decades there has been intense debate in
economics literature on the relationship between economic growth and poverty. The
optimists strongly support the idea that economic growth is inevitably associated with
poverty reduction. They, therefore, converge on the view that poverty alleviation is
more effective through economic growth that hinges on increase in value-adding
capabilities of factors of production (World Bank, 1990; Roemer and Gugerty, 1997).
As output of goods and services increases more employment is generated and
household earns income as the secondary sector expands and surplus labour migrates
from the primary to secondary sector. This is based on the premise of the modern
economic growth advanced by Kuznets (1955, 1966). Kuznets’ (1955) famous
inverted ‘U’ hypothesis states that inequality will widen at early stages of
development due to differential impact on different sectors of the economy. But as
growth continues to a certain level, income disparities will narrow as a result of the
free movement of income and resource from inefficient to more efficient sectors.

The sceptics, on the other hand, are of the opinion that economic growth may
not impact on poverty reduction as higher aggregate incomes may not necessarily

mean higher entitlement of food and other basic necessities of life (Dreze and Sen,



1989). Moreover, due to differences between economies, there are different scenarios
through which economies achieve economic growth and the impact on poverty
alleviation also differs. Kuznets hypothesis, highlighted above, was based on the
growth characteristics typical of industrialized economies which differ from the
growth characteristics of the developing economies. He assumed structural change
shaped by the secondary sector in the economy, high technological progress in both
sectors but mainly in the secondary sector, and openness of the global economy. In
addition, certain level of human capital development and free movement of resources
between the different regions of the economy are assumed.

The premise that societies achieve economic development by undergoing
transformations in their productive activities refers to the change in production
structures from relatively low to higher productivity of factors of production. This
leads to expansion in productive activities and increase in the absorption of factors of
production. It therefore, creates opportunities for employment, higher income and
increase in both quality and variety of goods and services available for consumption,
which is the key ingredient of prosperity (the absence of poverty). However, as the
process of structural change is not automatic, countries have to adopt relevant policies
and processes. In a situation where such policies and processes are not properly
implemented, transformation could be crippled and that could severely affect the
incidence of poverty and efforts to alleviate it. Factors such as, resource endowments,
relation and mode of production, the pattern of income distribution prevalent in the
society and other socio-economic and political factors could make the impact of
structural change vary between countries or even among different regions of the same

country.



With a population of over 140 million people', constituting nearly 47 percent
and 20 percent of West Africa’s and Africa’s population, respectively, Nigeria is the
most populous country in Africa and the eighth most heavily populated countries in
the world (National Bereau of Statistics, 2005; World Bank, 2008). Nigeria occupies
923,768 square kilometres of land in West Africa with different vegetations ranging
from mangrove forest on the coast in the South to desert in the far North. It is
endowed with human and natural resources including hydrocarbon, making it one of
the largest and richest economies in Sub-Saharan Africa.

The structural transformation of Nigeria’s economy has been burdened with
challenges of effective management of oil and gas revenues since the discovery of oil
in 1958. In effect, the country is caught in the web of “poverty amidst plenty” due to
large accruable revenue from oil exports with highly skewed income distribution. The
structural transformation has been subdued by the discovery of oil and associated
challenges of macroeconomic management. This is likely to provide insights into the
causes and dimensions of poverty as well as the performance of poverty alleviation
measures in Nigeria.

Moreover, since GDP is an aggregate measure of sectoral components of
economic growth, viewing structural change from disaggregated components would
give more insights on the sectors that are more appealing to poverty alleviation
(Chatterjee, 1995). This could also shed more light on regional differences in the
incidence of poverty given the differences in regional resource endowments and other
forms of inequalities in the country. Since sustained economic growth is expected to
bring about structural change in the sectors of the economy through movement of

resources from inefficient to more efficient sectors and migration of labour, it follows

' The 2006 National Census put the population of Nigerians at 140,431,790 people
http://www.population.gov.ng/




that distortions of structural change could also have negative consequences on
economic growth and by extension poverty alleviation both at national and regional
levels. Such effects may be disproportional among the regions due to the different
characteristics they possess. Although the impact of economic growth on poverty has
attracted the attention of the economists during the recent decades, detailed empirical
studies on the impact of structural change on poverty, especially at country level, are

still lacking.

1.2 STATEMENT OF THE PROBLEM

The process of structural change entails decline of the relative contribution of primary
sector (agriculture) to GDP and employment in the face of increase in the
contributions of the secondary (manufacturing) and tertiary (services) sectors. Given
the relatively high value added composition of secondary sector, structural change
leads to increase in goods and levels of income as well as expansion in household
participation in economic activities®. The interrelated processes of structural change
that go with economic development in the long run are called ‘structural
transformation’ (Syrquin, 1988; Timmer and Akkus, 2008).

Natural resource boom provides opportunity for accelerating economic growth
and the process of structural change. However, it could also lead to distortion of the
process of structural transformation if the generated revenues from those resources
were not properly channelled into productive activities which, in turn, negatively

affect poverty alleviation in the country.

* It is pertinent to point out at this juncture that the causal relation between economic growth and
structural change is a contentious issue that is still a subject of debate (Dietrich 2009, Cortuk and Singh
2010).



The Nigerian economy evolved a process of structural change several years
before the discovery of oil in commercial quantity in 1958. Since then, oil and gas
activities have become the most significant aspect of the Nigerian economy. For
instance, oil constituted only 3 percent of total exports from Nigeria in 1960; it
increased to 58 percent by 1970, and remained above 96 percent since 1980s. This has
affected the process of structural change with implications for the incidence and depth
of poverty, as well as efforts for its alleviation. The fiscal structure of the Nigerian
economy that recognizes differences in endowments is reflected in the mechanisms
for the allocation of resources. In addition, the differences in natural resource
endowments give rise to variations in the impacts of natural resource boom on
structural change in the different regions. By extension, the extent to which oil
revenue has affected the process of structural change and poverty levels will vary.

Numerous studies investigate the relationship between economic growth and
poverty reduction at cross-country and national levels (Roemer and Gugerty, 1997;
Deininger and Squire, 1996; Ravallion and Chen, 1996; Agrawal, 2008; and
Aigbokhan, 2008). However, studies on the impact of structural change on poverty

alleviation, in general, and Nigeria, in particular are very limited.

1.3  OBJECTIVES OF THE STUDY
Considering the need to understand the variations in the impact of structural change
on economic growth, inequality and poverty alleviation, this study seeks to:
(1) Analyze the nature and process of structural change since Nigerian
independence in 1960;
(1)) Investigate the interactions between poverty, structural change, economic

growth, and inequality;



(111) Analyse the differential impacts of leading sectors of the economy on
poverty;

(iv) Empirically assess the short-run and long-run relationships among
poverty, structural change, economic growth and inequality in Nigeria.

(v) Draw policy implications for sustained economic development and

poverty reduction based on the findings of the study.

1.4  SIGNIFICANCE OF THE STUDY

There has been for long a growing concern among the stakeholders and academics
about poverty. Recent studies have shown marked differences in the incidence of
poverty between the states and regions of Nigeria with the situation in the Northern
region actually deteriorating. Between 1992 and 2004 (when poverty surveys were
conducted), the incidence of poverty increased from 46.0 percent to 67.0 percent in
North Central, 54.0 percent to 72.2 percent in North East, and 36.5 percent to 71.2
percent in North West, respectively. In contrast, the incidence of poverty fell from
40.8 percent to 35.1 percent in South-South, 41.0 percent to 26.7 percent in South
East, and 43.1 percent to 43.0 percent in South West within the same years (National
Bureau of Statistics, 2005). This worsening situation in the incidence of poverty in
Nigeria and its regional dimensions raised the concerns of policymakers. As a result,
various poverty alleviation strategies were devised and implemented in the country
since independence in 1960. Although several factors might have contributed to the
widening gap in the incidence of poverty in Nigeria and among its regions, this study
focuses on the impact of structural change on economic growth and poverty reduction.
In this process the implications of economic growth and inequalities for structural

change and poverty alleviation in Nigeria are also investigated.



