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Vice-Chancellor's Message

The Distance Learning Centre is building on a sbidlition of over two decades of
service in the provision of External Studies Praogre and now Distance Learning
Education in Nigeria and beyond. The Distance Legrrmode to which we are

committed is providing access to many deservingeNagns in having access to higher
education especially those who by the nature ofr thegagement do not have the
luxury of full time education. Recently, it is coibuting in no small measure to

providing places for teeming Nigerian youths who éme reason or the other could
not get admission into the conventional universitie

These course materials have been written by wrgpesially trained in ODL course
delivery. The writers have made great efforts tovjate up to date information,
knowledge and skills in the different disciplinegdaensure that the materials are user-
friendly.

In addition to provision of course materials innprand e-format, a lot of Information
Technology input has also gone into the deployméburse materials. Most of them
can be downloaded from the DLC website and ardabtaiin audio format which you
can also download into your mobile phones, IPod3MRong other devices to allow
you listen to the audio study sessions. Some ofthéy session materials have been
scripted and are being broadcast on the univessityamond Radio FM 101.1, while
others have been delivered and captured in audimaliformat in a classroom
environment for use by our students. Detailed mi@iton on availability and access is
available on the website. We will continue in otfods to provide and review course
materials for our courses.

However, for you to take advantage of these formais will need to improve on

your L.T. skills and develop requisite distancermgagy Culture. It is well known that,

for efficient and effective provision of Distancealning education, availability of
appropriate and relevant course materialsssi@qua non. So also, is the availability

of multiple plat form for the convenience of oundgnts. It is in fulfilment of this, that

series of course materials are being written tdkenaur students study at their own
pace and convenience.

It is our hope that you will put these course matsirto the best use.

polliern.

Prof. Abel Idowu Olayinka
Vice-Chancellor



Foreword

As part of its vision of providing education fotiberty and Development” for

Nigerians and the International Community, the @nsity of Ibadan, Distance
Learning Centre has recently embarked on a vigorepssitioning agenda which
aimed at embracing a holistic and all encompasapoach to the delivery of its
Open Distance Learning (ODL) programmes. Thus veecammitted to global best
practices in distance learning provision. Apart nfroproviding an efficient

administrative and academic support for our stuigjeme are committed to providing
educational resource materials for the use of twdemts. We are convinced that,
without an up-to-date, learner-friendly and dis@nkearning compliant course
materials, there cannot be any basis to lay clanbding a provider of distance
learning education. Indeed, availability of appraf@ course materials in multiple
formats is the hub of any distance learning provisvorldwide.

In view of the above, we are vigorously pursuingaasatter of priority, the provision
of credible, learner-friendly and interactive caummaterials for all our courses. We
commissioned the authoring of, and review of comnsgerials to teams of experts and
their outputs were subjected to rigorous peer reveensure standard. The approach
not only emphasizes cognitive knowledge, but aksitssand humane values which are
at the core of education, even in an ICT age.

The development of the materials which is on-gafsp had input from experienced
editors and illustrators who have ensured that #reyaccurate, current and learner-
friendly. They are specially written with distantgarners in mind. This is very

important because, distance learning involves maidential students who can often
feel isolated from the community of learners.

It is important to note that, for a distance leartmeexcel there is the need to source
and read relevant materials apart from this coursgerial. Therefore, adequate
supplementary reading materials as well as otHernmation sources are suggested in
the course materials.

Apart from the responsibility for you to read tlsisurse material with others, you are
also advised to seek assistance from your coursiitdeors especially academic
advisors during your study even before the inteéractession which is by design for
revision. Your academic advisors will assist youngsconvenient technology
including Google Hang Out, You Tube, Talk Fusiom;. eout you have to take
advantage of these. It is also going to be of insreadvantage if you complete
assignments as at when due so as to have necéssdipacks as a guide.

The implication of the above is that, a distan@rer has a responsibility to develop
requisite distance learning culture which includédgyent and disciplined self-study,

seeking available administrative and academic suppod acquisition of basic

information technology skills. This is why you aemcouraged to develop your
computer skills by availing yourself the opportynif training that the Centre’s

provide and put these into use.



In conclusion, it is envisaged that the course natewould also be useful for the

regular students of tertiary institutions in Nigewho are faced with a dearth of high
quality textbooks. We are therefore, delighted tespnt these titles to both our
distance learning students and the university’'sileegstudents. We are confident that
the materials will be an invaluable resource to all

We would like to thank all our authors, reviewersl goroduction staff for the high
quality of work.

Best wishes.

@)f'—-w Ay 2

Professor Bayo Okunade
Director
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About this course manual

About this course manual

Applied Economics EC0O203 has been produced by Wsitye
of Ibadan Distance Learning Centre. All Economicsirse
manuals produced by University of Ibadan Distanearhing
Centre are structured in the same way, as outheduiv.

How this course manual 1s

structured
The course overview

The course overview gives you a general introdadiothe
course. Information contained in the course overwigll
help you determine:

= |f the course is suitable for you.
= What you will already need to know.
= What you can expect from the course.

= How much time you will need to invest to compldte t
course.

The overview also provides guidance on:
= Study skills.

= Where to get help.

= Course assessments and assignments.
= Activity icons.

We strongly recommend that you read the overview
carefully before starting  your study.

The course content

The course is broken down into study sessions. Bty
session comprises:

An introduction to the study session content.
= Learning outcomes.

Content of study sessions.

Activities and/or assignment, as applicable.
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= A study session summary.
= Assessments
= Bibliography




About this course manual

Your comments

After completing this course, Applied Economics, wauld
appreciate it if you would take a few moments tegis your
feedback on any aspect of this course. Your feddbaght
include comments on:

Course content and structure.

Course reading materials and resources.

Course assessments.

Course assignments.

Course duration.

Course support (assigned tutors, technical hetp, et

Your general experience with the course provis®a a
distance learning student.

Your constructive feedback will help us to imprared
enhance this course.







Course overview

Course overview

Welcome to Applied
Economics ECO203

This course is designed to expose you to the stidypplied
economics. The course offers insight into the stmgcof the
Nigerian econmy with a view to facilitat better
understanding of the application of economics tal
situation:.

Applied Economics ECO203
—is this course for you?
ECO20:is a required prerequisite (to EGQE). It is aimed to

equip with applications of economic principles &vdlopec
and developing countries, with special referendsiteric.

Timeframe

This is a one semester cou
45 hours of formal study time is requir

How long?
Study skills
. As an adult learner your approach to learning belldifferent
|| to that from your school days: you will choose wya want
to study, you will haveprofessional and/or persor

motivation for doing so and you will most likely figing
your study activities around other professionall@mestic
responsibilities

Essentially you will be taking control of your learg
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environment. As a consequenceu will need to conside
performance issues related to time managementsettaig,
stress management, etc. Perhaps you will also tioe
reacquaint yourself in areas such as essay plancoping
with exams and using the web as a learning rest

Your most significant considerations will itime andspace
I.e. the time you dedicate to your learning ano
environment in which you engage in that learr

We recommend that you take time r—before starting you
self-study—to familiarize yourself withhese issues. There ¢
a number of exceent web links & resources on t Course
Website. Go to “SelfStudy Skills” menu in courswebsite.

Need help?

-

Help

As earlier noted, this course manual complemerdssapplement
ECO20:at Ul Mobile Class as an online course.

You may contact any of the following units for infieation, learning
resources and library servic

Distance Learning Centre (DLC Head Office

University of Ibadan, Niger Morohundiya Complexlbadan-
Tel: (+234) 08077593551 — 55 llorin Expresswa, Idi-Ose,
(Student Support Officer: Ibadan.

Email: ssu@dlc.ui.edu.ng

Information Centre
20 Awolowo Road, Bodiji
Ibadan

Fortechnical issues (computer problems, web accedstantera)
please send mail to webmaster@dic.ui.ed

Academic Support

&

Help

A course facilitator is commissioned for this caurgou have
also been assigned an academic advisor to prozateihg
support. The contacts of your course facilitatat anademit
advisor for this course are available
onlineacademicsupport@dic.uiu.ng




Course overview

Activities

Activities

This manual features “Activities,” which may presematerial
that is NOT extensively covered in the Study SessidVher
completing these activities, you will demonstrat®ur
understanding of basic material (by answering stions)
before you learn more advanced concepts. You wa
provided with answers to every activity questiohefiefore,
your emphasis when wcng the activities should be «
understanding your answers. It is more importa@at you
understand why eve answer is correct.

Assessments

Q)

Assessments

There are three basic forms of assessment foritggpimthis
course: irtext questions (ITQs) and self assessment ques
(SAQs), and tutor marked assessment (TMAS). Thisuakis
essentially filled witlTQs and SAQs. Feedbacks to the IT
are placed immediately after the questions, wihi
feedbacks to SAQs are at the back of manual. YdL
receive your TMAs as part of online class actigit
Feedbacks to TMAs will be provided by your tutomniot
more than 2 weeks expected durati

Schedule dates for submitting assignments and engay
course / class activities is available on the cewsbsite
Kindly visit your course website often for upda

Bibliography

Reading

For those interested in learning more on this sipjee
provide you with a list of additional resourcestla end o
this course manuathese may be books, articles or webs
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Getting around this course manual

Margin 1icons

While working through thiccourse manuafou will notice the
frequent use of margin icons. These icons servsigmpost”
a particular piece of text, a new task or changeaadtvity;
they have been included to help you to find youy \&eound
this course manual.

A complete icon set is shown below. We suggest Vioat
familiarize yourself with the icons and their meanibefore

starting your stud
=

Activity Assessment Assignment Case study
Discussion Group Activity Help Outcomes
E I
Note Reflection Reading Study skills
@ O
Summary Terminology Time Tip
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Study Session 1

The Scope of Economics and Economic Problems

Introduction

In this Study Session, you will be exposed to tia¢ure and usefulness of
applied economics. In the course of our discussiom,will point out
some key economic issuef concern in applied economi

Learning Outcomes

Learning Outcomes

When you have studied this session, you shouldleeta:

1.1 present the definition of applied economics that suffices in sr
situations.

1.2 outline ways in which you can utilizapplied economit.

1.2 point out contemporary economic policy issues.

1.1 The Nature of Applied Economics

Economic theory

A theory of commercial
activities (such as the
production consumption of

Economic principles
statement indicating inter-
relationship among economic
factors that explains what
may happen under certain
circumstance.

—
o=

It is useful to knoweconomic theory and principles, but it is more
resourcefuto understand how to apply theindeed, the ultimate end

economic theories and principles is appropriaapplyin¢ them to solve
problems.The focus of Applied Economics @ real world problem-—

using economic theories and principles to clarify wdryd how thing:
have lappened the way that they have. While thimug is generally cle,

the term applid economics may be utilized gtightly different mannes

according to different economic theoriend principles.There exists
however a working definition of applied economics that s&d6 in mos

situations

Applied economics is the employment of the basic assumptions in
economics to real world situations, both isolated and interrelated with sets
of current circumstances.

Thus, applied economics involves economists’ apglyigenerally
accepted theory and principles in economics pralctesues in socie
with an eye to determining what can reasonal@yekpected to happ
next

ITQ

Questior

What is the essence of making use of economicidgsand principle
in economics




ECO 203Applied Economics

Feedback

The essence of making use of economic theoriepanciples in
economics is toward solving real life problemshia society.

1.2 Usefulness of Applied Economics

Applying economic theories and principles to cutreeconomic
conditions can be helpful. The major reasons areldyediscussed below.

First, applying economics to the status of the eopnof a household,
company or country helps teweep aside attempts to dress up the
situation so that it will appear to be worse ortérethan it actually is.
From this perspective, applied economics is a pfulvesol that enables
the true and complete picture to emerge, so thlédbmes possible to
decide what to do and where to go from the cumpesttion.

Second, applied economics acts as a mechanismtéondiee possible
steps that can be taken to improve current econ@mimtion. Each
element that is relevant to the contemporary mddeperation of the
entity, including the purchase and sale of goodssamvices the usage of
raw materials and the division of labour within #mity come into play.
Examining each aspect of the current economic tiendivill often yield
sound ideas on how to maintain aspects that arkingpat a reasonable
rate of efficiency, and strengthen areas whereopmdnce is weak.

Last, applied economics can teach valuable lessorisow to avoid the
recurrence of a negative situation, or at leastimize the impact.
Because applied economics is all about the appicatf theory to real
live situations, the process can aid in the devakag of understanding
why a condition took place. This also includes eaiing what steps were
taken to improve or correct similar situations drv those strategies
may be employed to keep the economy flowing inradtion that will
preclude a repeat of the situation.

ITQ

Question
In what ways has applied economics useful to tioeesg?
Feedback

We don’t know exactly what you may think of, bupted economics is
considered to be useful to the society in the failhg ways;

» provision of exact and true pictures of issuesayg bccur.

» determination of possible solutions to situatiohand.

» prevention of reoccurrence of negative situatioatdeast
minimise its impacts.
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1.3 Key Contemporary Economic/Public Policy Issue

Hint

Applied economics is all about creating awarenesbanalysis of key
contemporary econor or public policy issues of ottime; and applying
appropriate economic theories and principles to solve theKey
contemporary economic/public policy issues broautyude:

1) engendering@nomic growth and developme

2) mitigatingthe challenges of development in developing coes

3) facilitating economic growth and development througprovemen
and advancement in the operations and contributdrthe major
sectors of the economy, namelggriculture, ndustrial, social
services; and

4) understanding and taking appropriate actions ispect of key
factors that influenceeconomic growth and development, suc
population growth, unemployment, poverty, inequalihternationa
trade, fiscal policy, monetary policy and the gtyatif governanct

We will devote our attention on these key economic/public policy issues in
subsequent Study Sessions. We will also explore the types of public
policy/actions that can be used to solve problems in each of these identified
areas.

ITQ

Questior

Mention any three(3) contemporary issthat are peculiar to the field
applied economic

Feedbacl!

Peculia contemporary issues in the field of applied ecomsmclude
the following

e economic growth and development
« developmental challenges in developing cour
« factors influencing economgrowth and developme

Study Session Summat

o7

Summary

In this Study Session, you learnt thconomic theories and principl
are means to an €; andApplied Economics, through its focus o
dealing withreal world problemsising economic theories a
principles, is that means to an € We went further to outline tr
usefulness of applied economics, and areas wheaa ibe utilizec
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Assessment

Q)

Assessment

SAQ 1.1 (tests Learning Outcome 1.1)

Explain briefly the meanir of applied economics

SAQ 1.2 (tests Learning Outcome 1.2)

Discuss the relevance of applied economics in db&s,

SAQ 1.3 (tests Learning Outcome 1. 3)

Highlight public issues that are relevant to tteédfiof applied economi
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Study Session 2

Structure and Characteristics of Developing

Introduction

Countries

This Study Session aims to introdugeu to the structure a basic
features that are common to developing cour. The Study Session w
also attempt 1 clearly bring otisome of the structural diversit among
them

Learning Outcomes

Learning Outcomes

When you have studied this session, you shouldleeta:

2.1 outline the criteria employed in defining developing coied

2.2 point out the common characteristics amaimg) developing natior

2.3 present at least twostructural diversities amo these developing
nations.

2.1 Structure and Characteristics of Developing Countries

Developing countriecan literally bedefined as those countries that
tending towards develment. Dfferent criteria have been used
classify countries as being developing, though,gagita income is ofte
and most commonly used to define developing woNlltilateral
organisations such as Organisation for Economic p€adion ant
Developmnt (OECD), United Nations (UN), World Bank and Ut
Nation Development Programme (UNDP) usually usedhmain criteri
to decribe countries as developing, vis-a-vis:

1. levels of Gross National Income (GNI);
2. degree of international indebtedness;
3. level of human development.

The use of criteriotGNI involves classifying countries as low incor
lower, middle income, upper middle income, highome OECD an
other high income countries. Developing countrireshis case, are tho
with low, lower middle orupper middle incomes. These countries
usually grouped by their geographic region. Fameples such countrit
include East Asia and the Pacific, Europe and @émsia, Latin
America and the Caribbean, South Asia and sub Sahfsfrica The per
capta gross national income of countries in the grofijow income
countries is in the neighbourhood of $755 or lelsswer income middl
income countries have per capita gross nationanmecbetween $75—
2995. Upper middle income counti have between$2996- $9265 and
high income countries have income of $9266 or r
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The classification using the second criterion isdiejfining development,
using different degree of countries indebtedndss $ieverely indebted,
moderately indebted and less indebted.

Lastly, the United Nations Development Programm8I@P) has based
its definition of developing countries, according their level of
attainment, in the human development indicators ¢jkod health status,
high literacy level and other socio-economic indice

ITQ

Question

The most widely used criteria for country’s clagsifion into been
developed or developing economy is

Feedback
Per capita income

2.2 Common Characteristics of Developing Countries

Despite the obvious diversity of these countriesgstmdeveloping
countries share common and well-defined goals.s&lgeals include:

1. areduction in their level of poverty and improvere

2. inequality and unemployment;

3. the provision of minimum level of education, healibusing and
food to every citizen, among others.

Related to these are the common problems sharearymg degrees by
most developing countries such as widespread amdnich absolute
poverty, high level of unemployment and underempilegt, severe
balance of payment and international debt problemarey others.

ITQ

Question

Mention some of the commonly shared problems antoagleveloping
countries.

Feedback

We don’t know what you may think of but some comiyshared
problem among developing countries of the worldude;

- chronic absolute poverty

- high level of unemployment

- low level of productivity

- unfavourable balance of payment
- high international debt etc
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2.3 Structural Diversity of Developing Countries

There exists certain structural difference amorgygét of countries that
constitutes developing economies. These differerioelude among
others:

1. the size of the country;

the historical and colonial background;

physical and human resources;

ethnic and religious makeup;

the nature of industrial structure;

degree of dependence on external economic andcpofibrces;

the distribution of power and the institutional ampalitical
structure within the nation.

No oapkrowbd

Consequently, it is sometimes risky to generalise much about a
diverse group of nations as those in Africa, Asn datin America.

Nevertheless, common economic features of devedopauntries permit
us to build them in a broadly similar frameworkor@mon characteristics
of developing countries can be grouped into:

1. Low levels of living characterised by low incomasequality,
poor health and inadequate education;

2. Low level of productivity;
High rate of population growth and dependency burde

4. Substantial dependence on agricultural productioh @rimary
product output;

5. Prevalence of imperfect market and limited inforimat

6. Dominance, dependence and vulnerability in inteonat
relations.

w

ITQ

Question

In what ways can the structural differences amanglbping nations
captured?

Feedback

Structural differences among developing nationstEanaptured
through the following ways;
v' the country size;
the historical and colonial background;
physical and human resources;
ethnic and religious makeup;
the nature of industrial structure;

degree of dependence on external economic andcpblit
forces;

power distribution and the institutional and packii
structure within the nation.

AR

<\
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Study Session Summait

Iy

Summary

This Study Sessionexamines the structure and characteristice
developing countries by conceptualising develop&tgpnomies usin
three major criteria namel

1) levels of Gross National Income (GNI)

2) degree of international indebtedness; and

3) level of human development wdii includes health ar

educational attainment.

The Study Sessionlso noted that therare certain common goe
among these developingonomies, whichinclude: a reduction in their
level of poverty and improvement; inequality andeonployment;and
the piovision of minimum level of education, health, hiagsand fooc
to every citizen, among otherWe concluded our discussion in t
session by highlighting tl structural diversity of developing econon.

Assessment

©

Assessment

SAQ 2.1 (tests LearnincOutcome 2.1)

On what bases are countries of the world beenifitasas developin
countries

SAQ 2.Z (tests Learning Outcome 2.2)

Discuss some universal features commonly found grdeneloping
nations

SAQ 2.: (tests Learning Outcome 2.3)

Highlight som«of the structural diversities among develog
economies of the worl
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Study Session 3

Introduction

Agricultural Sector

Agricultural sector he been the mainstagf Nigeria - Africa’s most
populous countr- for over twodecades before the discovery of oil we
It is therefore imperative to introduce youthe importance cthis sector
as a key sector of the Nigerian econ. In this Study Session fforts

will be exerted to geyou familiarized with the contributionof the sector
to the economy as well as various policy measurashtad been adopt
in the past to revamp the sec

Learning Outcomes

Learning Outcomes

3.1 Agriculture

Agriculture The art and
science of crops and livestock
production.

When you have studied this session, you shouldleeta:
3.1 discuss the role of agriculture imation’s developme.
3.2 state some of the problems affecting agriculturedciices ir
Nigeria.

Agriculture comprises the entire range of technology associaitdthe
production of useful products from plants and atsémacluding soil
cultivation, crop and livestock production and witigs of processing ar
marketing. The agricultural sector performsain roles in the econor,
for instanc:

1. employment provision: it is the largest sector e £conomy
about 60% of the people are engaged by this s

2. foreign exchange earnings: the agricultural selotsr facilitatec
production of cocoa, rubber, cot,. When they are produce
they are exported to other countries and it isuacgoof revenu

it supplies raw materials to industrial establishity
provision of food,;
source of market for agricultural and nagricultural product

source of saving®r domestic capital, i.e. sale from the prod
is being paid into the bank for economic growtimvelstors ge
loans of capital formation and expand their businaad the
economy grows.

7. Source of raw materials: in most cases, agricultowgputs are
used for inputs in the industrial sector e.g. tobatmotobaccc
companies.

o gk w

Agriculture is, therefore, seen as the source wémee for an econon
because its resources are used to finance growdkhef sectors. Son
of these roles derived from natuy domineering position of agricultu
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in the early stages of economic development. Gthare the
consequences of growth and structural transformatier time in the
economy. However, as the economy develops, cedhanges are
expected in the roles of agriculture.

Firstly, the share of GDP derived from the agriatdt sector normally

declines. Secondly, there is a tendency for sbérnetal labour force

engaged in agriculture to decline. This declineagricultural labour

force is initially only relative as total labourré® in agriculture may
continue to grow but at a slower rate than thosetlvér sectors. Thirdly,
the relative share of foreign exchange derived friba sector may
decline. Fourthly, the share of total investaldpital generated by the
agricultural sector may also decline.

On the other hand, the agricultural sector is etqubto maintain its role
and even assume more importance in the provisiofiood for the

population, the production of raw materials for usether sectors and
the provision of an expanding market for the praiduc of the other
sectors.

ITQ

Question

Which sector can be referred to as the broad Habe digerian
economy, and why?

Feedback

Agricultural sector is the broad base and the mostinant sector within
the Nigerian economy since independence till dRéasons for this are:

e itis the mainstay of the economy.

e itis a sector with highest employment generatmrtlie
Nigeria’s labour force.

3.2 Overview of the Performance of the Nigerian Agricultural
Sector

The Nigerian agricultural sector is characterisg@dnsiderable, regional
and crop diversity. Explaining the pattern and dresf agricultural

development provides important insights about ecvaadevelopment
and structural changes in Nigeria. In 1960, thécatjural sector was the
most important sector in terms of its contributiomslomestic production
or employment and foreign exchange earnings. Tiat®n remains
almost the same four and half decades later withettception that it is
no longer the principal foreign exchange earneol@that is now played
by oil.

The agricultural sector GDP increased from an a@eraf 5.8 billion
naira per annum in the 1971 to 1975 period to 2Higtb in the 1981-
1985 periods. The value stood at 53.2billion i02Q004 periods. The
values increased overtime. The average annuabfai®wth in the agric




Study Session 3 Agricultural Sector

sector GDP was; however, lower in the 1971-75; 187:61986-90; and
1991-95 and 2001-2004 periods than that of the @EP. As a result,
the share of the agric sector GDP in total GDPidedIfrom about 30%
in the 1971-75 period to about 22% in the 1976-86dl. But in the
periods 1981-85, 1991-95 and 1996-2000, agric s&&fiP increased at
a higher rate than the total GDP. Consequenttyatrerage share of the
agricultural sectors GDP in total GDP increasedifam average of about
22% in the 1976-90 periods to about 32% in the 1&8BPperiods. The
share of the sector has been on the increase excya period 1986-90
when it declined.

Table 3.1 Agriculture Contribution to the Nigerian Economy
Period Total GDP | Agric GDP % Annual Remarks
(A'billion) | (N'billion) | share Growth Rate
of of GDP (%)
Agric
GDP Total | Agric
GDP GDP
1971-75 18.4 5.8 29.8 33.6 16.80
1976-80 55.9 12.4 22.2 19.0 13.44
1981-85 76.8 24.7 32.5 0.27 4.67 v
1986-90 83.7 32.2 38.5 3.96 3.85
1991-95 101.4 38.0 37.5 2.49 2.71 v
1996-2000 | 117.5 45.4 38.6 3.45 4.03 v
2001-2004 | 135.0 53.2 39.4 4.66 4.29

Source: CBN Annual reports (various issues)

From the foregoing, it may be inferred that the ntoyls agricultural
economy performed less satisfactorily on the awerdmn the entire
economy in the period 1971-75; 1976-80; 1986-90 20d1-2004 but
more satisfactorily in the period 1981-85; 1991a®8 1996 — 2000.

Trends in the index of agricultural production frd71-75 reveal that
the aggregate of index production declined in 18@6seriod, but later
grew in subsequent period. A similar pattern avwgh and decline is
noticeable with respect to the crop production xadelt is however

interesting to note that growth in agric productieas accompanied by a
high degree of instability or annual fluctuatiofThis is evident in the

growth rate trend recorded for aggregate agricallfproduction and crop
production.

The Nigerian agricultural sector has thus failed kiep pace with
Nigeria’s rapid population growth so that the coynivhich used to
export food now relies on food import to sustaseit.
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Table 3.2

Average Index of Agricultural Production 1984 - 200

Period All Agricultural Crop Production
Production
Index Annual Growth Index Annual Growth

Rate (%) Rate (%)
1971-75 106.68 -2.86 120.37 -3.59
1976-80 96.17 -2.34 97.55 -3.72
1981-85 97.42 -2.55 95.88 2.50
1986-90 131.33 9.99 139.9 11.85
1991-95 200.58 5.42 228.63 7.41
1996-2000 237.57 3.56 282.28 3.80
2001-2004 276.65 4.63 328.68 4.80

Source: CBN Annual reports (various issues)

The Nigerian agricultural sector is characterisgdt® product diversity
(tree and food crops, forestry, livestock and fighi In terms of export
performance, Nigeria is no longer a major expoofecocoa, groundnut,
rubber and palm oil. For instance, cocoa prodadsonow mostly from
obsolete varieties and it remains stagnant at aral80,000 tonnes
annually. 34 years ago, it was 305,000 tonnes. e@me biggest poultry
producer in Africa, Nigeria's corporate poultry put has been slashed
from 40 million birds annually to about 18 millionFisheries are also
poorly managed.

3.2.1 Problems facing the Agricultural Sector in
Nigeria
1. Unstable and often inappropriate economic policies,

2. The negative impact of oil boom on the sector ahé t
enlargement of the oil sector;

3. Urban bias in development policy (rural-urban miigna);

4. Neglect of rural infrastructure/poor transport hitieis;
5. Poor credit facilities — high collateral which isavailable to
farmers;
6. Lack of improved seedlings — dependence on traditimethod;
7. Outdated method of production;
8. Problems of diseases, pest and drought;
9. Inadequate marketing and storage facilities.
ITQ
Question

The common problems militating against agricultymalctises in
Nigeria are?

Feedback
Problem ofoil boom, policy inconsistency, and the declingafitical
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commitment to agricultural and rural developn.

3.2.2 Panacea to revamping Agriculture in Nigeria

Thus far, many institutional efforts in agriculture have been undertaken since
the 1960s in order to revamp the Nigeria’s agricultural sector.

Task
Visit the following links and answer the question that follows.

Activity

1. National Accelerated Food Production Programme;
Allow 30 minutes . River Basin Development Authority Programme;

2
3. Operation Feed the Nation

4. Rural Integrated Agricultural Development Programme
5. Green Revolution

6. Agro Service Centre Programme

7. National Seed Service Programme

8. Rural Banking Scheme

9. Agricultural Credit Guarantee Scheme

10. Land Use Decree (1978)

. Structural Adjustment Programme in 1986 to deregulate and
stimulate local production;

[y
[

12. National Accelerated Crop Production Programme

13. Agricultural and Rural Transformation Programme

14. More recently, National Economic Empowerment and Development
Strategy (NEEDS)

Question: Review the effectiveness of each of the efforts put in place to
revamp agricultural sector.

Study Session Summat

to revenue generatidn Nigeria. We also looked at the effectivenes

@ In this Study Session, you leathatagriculture was once fundamen
government attempts to revamp this se

Summary

Assessment

SAQ 2.1 (tests Learning Outcome 3.1)
e In what ways has agriculture contributed to theettggment of the
Nigeria economy

Assessment SAQ 3.2 (tests Learning Outcome 3. 2)
Explain some of the challengconfrontingagriculture in Nigeri
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Study Session 4

Industrial Sector

Introduction

In this Study Session, yowvill look into what constitutes tr
industrialisation policy in Nigeria: the objectives of the industri
policies, forms of industrializatic, and the contributions of the sectot
the development of the Nigerian econo

Learning Outcomes

When you have studied this session, you shouldleeta:

4.1 present the objectives of industrial policy amcentives structure i
Nigeria.

4.2 highlight theforms of industrialization strategies that havert

Learning Outcomes adopted in Nigeria.

4.2 outline the roles and contributiorms the manufacturing stor to the
Nigerian economy.

4.1 What 1s Industrialisation?

There is no precise definition industrialisation; it is conceived differentl
by different authors. According to Clark (19¢ industrialization is th
process of setting up such organisations, espgdiadl introductionof
manufacturing industry in countries and regions ne@h@eople ar
engaged maly in agricultural activities. Ekpo (2004) conceive
industrialisation as the process of transforming maaterials, with the ai
of human resources and capital goods:
a. consumer goods;

b. new capital goods, which allow more consumer gotmde
produced with the same human resouraes,

c. social overhead capital, which together with hunmasource:
provides new services to both individuals and besses.

Also, Sutchliffe siggested that a country is industrialised when
following three criteria are simultaneously saési

1. when at least onguarter of the Gross Domestic Product of
country is produced in the industrial sector;

2. when about twdhirds of industrial outgt arises in the
manufacturing sector of the industrial sector,

3. when at least ongnth of its total population is employed in -
industrial sector.

ITQ

Questior
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What is the meaning of the word “industrialisatidn”
Feedback

Industrialisation simply refert® transformation of an economy from
manual labour to the use of machine and power .tools

4.2 Industrialisation and the Nigerian Economy

The major difference in the status of developind daveloped countries
is in the area of level of development of their ustlial sector.
Recognising this fact, the Nigerian government glittes the need to
develop the sector by formulating policies thatl withance the sector’s
development.

4.2.1 Objectives of Industrial Policies in Nigeria

1. ensuring rapid expansion and diversification afustrial sector
of the economy;

2. increasing income realised from industrial actesti
creation of more employment opportunities;

4. promoting even development and fair distributionnafustries in
all parts of the country;

5. raising the level of intermediate and capital gopasiuction;

6. promoting indigenous manpower development in thustrial
sector;

7. raising the proportion of indigenous ownership iggregate
industrial investment in the country among othéngh.

Source:

w

4.2.2 Industrial Incentives

In pursuit of the above stated objectives, the guwent over the years
has experimented with different incentives. Théofeing are some of the
incentives which have been provided for industrigéstors in Nigeria:

1. Tax Holidays: An industry that is granted a pioneer statusyenjo
a tax holidays for a period of time.

2. Import Duty Relief: Under this scheme, manufacturing industries
are allowed to import certain raw materials eitrem import
duty or at a very low concessionary duty rates.

3. Depreciation Allowances. Investors are encouraged and assisted
through accelerated depreciation of capital investmwhich
provides for a rapid write down on capital assets.

4. Prohibition of Dumped and Subsidised Goods: Manufacturing
industries are protected from dumped and subsidjseds from
abroad.

5. Granting tax relief of up to 120 percent of exp&nsmn
companies’ research and development (R and D) gedviuch R
and D activities are carried out in Nigeria.

6. Providing export development fund to assist comgmmd cover
part of their export promotion activities.
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7. Giving export expansion grant to exporters who hexgorted a
minimum of A600, 000 worth of fully processed and semi-
finished products including solid minerals.

8. Rehabilitating and expanding existing infrastruetuthat is,
electricity, telecommunications, roads and wat@psu

9. Establishing Bank of Industry (BOI) Ltd to assistresuscitating
ailing industries and promoting new ones.

10. Banning the importation of some products that cam b
manufactured locally, such as rubber, plasticstwear, leather,
textiles, etc.

ITQ

Question

Industrial incentives include the following except?
(A.)Tax holiday (B) Capital allowance (C)Depreciatallowance
(D) Import duty relief (E) Dumped prohibition.

Feedback

(B) Capital allowance

4.3 Forms of Industrialisation Strategies

There are basically two forms of industrializatgirategies namely;

1. Import Substitution Industrialisation Strategy (ISI'): This is
also referred to as inward orientation. It is digyowhich, in
principle is adopted to develop industrial cap#piliand
emphasize on domestic production of what is hithienported.

2. Export Promotion Strategy: This is also known as outward
orientation strategy. It is a policy that encowagroduction of
exports and at the same time erases the biaseritines towards
the production of import substitutes.

4.3.1 Manufacturing

Manufacturing is a major sub-sector of industries for any econdam
the world. It plays crucial roles, which includes:

Importance of Manufacturing Sector in the Economy

1. It creates avenues for employment opportunities.
2. It helps to boost primary production, particuladgyriculture.

3. It makes for forward and backward inter-sectorakdiges in the
economy.

4. It helps in diversifying the economy.
It helps in increasing foreign exchange earnings.
6. It enables local labour to acquire skills.

o
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Table 4.1

7. It minimizes the risk of overdependence on foregwods and
facilitates the fullest exploitation and utilizatioof available
resources.

The contribution of manufacturing sector to the éfign economy can be
assessed using the following:

1. Contribution of Manufacturing Sector to GDP: The contribution
of manufacturing sector to the overall output af &tonomy (GDP)
has been substantial over time. It was little ab@v@ percent in
1970 and declined to 5.6 percent in 1975 and 168pectively (see
table 2). It rose and reached a peak of about gdréent in 1985.
However, it fell to about 8.9 percent in 1990 aidabout 6.0
percent in late 1990s and 2000s. Similarly, thetrdoution of the
sector to the total export is nothing to reckonhwithe share in
1970 fell to 1.1 percent in 1975. It was less thahpercent in the
1980s and 1990s except in 1998, when it was 1&eper

2. Composition of the Sector The sector is composed of:

a. Consumer Goods Industry These are industries that are
producing consumables like soap, sugars, bread, etc

b. Intermediate Goods Industry. The output of this industry is an
input to other manufacturing companies, e.g. cememes,
paints.

c. Capital Goods Industry: They are industries that are producing
heavy machines which further assist in productimtess, e.g.
cars, machinery, plants.

3. Ownership Structure
a. Foreign Industries

b. Nigerian Manufacturing Industries

Average ownership structure for Nigerian Manufaotgirsector is
52.4% for Nigeria and 47.6% for the foreign indiestr But the
irony of it that the foreigners have the higher rehan the
manufacturing sector in Nigeria because they deslus happens.

ITQ

Question

Manufacturing industry is composed of how many Bidy name them
Feedback

Manufacturing industry is composed of three indystrese are;

e Consumer goods industry,
e Intermediate goods industry, and
e Capital goods industry.

Percentage share of Manufacturing in GDP and ExporStructure in
Nigeria

Year Share in GDP Share in Total Export
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Table 4.2

1970 7.2 7.4
1975 5.6 1.1
1980 5.4 0.28
1985 10.7 0.52
1990 8.1 0.51
1995 6.8 0.70
1996 6.5 0.40
1997 6.3 0.70
1998 5.93 1.70
1999 5.96 1.70
2000 5.95 N/A
2001 5.96 N/A
2002 4.61 N/A
2003 4.42 N/A

Source: FOS and CBN (various years)

4. Contribution to Employment: The contribution of manufacturing
sector to the structure of employment in Nigeri@vis much to be
desired. Table 4.2 shows the number of people graglan the
manufacturing industry from 1970 — 1992. It canobserved that
the number of people employed in this sub-secteased in 1975
when compared to the 1970 level. This is evidesrnfthe index of
the number of people employed, which rose from Z&¢rcent in
1970 to 53.8 percent in 1975. As from 1982, thée raf
employment in the sector dwindled. This trend sthtinues to the
present time.

Year Number employed in Manufacturing Index
sector

1970 129032 28.4
1975 244243 53.8
1980 453632 100.0
1982 357164 78.7
1984 344609 76.0
1985 335179 73.9
1986 N/A N/A
1987 N/A N/A
1988 26601 5.9
1990 27102 6.0
1991 25900 5.7
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Assignment

1992 27130 6.0

199: 20153 4.4

Source: FOS (various issu

Analyse the contribution of manufacturing sector ttee Nigeriar
economy with respect to gross domestiioduct and employmel
generatio.

Post your response on Study Session four assignmageton cours
website

See course calendar for schedule date of course contribution.

Study Session Summait

o7

Summary

From the foregoing, we could note thndustrialisation does not hav
particular definition; hence it has been definedvarious ways b
researchers. One of such definition sees indusait&n as a procs of
transforming raw materie with the aid of human resources and ca|
goods intc
a) consumer goods
b) new capital goods, mich allow more consumer gooco be
produced with the same human resources and
c) social overhead capital, which together with hunasource:
provides new services to both individuals and essas.
We consequently highlightehe industrial polty objectives in Nigeri.

Assessment

Q)

Assessment

SAQ 4.1 (tests Learning Outcome 4.1)

What are the objectives of industrial piesin Nigeria®

SAQ 4.z (tests Learning Outcome 4.2)

Itemise some of the industrial incentives thatkaeen adopted iNigeria
SAQ 4.: (tests Learning Outcome 4.3)

In what ways has manufacturing sector contribubeitié developmer
of Nigeria economy
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Study Session 5

Introduction

Social Services Sector

An efficient social services sector is essentiabtoeven, integral ar
sustainable development of the level of produgtiat the other sectol
of the economy of a statTwo most esseial social services sectors ¢
education and heal

In this Sudy Session, you will explore thes&o social service secto
which are considered vital to the development gfeconomy. Importar
issues thawe will examine are what education is, the structuréhe
Nigerian education system as well as goals andctibgs for setting
them upWe will also discussequisite data on the trend in the health
nutritional statistics wilbe presented.

Learning Outcomes

Learning Outcomes

5.1 Education

Education The transfer of
survivalist culture and skills
from one generation to
another.

When you have studied this session, you shouldleeta:

5.1 outline anddiscuss the structure of education in Nige.

5.2 expose the students to interdependence betweerth heald
education.

Education, in its broadest sense, has bemiined as any process
which an individual gains knowledge or insight @vdlops attitudes ar
skills. Alternatively, it is a process in which ardividual is assisted 1
attain development of his potentialities and hiximam capacity, whe
necessy, according to the right reason and to achievepédect sel
fulfilment. It is also concerned with the cultivation of the Hole”
person, especially, his intellect. It is the humasources of any natic
rather than its physical capital and mail resources, which ultimate
determine the character and the pace of its econamy socia
development. It is often regarded as the activiofauf production while
others, like capital and natural resources, aresipasfactors o
production. Thus, Iman resources constitute the ultimate basis o
wealth of a nation. Due to its importance andiaaitrole performec
labour capital has always formed an important goany development:
policy design, which every economy often desireadioieve Improving
and widening access to education, especially leahication, has been
object of past three to four decar
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5.1.1 Structure of Nigeria’s Education

Fig 5.1 Structure of Nigeria’s
Educational System.

Education

Nigeria's
Educational
System

Non-formal
Education

Informal

Formal

Education

Primary
Education

Secondary
Education

Tertiary
Education

Primary Education Secondary School Education Tertiary/Higher Education

This constitutes the first level
or component of basic
education. Basic education is
often considered the right,
which nations have a
responsibility to guarantee to
each generation. This
particularly explains the
adoption of the default
Universal Basic Education
(UBE) in Nigeria 1976. Primary
education of six years duration
is for children from six to
eleven years.

ITQ

¢ This secondary school
education system inherited
from Britain is made up of the
grammar schools, commercial
and technical colleges,
spanning a five year period.
This is usually for children
between 12 — 18 years old. The
system was maintained from
1960 —1975. In 1976, there was
a shift to the current
educational system spanning
six years divided into three
years each of junior and senior
secondary school.

Questior

*Post secondary or higher
education is synonymous with
tertiary education, covering
colleges of education,
monotechnics, polytechnics
and universities. Higher
education in Nigeria is aimed at
providing specialised
manpower as well as nation
builders, promotion of the
economic and the social well
being of the nation, self
reliance and self sufficiency.

Why do we refe to “education” as the active factor of productiar
every economy

Feedbac!

Educatiol is the active factor of production in every econdmygause i
helps to drive other factors of product and make them wor
efficiently and satisfactori.
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5.1.2 Goals and Objectives of Nigeria’s Higher
Education System

Colleges of Education

This has the following goals and objectives:

1. Teaching, encouragement of the spirit of inquirg areativity in
teachers;

2. Production of highly motivated, conscientious anfficient
classroom teachers.
Polytechnics and Colleges of Technology

The goals and objectives of polytechnics are temchesearch with
emphasis on application as well as development @urdlic service
through:

1. the production of high level and middle level mawpo as
appropriate in necessary areas in agricultural, ustrl,
commercial and economic development;

2. the identification and solution to the technologipeoblem and
the need for industry and the production of tedans and
technologists for direct employment in the industry

Universities in Nigeria

The goals are teaching research and public settwioagh:
1. encouragement of the advancement of learning irersev
disciplines;
2. the development of high level of manpower to meetitlentified
needs of the economy;
3. generation and dissemination of knowledge;

4. research relevant to the national and local devedoy problems
of the country;

5. the maintenance and transformation of the cultueatage of the
country through the preservation and adaptation lafal
traditions and values; and

6. public service

ITQ

Question

What is the general objective of higher educatioNigeria?
Feedback

The general objective of higher education in Nigésithe generation

and dissemination of knowledge.
5.1.3 Enrolment in Nigeria’s Educational System

Education is the fulcrum on which all other develgmts take place and
it has been recognised as a tool of moral, politiwad technological
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development. Enrolment of students that investdacation will reflect
the state of educational sector in the economy.

Between 1998-2003, there was a gradual growthbmatte at the primary
and the secondary school levels up till 2000, wthikre was a dramatic
decline in the rate of tertiary level from 9.3 t®B detween 1998 and
1999, see Table 5.1. This continued through 20QQater picked up in
the following years. Specifically, primary levelitmessed an increase
from 22.5m in 1998 to 23.7m in 1999. This represén8% growth rate.
One quick explanation for the increase can bebatid to the campaign
and implementation of the UBE introduced at 1999.thfe secondary
school level, there was a steady increase in eerdlin the period under
review. In 1999, the enrolment was 6.1m for secondahool with a
growth rate of 5.2%. This fell to 4.9% in the 200 later increased to
6.8, 7.75 and 8.0 in the subsequent years. Tlalaamtrolment increased
during that period under review but at a very loace. At the tertiary
level, there was a growth rate of 4.3% in 1999 wgit®98 experience.
The enrolment in 2000 stood at 1m but declined B¢&@2to 0.73m in
2001. It later increased steadily in the remainygegrs with 0.75 and
0.76m in 2002 and 2003, respectively.

Table 5.1: Enrolment and Growth rate by Level of Edication in

Nigeria
Year Primary Secondary Tertiary

No. Growth No. Growth No. Growth

rate rate Rate

1998 | 22.5 6.1 5.6 3.6 0.94 9.3
1999 | 23.7 53 6.1 5.2 0.98 4.3
2000 | 24.9 51 6.4 4.9 1 2
2001 | 23.7 5.0 6.8 6.8 0.73 -27
2002 | 29.15 23.0 7.75 14.0 0.75 2.7
2003 | 31.8 13.0 8.0 3.2 0.76 1.3

Source: Central Bank of Nigeria, Federal Ministry of Edition, Federal
Office of Statistics (FOS) and National ManpoweaBb

Enrolment by Sex and Level of Education

Over the years, female education has been concladed form of
development level of women education, affecting necoic product,
child health and welfare and also serves as a yaphnning method.
The importance of the statement can be summarisekei assumption
that when a girl is educated, the whole natiordiscated.

Table 5.2: Enrolment by Sex and Level of Education

Year Primary Secondary Tertiary
Male | Female | Male | Female | Male | Female | Male | Female | Male | Female | Male | Female
GR GR GR GR GR GR
1998 | 14364 | 8101 64 36 3362 | 2433 58 42 518 423 55 45




ECO 203Applied Economics

1999

14810

8999

62

38

3567

2489

59

41

550

413

56

44

2000

15700

9200

63

37

3800

2600

59

41

600

400

57

43

2001

13600

9645

59.3

40.7

3870

2920

57

43

420

310

58

42

2002

11352

9031

55.6

44.4

2750

2120

56

44

440

320

58

42

2003

17172

14628

54

46

4560

3440

57

43

450

310

59

41

Reading

Source: Central Bank of Nigeria, Federal Ministry of Ediion, Federal
Office of Statistics (FOS) and National ManpoweiaBb

The table indicates the trend in gender enrolmergducational sector
between 1998- 2003 in Nigeria. At the primary aedosidary school
levels, the female gender witnessed gradual graaté in enrolment
except in 1999 and 2000, where the same figures vemorded. While
in 2003, there was a decrease in growth ratesgirimary school levels.
It was 40.7%, 44.4% and 46% in 2001, 2002 and 2088pectively.
This shows a consistent pattern of growth in fengaleder at the primary
school level. Whereas in the case of secondaryofchite rates have
been oscillating. It was 41% in both 1999 and 280 increased by 43%
in 2001 and jumped to 44% in 2002 before fallingkbto 43% in 2003.
Unlike the two lower levels, the female enrolmeutindg the period at the
tertiary level suffered a slight decline from 19982003. The rate
declined from 44% in 1997 to 43% and 42% in 200@ &0©01
respectively. It was however stable in 2002 onlgléaline again to 41%
in 2003.

5.1.4 Teachers-Students Ratio at the Three Levels of
Education

Teachers remain a sine qua non for impacting knowledge. The teachers
are the experts that impact knowledge / facilitate learning in achieving
the goals of education. The activities of these experts therefore largely
determine the standards and the quality of education in every society.
Analyse the table below:

Table 5.3: Total number of teachers by the three levels

Time required:

20 minutes

Year Primary Secondary Tertiary
No. | Growth No. Growth No. Growth
rate rate Rate

1999 | 456 | 1.59 159 - 58.5 -

2000 | 461 |11 155 -1.5 61.4 5.0

2001 | 489 | 6.1 175 12.91 65.5 6.7

2002 | 510 | 4.3 190 8.6 67.7 34

2003 | 599 | 174 206 8.4 65.6 2.8

Source: Central Bank of Nigeria, Federal Ministry of Education, Federal

Office of Statistics (FOS) and National Manpower Board
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Discussion

The table shows the trend of the teacher’s quality in Nigeria’s
educational system between 1999 and 2003. Apart from the case of
secondary school level, which had a drop in the quality of teachers to 1.5
in 2000, there was a gradual increase in the number of teachers during
the period under review. Teachers trend grew from 461 — 510, in 2000,
2001 and 2002 respectively and 599 in 2003. This signifies a substantial
growth rate of 17.41% from the previous year figures with as little
growth rate as 1.59 in 1999; the trend was the same at the secondary
and tertiary level.

End of discussion.

The number of students managed by a teacher deesrhiow much the
teacher will impact on the total life of a studehtaving a low number of
students per teacher will increase educationalityuahd output of both
the teacher and the students. UNESCO has the imankhfor the

teachers/students ratio at all levels of educatidrich are 1:35-40. 1:25
—35 and 1:10-15 for primary, secondary and tertiewgls respectively.

Table 4: Teachers/Students Ratio in Nigeria betweeh998 - 2003

Year Primary Secondary Tertiary
1998 1:35 1:30 1:22
1999 1:37 1:31 1:22
2000 1:54 1:41 1:22
2001 1:34 1:27 1:11
2002 1:39 1:30 1:11
2003 1:53 1:39 1:11

Source: National Bureau of Statistics (NBS) various issue

The table shows the teachers/students ratio dutiegperiod under
review. At the primary school level, the ratio wasgershooting in 2000
and 2003 while it was within the standard of UNES@@icies in the
remaining years. Also, at the secondary schoolllete ratio was
overshooting in 1999, 2000 and 2003. It was howewthin the limit of

UNESCO standard in 1998, 2001 and 2002. Howehersituation was
quiet different at the tertiary level where theiocatvas overshooting
throughout the period of review. Between 1998 20@0, it stood at 1:22
but reduced considerably in 2000 to 1:11 and weadst at this point to
2003.

ITQ

Question

How true is this assertion that “when a girl is eated, the whole nation
is educated™?

Feedback
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It is believed that when a woman is educated fécéd and reflects in
her welfare, economic product, child health, farsilife and the general
well-being of the society.

5.2 Health

Health, according to théHO, is defined as a state of complete physical,
mental and social wellness and not necessarily the absence of disease or
infirmity. WHO have indicators with which they measure lnesitch as
infant and child mortality rate, burden and diseasé disability adjusted
life years (DALY).

According to Amartya Sen 1991, “health is among lthsic capabilities
that give value to human life”. Kofi Annan conceilvhealth as one of
the desires of men and women around the world. ifkdividuals and
families, health brings the capacity for persona@vedlopment and
economic security in the future. Health is basicjdb productivity,
capacity to learn in school, and the capabilitygtow intellectually,
physically and emotionally.

Society with a heavy burden of diseases tendsgerence a multiplicity
of several impediments to economic progress. Caelgrseveral of the
great “takeoffs” in economic history such as theidagrowth of Britain

during the age of industrial revolution; the takeio the US in the early
20" century and the dynamic development of the Sontlferope and
East Asian in the 50s and 60s were supported bgrilaupt breakthroughs
in public health, disease control and improveditairal value.

Table 5: Health and Nutrition Statistics (1970-200)1L

Year |  Registerea | Population | Population | ORI
Hospital per Doctor per Nurse Bed
1970 1768 20374 2802 1900
1975 1334 14153 2805 1314
1980 1783 8556 1073 951
1985 1452 5046 928 899
1990 1205 4300 666 804
1991 682 4023 645 734
1992 N/A 3867 627 713
1993 N/A 3717 618 1277
1994 N/A 3707 615 1304
1995 N/A 4706 605 1477
1996 N/A 4839 1023 1555
1997 N/A 4977 1014 1632
1998 N/A 4977 1044 1738
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1999 N/A 4479 906 1564
2000 N/A 4529 920 1611
2001 N/A 4675 1082 2124

Source: Central Bank of Nigeria, Federal Ministry of Edition, Federal
Office of Statistics (FOS) and National ManpoweaBb

The table shows that population per registered itadsp(total
population/total hospital ratio) dropped radicatlyer the years under
review. For instance, between 1970 and 1991 tie daclined radically
except in 1980, when it climbed up again. Thisdréndicates that there
was an improvement in the establishment of hospital

Similarly, the population per doctor (total popudaftotal doctor ratio)
fell in 1980 and early 1990s but picked up in #ie 11990s and remained
almost constant until 2001. Thus, average 4740bet@een 1995 and
2001. This implies that doctors were either beeadpced or the
population were growing more rapidly than the pithin of doctors.
The frequent closures of universities as a redulitiikes arising from
poor working conditions also contributed to declinethe number of
graduates from medical schools. Population pempitadsbed (total
population to total hospital bed) also decreaseitien1980s, but it stated
rising again in 1993 and peaked in 2001. Thisdrémdicates the
shortage or inadequacy of beds in hospital whicghinbe attributed to
poor funding.

5.2.1 Channels through which Good Health enhances
the Education of an Individual

Health and education are closely related in thecgs® of economic
development. On the one hand, greater health tapag improve the

return to investments in education, in part becdnesdth is an important
factor in school attendance and in the formal lisgrprocess of a child.
A longer life raises the return to investmentsduneation; better health at
any point during working life may in effect lowdret rate of depreciation
of education capital. On the other hand, greateic&iibn capital may
improve the return to investments in health becaosey health

Programme rely on basic skills often learnt at sthiacluding hygiene

and sanitation, not to mention basic literacy antheracy; education is
also needed for the formation and training of lepéirsonnel. Also, good
health as an infant enhances cognitive developmeAtso, healthy

children derive greater benefit from schooling. eT¢hild who goes to
school more frequently is more likely to enjoy heglschool attainment
than someone who does not go to school reguladpuse the mental
agility from primary, secondary to tertiary leveMould be enhanced.
The health of other family members also affectscatianal enrolment
when siblings are healthy.




ECO 203Applied Economics

ITQ

Questior

Is there a next between good health and economic developmentsi
what form of relationship exist between the

Feedbacl

Positive relationship exists between gooedfth and development.
healthy environment goes a long way in enhancingdypctivity of
human capitals, which drive other forms of capitalard the
actualisation of the desirable growth and develapt

Study Session Summat

In this Study Sessionwe saw howeducation and health play
complementary role in the development of an indigid Education il
its broadest sense has been defined as any pragesshich ar
individual gains knowledge or insight or develogBtedes ind skills.
Summary The structure of formal education in Nigeria is madp of primary
secondary, and tertiary. Health, on the other hhad,been defined |

World Health Organization as a state of completgsyial, mental an
social wellness and not necess: the absence of disease or infirmi

Assessment

SAQ E.1 (tests Learning Outcome 5.1)
e Examine briefly the structure of education in Nig
SAQ 5. (tests Learning Outcome 5.2)
Assessment Justify the link between health and educe.
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Study Session 6

Population and Unemployment

Introduction

In this Study Session, we will discusise issueof population as an
important element in the growth proc of an economy. We w

examire the major components of population dynamism nantétth

rates, death rates and net populaticWe will also examine
unemployment as a social malaise and its implinatior the process

growth

Learning Outcomes

Learning Outcomes

6.1 Population

When you have udied this session, you should be able

6.1 point out conceptual issues in population.

6.2 distinguish between equilibrium and disequilibrium unemployn:
6.2 explain population theories.

6.4 list the consequences of unemployment.

Population calliterally be defined as the totality che people living in a
country. The problem of increasing population remains a méeue
every economy has to contend with the world ovefhe rate o
population increase is quantitatively measuredhaspercenige yearly
net increase (or decrease, in which case it istivejan population siz:
due to natural increased net international migratiorNatural increase
simply measures the excess of births over deatlin anore technice
terms, the difference beeen fertility and mortality.

The difference between developing and developemnsatn terms o
rates of population growth can simply be explaibgdhotingthat birth
rates in developing countries are generally mudjhdri than in th
developed countrii. Also, death rates in the less developed nation:
also highel

The study of population is important because iblves people and their
welfare. The ‘people’ is an important component and al part of the
economic systenThey are the suppliers ¢dbour, consumers who &
the ultimate beneficiariesf the products of developmerThese are the
reasons why it is desirable to know the numbereafpte in geographici
area (total population), what their ages are (ageiloution), how man
are maleand female (sex distribution), where they live @®agphical ol
spatial distribution), what jobs they are doingdguational distribution’
etc.These are part of the reasons why population ceasushead coun
are conducted at regular interv
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Fig 6.1 Factors
affecting Population

6.1.1 Factors affecting the Population of a Country

The population of any given country is usually eféel by the following
factors:

A. Birth rate
B. Death rate
C. Migration rate

Birth rate constitutes a plus on the rate of population growthe birth
rate is meased as the number of babies born or births per #mal
people

Death rate represents a negative on the population becauseriésent
the number of people dying per thous:

Migration could either be a plus or a minus. It constitatgdus wher:
thereis a movement into a country (immigration), ants i minus whe
there is a movement outside the country (emigrationAll these
phenomena have implications for a country’s ecogopriogress an
development either in the short run or in the lang

Factors affecting

Factors affecting
Death Rate

Factors affecting

Birth Rate Migration

eBiological factors,
such as sex and age

*Age of marriage
eAge distribution of

e Availability of
medical facilities

the population «Age distribution of education
eSocial attitudes the population eEconomic and urban
towards children eNatural disaster attractions
eMarriage structure eGeographical and
eEconomic issues or phys_ical )
considerations

level of economic
development

ITQ

Questior

What are those factors that determine the populati@ society
Feedbacl

The following factor determine the population of every soci

birth rate
death rate
migration rate
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6.1.2 Important Concepts of Population
Optimum Population

This is the population size which, with existing@arces, institutional
conditions and technology, would give rise to thaximum output or
highest living standards.

Overpopulation

This occurs in a situation where the number of fgadp a country
exceeds the optimum population.

Under population

This refers to the population size, which is ldsantthe optimum. The
problem is that of inadequate human resources tinally harness or
utilise the available economic resources.

ITQ

Question
Under what condition is optimum population achiewed society?
Feedback

Optimum population is achieved in the society whanaximum output
or highest living standard is recorded given thisterg resources,
institutional conditions and technology.

6.2 Unemployment

Unemployment is a situation in which those of wogkiage are without
work, they are available for work at current wagdes but are not
productively engaged. It is the most serious econamanger that a
worker may face in any society.

6.2.1 Causes of Unemployment
The causes of unemployment fall into two broadgaties:

* equilibrium unemployment, and
» disequilibrium unemployment.

Equilibrium (Natural) Unemployment

This is the difference between those who would &keployment at the
current wage rate and those willing and able te &job. This is possible
even when there is no general disequilibrium in do®nomy at the
current wage levels — even when there are as mamywacancies as
people unemployed — there will stil be some unewmpient. The
problem here is one of mismatching. These excessadds for labour
(vacancies) in some markets and excess supply flogment) in

others. For example, there may be vacancies fapuater technicians
and unemployment in the steel industry, but uneyguosteel workers
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cannot immediately become computer technicians.relfage various
types of equilibrium unemployment, which include:

1. Frictional (search) unemployment
2. Structural unemployment
3. Seasonal unemployment

Frictional Unemployment is a type of unemployment that occurs as a
result of imperfect information in the labour matrket often takes time
for workers to find jobs (even though there areavaies) and in the
meantime they are unemployed.

Structural Unemployment arises from changes in the pattern of demand
or supply in the economy. People made redundamini part of the
economy cannot immediately take up jobs in othetspgeven though
there are vacancies).

Seasonal Unemploymenis an unemployment which is associated with
industries or regions where the demand for labswery low at certain
times of the year.

Disequilibrium Unemployment

This is unemployment resulting from real wageshia €conomy being
above the equilibrium level. There are three pdssibasons that could
make the actual average wage rate to be above dhleetrequilibrium
wage rate. These are:

1. the wage rate is pushed up above the equilibrium;

2. there is a fall in the aggregate demand for labwaith no
corresponding fall in the wage rate; and

3. there is an increase in the aggregate supply ajukalvith no
corresponding fall in the wage rate.

Each of these three causes gives rise to a didyipetof disequilibrium
unemployment.

1. real wage or classical unemployment;

2. demand-deficient or cyclical unemployment;

3. growth in the labour supply.
Real Wage or Classical Unemployments a type of disequilibrium

unemployment caused by real wages being drivenbopeathe market
clearing level.

Demand Deficient or Cyclical Unemploymentis caused by a fall in
aggregate demand with no corresponding fall innthge rate.

Growth in the Labour Supply, if labour supply rises with no
corresponding increase in the demand for labowr, etuilibrium real
wage rate will fall. If the real wage rate is kjic downward
disequilibrium unemployment will occur.
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ITQ

Question

A situation whereby real wage in the economy ig @rel above the
equilibrium level refers to

Feedback
This situation is referred to as “disequilibriumennployment”

6.3 Theories of Population
6.3.1 The Malthusian Theory of Population

An Englishman, Reverend Thomas Malthus, put forvatteory of the
relationship between population growth and econochwelopment.
Drawing on the concept of diminishing returns, lestplated a universal
tendency for the population of a country to grovaaeometric rate, if it
is not checked by dwindling food supplies. Duéitainishing returns to
the fixed factor e.g. land, food supplies couldang only at a roughly
arithmetic rate. The reason is that since lana fixed factor input, the
marginal contribution to food production would ettslly decline. He,
therefore, contended that the only way to avoid #ifuation of chronic
low levels of living or absolute poverty was foropée to engage in
“moral restraint”.

Criticisms of the Malthusian Model
Malthusian model is criticized on a number of siistjt assumptions and
hypotheses that do not stand the test of empivixdlication:

1. His model does not take adequate account of tieearadl impact
of technological progress;

2. The model is based on a macro-relationship betwegulation
growth and levels of per capita income that dodsstemd up to
empirical verification;

3. It is based on a wrong variable of per capita inecs a key
determinant of population growth rates.

ITQ

Question

What is the greatest criticism levelled againsttiladian population
theory?

Feedback

Malthusian population theory was greatly condenuhgel to his inability
to factor in the importance of technological pragre
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6.3.2 The Demographic Transition

This model attempts to explain why all contempordeyeloped nations
have more or less passed through the same thrgesstf modern
population history. In the first stage, these ¢das had stable or very
slow growing population resulting from a combinatiaf high birth rates
and almost equally high death rates.

In the second stage, these was a transition fraiviesor slow growing
populations first to rapidly increasing numbers ahdn to declining
rates. This was as a result of better public healethods, healthier
peoples, higher incomes, and other improvementstiar words all the
foregoing led to a marked reduction in mortalitterthat gradually raised
life expectancy.

In the final stage, forces and influences of moisation and
development caused the beginning of a decline iitilifig eventually
falling birth rates conversed with lower death satieaving little or no
population growth.

ITQ

Question

Highlight the major characteristics of the firsige in the demographic
transition period

Feedback

The first stage of demographic transition periodharacterized by high
fertility rate and high mortality rate.

6.4 Negative Consequences of Population Growth

1. Economic Growth: Population growth lowers per capita income
growth in most less developed economies.

2. Poverty and Inequality: An increasing large family size, for
example, perpetuates poverty and exacerbates ilitgqua

3. Education: It lowers most times the opportunities of paretds
educate all their children.

4. Health: High population growth poses some hazards to mgthe
health. For example, closely spaced births hava beewn to reduce
birth weight and increase child mortality rates.

5. Food: Feeding the world’s population is becoming moffé&adilt due
to rapid population growth.

6. Environment: Population growth contributes to environmental
degradation in the form of forest encroachmentpdstation, fuel-
wood depletion, etc.

7. International Migration: High and rising increase in international
migration, either legally or illegally, has beentriauted to
developing countries population growth.
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ITQ

Questior

What are the likehnegative effecta country experiencing populati
growth may face

Feedbac!

We don’t knowexactlywhat you may think of , bithe likely negative
consequences of increasing popule include;

* Economic growth.

* Poverty and Inequality.

* Education

* Health

* Food

* Environment

* International Migration etc

Study Session Summat

o7

Summary

In this Study Session, our analysis was on poprle- the totality of
people living within a countryPopulation is afected by three maj
phenomenanamely:birth rate, death rate and net migratiwe went
further to review the impact of unemployment inat&n to populatiol
growth

Assessment

©

Assessment

SAQ 6.1 (tests Learning Outcome 6. 1)
List and explain the conceptual issues in popute

SAQ 6.2 (tests Learning Outcome 6.2)
Make a distinction between equilibrium and disetiilim unemploymen

SAQ 6.: (tests Learning Outcome 6.3)
Write short notes on the population theo

SAQ 6.£ (tests Learning Outcome 6.4)
What are the adverse effectsincreasing population growth in any econol
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Study Session 7

Economic Growth, Poverty and Inequality

Introduction

In this Study Session, you will explotee concept of economic grov.
We will as well drawa demarcating line betwe this concept and a
related concept, that economic development. The concept of po\
and inequality will also be discus:.

Learning Outcomes

Learning Outcomes

When you have studied this session, you shouldleeta:

7.1 draw a demarcating line between economic development i
economic growth.

7.2 point out the problemsassociated with using GDP per capita ¢
surrogate for economic growth.

7.2 explain the conceptual issues involved in poverty inequality.

7.4 measure level of poverty.

7.5 point out the causes and effect of poverty.

7.€ discuss how to eliminate poverty.

7.1 Economic Growth and Development

Economic growth The
expansion of country’s
productive capacity that leads
to a rise in total national
output.

Economic development An
event constituting a new
stage in a changing situation.

The word ‘economic growtH is often used interchangbly with
economic developmen There is howeve distinction between the tv
concepts. Economic growth refers to a sustainegease in th
productive capacity of country, that is, expar in output or nation:
output; vhile economic development, occurbien a countrexperiences
three main phenome, namely: structural changestitutional changes
and changes in the national output of a ne

From the foregoing, it sufficesthat economic growth is a subset
economic developmel Generally speaking, economic growth refer:
the increasing ability of a nation to produce mgo®ds and service
Growth can occur in two different wa

1. through an intesive and increase use of factors of production
like land, labour, capital and entrepreneurial vese:; by using
better technology or management techniques

2. through increased productivity of existing resosrcer via rising
labour and capital productivity.

Theoretically, having an increasing national outpueans greate
material welfare and a rise in the living standasfipeople. It does n«
necessarily mean to have higher levels of well dpédm all individuals in
the country As a matter of fact,a®nomic growthcan have negative
impact on a nation, which could include environmaédegradatio, and
loss of traditional cultural values. It may alsadetoa greater inequality
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between different classes of people in society ihat may widen the
gap between the rich and the poor.

ITQ

Question
What differentiates economic growth from econonggelopment?
Feedback

Economic development equals economic growth plts institutional
and structural changes.

7.2 Problems associated with using GDP per capita as a Growth
Measure

GDP per capita is obtained when gross domesticomaltiproduct is
deflated by the total number of people in a counffiie use of GDP as a
growth measure is fraught with the following prohke

1. GDP per capita does not provide any informatiopvaht to the
income distribution in a country;

2. GDP per capita does not take into account negatiternalities
from pollution consequent to economic growth;

3. GDP per capita does not also take into accounttipesi
externalities that may result from services likeuaation and
health; and

4. GDP per capita excludes the value of both econ@anit non-
economic activities that take place outside theketaplace such
as cost-free leisure activities like cycling.

Owing to these identified problems and limitationgrious indicators
have been developed to compensate for such lionstof economic
growth measurement. The main development indiaated is the Human
Development Index (HDI). It was developed by Udité&ations
Development Programme (UNDP) to measure the ecanaahievement
in combining economic growth as well as social aedf The HDI
measures the average achievement in a countryda thasic dimensions
of human development. Hence it is a comparativasme for countries
worldwide. The three basic dimensions of humaretiggment includes:

1. Along and healthy life as measured by life expecyaat birth;
2. Knowledge, as measured by adult literacy rate;
3. Adecent standard of living as measured by GDRapita.

HDI is essentially a score between zero and onscdke of zero would
mean no human development has taken place andre@ stone is the
maximum amount of human development. Thus, it issilibe however
that a nation may have a higher GDP per capitaimgnthan its HDI
ranking, this simply suggests that there is a veg level of inequality
i.e. high income levels are taking and enjoyingabgmall proportion of
the population as we have in Nigeria.
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The UNDP has also developed a number of other aalis. It ha
developed a specific gender development index ammah poverty
index, while the former is measured, which showsdge inequality ir
economic and political opportuni the latter on the other hand meast
and examines the extent of the disadvantages fagqukople who he
been deprived of human development. Thus, it mieasusing th
percent of people expected to die before age 4iereent of illiterate
adults, tle percent of people without access to health sesvend saf
water and the percent of underweight children ubdgsars

Problems associated with using GDP per capita as a Growth Measure

1) Its non provision of information relevant to the income distribution

in a country.
2) It does not take into account negative externalities from pollution
consequent to economic growth;
= 3) It does not also take into account positive externalities that may
result from services like education and health.

!
<

i

4) Its exclusion of value for economic and non-economic activities that
takes place outside the market place.

ITQ

Questior

What are three (3) major aspects of human livesaored by the Huma
Development Index (HDI

Feedbac!

The three (% aspects of human lives measured by the Hu
Development Index (HDI) ar

e Life expectancy;
e Educationas measured by adult literacy r.
e Standard of living as measured by GDP per ci

7.3 Poverty and Inequality

Income inequality is the existencedisproportionate distribution of tot
national income among households whereby the gjtang to the rich it
a country is far greater than the sl going to the poorThis is largely
due to differences in the amount of income derifredh ownership o
property and to a lesser extent, the result of difiees in earned incor

Income inequality can bring about poverty in a etyci Poverty is nc
just caused by individual experiences but by majequalities built intc
the structure of the society. verty is a relative concept used to desc
a people in a society that cannot participate & dhbtivities that mos
people take for granted. Poverty is understoadany senses. The me
understandings of the term inclu
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1. Description of material need, typically includiniget necessities
of daily living, (food, clothing, shelter and hdwadare). Poverty in
this sense may be understood as the deprivatioesséntial
goods and services;

2. Description of social relationships and need inicigdsocial
exclusion, dependency and the ability to parti@piat society.
This would include education and information;

3. Description of a lack of sufficient income and wbalThe
meaning of sufficient income and health varies Wideross the
different political and economic parts of the world

Poverty may be seen as the collective conditioam gifoup of poor people
or of poor groups, or sometimes, the entire nastae may be regarded
as poor. To avoid stigma, these nations are usuallied developing
nations. When measured, poverty may be absolutdative.

ITQ

Question

Why is poverty so prevalent in Africa and other @leping countries of
the world?

Feedback

Poverty is so high in Africa and other developingrd because there is
high inequality of income between the rich andphber therein.

7.4 Measurement of Poverty

7.4.1 Absolute Income Criteria

Absolute poverty refers to a set of standards wisiclonsistent over time
and between countries. Absolute measures definenenom standard
and then calculate the number (all percent) ofviddials that fall below
this threshold i.e. baseline; when an individudlsfaellow this baseline,
it means poverty is in place. These methods aret mssful when
determining the amount of poverty in a society aféples include:

A. Poverty line: This is a measure of the level of income necgssar
to subsist in a society. It varies from place tacp and from
time to time, depending on the cost of living andople’s
expectations. It is usually defined by governmemd calculated
as that level of income at which a household wdl/ate two-
thirds (to three quarters) of its income to basicessities such as
food, water, shelter and clothing;

B. Poverty index: This index was developed by Amartya Sen. It
takes into account both the number of poor ancxtent of their
poverty. Sen, defined the index as:

=05

Where P = the number of people below the poventy li
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Table 7.1

N = total number of people in society
B = Poverty line income
A = Average income of those people below the pgvare

Other indicators of absolute poverty include: Léepectancy and child
mortality.

7.4.2 Relative Income Criteria

Relative poverty views poverty as socially definmad dependent on
social context. In this case, the number of peagented poor will

increase while their income rises. The relativeasoeement will be to
compare the total wealth of the poorest one-thfrgapulation with the

total wealth of the richest one percent of the patan. Thus, relative
income measures compare the income of one indivaugroup with the

income of another individual or group. These measare most useful
when analyzing the scope and distribution of incameguality.

Percentile Distributions

One percentile is compared to another. For examplenight be
determined that the income of the top 10 percentd®nly slightly more
than the bottom 40 percentile. Individuals are Uguarranged by
ascending personal incomes and then divide thé patpulation into
distinct groups or sizes. A common method is todéi the population
into successive quintiles (fifths) or deciles (fex)taccording to ascending
income levels and then determine what proportiotheftotal income is
received by each income group. The table belowstibe hypothetical
but fairly typical distribution of income for a deleping country.

Typical Size Distribution of Personal Income in a Bveloping
Country by Income Shares (quintiles and deciles)

Column 1 Column 2 Column 3 Column 4 Cumulative
Individuals Personal % share in Total Frequency
Income Quintiles Income

Deciles

1 0.8

2 1.0 1.8 1.8
3 1.4

4 1.8 -5 3.2 5.0
5 1.9

6 2.0 3.9 8.9
7 2.4

8 2.7 9 5.1 14.0
9 2.8

10 3.0 5.8 19.8
11 3.4

12 3.8 13 7.2 27.0
13 4.2

14 4.8 9.0 36.0
15 5.9

16 7.1 22 13.0 49.0
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Kuznet ratio is a ratio that
is often used as the measure
of the degree of inequality
between the two extremes of
very poor and very rich in the
country.

17 10.5

18 12.0 22.5 71.5
19 13.5

20 15.0 51 28.5 100
Total 100 100 100

In Table 7.1, 20 individuals or more commonly hdwdds representing
the entire population of the country are arrangedrder of ascending
annual personal income ranging from the individuéth the lowest
income (0.8 units) to the one with the highest mea(15.0 units). The
total or national income of all individuals amouat100 units and it's the
sum of all entries in column 2. In column 3, thepplation is grouped
into quintiles of 4 individuals each. The firstigtile represents the
bottom 20 percent of the population on the incom&es This group
receives only 5% i.e. (a total of 5 money units)tleé total national
income.

The second quintile, individuals 5 — 8 receivesedcpnt of the total
income. Alternatively, the bottom 40 percent af gopulation (quintiles
1+2) is receiving only 14% of the income, while tiop 20 percent,"s
quintile of the population receives 51% of the totaome.

The common measure of income equality that can dmived from
column 3 is the ratio of the incomes received g/ tihp 20 percent and
bottom 40 percent of the population. This ratimetimes calleduznets
ratio after the Nobel Laureate, Simon Kuznet, it is ofiesed as the
measure of the degree of inequality between the eéwtcemes of very
poor and very rich in the country. This inequalisitio is equal to 51
divided by 14 i.e. approximately 3.64. To providemore detailed
breakdown of the size distribution of income, dexi(10%) shares are
listed in column 4. The bottom 1o percent of tlogpydation (the two
poorest individuals) is receiving only 1.8 percefitthe total income,
while the top 10% (the two richest individuals) eees 28.5% of the
total national income.

Finally, if we wanted to know what the top 5% rees, we would divide
the total population into 20 equal groups of induals (in this case, this
simply be each of the 20 individuals) and calcuthtepercentage of total
income received by the top group. For examplecaresee that the top
5% of the population i.e. Z0ndividual receives 15% of the income. A
higher share than the combined shares of the |o4086t

At every point of the diagonal, the percentage rafoime received is
exactly equal to the percentage of income recipifdr example, the
point half way along the length of the diagonalresents 50% of the
income being distributed to exactly 50% of the papon. At the 3
point on the diagonal, 75% of the income would isrithuted to 75% of
the population. In other words, the diagonal liserepresentative of
perfect equality in size distribution of incomeadh percentage group of
income recipient is receiving that same percentsgehe total income.
For example, the bottom 40% receives 40% of theme while the top
5% receives only 5% of the total income. The Larearve is plotted
using the decile data. Both the horizontal andicedr axis has been
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divided into ten equal segments corresponding th @ the ten decile
groups. Point A shows that the bottom 10% of thpybation receives
only 1.8% of the total income; point B shows tha¢ tottom 20% is
receiving 5% of the total income and so on for eaicthe 8 cumulative
decile groups. At the half way point, 50% of tragplation is receiving
only 19.8% of the total income.

Fig 7.1
Income
Line of equality
Lorenz curvi
Income recipier
The more the Lorenz line curves away from the diago(perfect
equality) the greater, the degree of inequalityesented.
Fig 7.2

This will represent a relatively equal distributiand the other represents
a relatively unequal distribution.
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Fig 7.3

Table 7.2

Therefore, the greater the inequality, the gretitercloser to the bottom
horizontal axis, the Lorenz curve will be. Howevlte Lorenz curve
suffers from some technical drawbacks: it is intdgaof earning
negative incomes. It is insensitive to errors @&asurement and cannot
distinguish among different locations of inequalinithin the saved
income range.

The Gini Co-efficient

Instead of graphical representation, the Gini Jiwieht offers a neat
numerical way of summarizing the message in a Losemve. The Gini

co-efficient is a measure of inequality of disttibn, the Gini co-

efficient is defined as a ratio between 0 and 1 rehicomes are
distributed perfectly, equally, the Gini-co-effinieis 0. On the other and
where incomes are distributed perfectly, unequdlig, Gini co-efficient

is 1. Gini Co-efficient can be derived as follows:

10,000

|:G _ 10,00(}2[( % of income receivery ( cumulativeincomereceiveq ]:|

% of % of Cumulative | Cumulative Columns
Income incomes % of Income (1x4)
Receivers (2) Income receivers (5)
(1) (3) 4)
10 0.8 0.8 0.8 8
10 1.5 2.3 3.1 31
10 2.3 4.6 6.9 69
10 3.2 7.8 12.4 124
10 4.3 12.1 19.9 199
10 5.8 17.9 30.0 300
10 7.9 25.8 43.7 437
10 10.9 36.7 62.5 625
10 16.6 53.3 90.0 900
10 46.7 100.0 153.3 1533
100 100.0 4226
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_10000-4226_ 5774
10000 10000
=05774

ITQ

Questior
What differentiate absolute poverty frcarelative poverty
Feedbacl

Absolute poverty is the complete lack of resoutoesustain life, while
relative poverty refers to the inadequ or lack of income whei
compared to the average standards living. As getdtjve poverty
implies that the indiidual has the ability to sustain his or her b
needs, but may lack the resources to engage iougasocial activitie

7.5 Causes and Effect of Poverty

So far, we have discussed the nature and scope of politics. You will now engage
in a reading activity on consensus view and conflict views on Politics”.

Task

Activity

Study the charts below and answer the questions that follow.
Allow 20 minutes

Chart A

Government
corruption

Poor

infrastructure Crime

Lack of
education

Overpopulation

Causes
of
Poverty

Lack of
freedom &
social
oppression

Natural
factors &
disaster
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Chart B

Diseases &
low
healthcare

Lack of
sanitation

Hunger and
starvation

Increased
High crime risk of
rate political
violence

Effect
of

Low
literacy

Emigration

Lower life
expectancy

Poverty

1) From chart A, which of the presented factor actually explains why poverty occurs?

2) Inchart B, what is the most devastating effect of poverty? Does the chart capture
all the effects of poverty?

Post your findings to your online tutor on Study Session 7 assignment page at your course website

ITQ

Questior

What is the mosdevastating effect of poverty?
Feedbacl

Hunger, starvation and low life expectarare themost devastatin
effect of poverty

7.6 Eliminating Poverty

1.

Economic growth, but must be accompanied by pregre

distributional change

Direct aid: government catirectly help those in ne

Improving the social environment and abilities bé tpoor i.e
affordable housing, education, affordable healtlcaubsidizing

the unemployed group

Providing help and generating employment.
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ITQ

Questior
The bespoverty remedy in an economy is
Feedbacl

Prc-poorpoverty instruments should be encouraged and
implemented. Pi-poor programs are policies and programs target
the poor people in an economy to help better theis,

Study Session ummary

o7

Summary

In this Study Session, we considereconomic growthas a subset of
economic developmenWe noted that there are problelassociated
with using GDP pe capita as a growth measure.

We also conceptualisepoverty as either being absolute or relati
Poverty coul be caused by lack of freedom and social oppregsion,
failed, or absence of an infrastruci; government corruptic; crime;
natural disaster; overpopulation; elack of educatio to mention a few.
We concluded the Study Session by presenting waysughravhich
poverty can be controlled, thesénclude: economic grow with
procressive distributional changgovernment’s direct aidimproving
the social environment and abilities of the p

Assessment

Q)

Assessment

SAQ 7.1 (tests Learning Outcome 7.1)
Differentiate between economic growth and econataielopmen

SAQ 7.2 (tests Learning Outcome 7.2)
What are the problems associated with the use d? @& capita as
measure of economic grow

SAQ 7.3 (tests Learning Outcome 7.3)
What are the conceptual issues involve in povertyinequality

SAQ 7.<(tests Learning Outcome 7.4)
Discuss the poverty dimensio

SAQ 7.5 (tests Learning Outcome 7.5)
Examine clearly the causes and effects of po

SAQ 7.6 (tests Learning Outcome 7.6)
Suggests ways through which poverty can be allediat our societ
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Study Session 8

Introduction

International Trade

In this Study Session, you will be exposedwby trade is so crucial 1
human existence by examining the gains in tradé iBhintended to b
achieved by specifically focusing on the principé absolute cos
advantag and comparative cost advantage.

Learning Outcomes

Learning Outcomes

When you have studied this session, you shouldleeta:
8.1 outline the general basis for international trade.
8.2 apply the theories of trad® provide basis for international tra

8.1 Basis of International Trade

Trade by barter

A transaction which requires
giving up goods in return for
goods

Before the idea of exchange and transactions begmmpelar,trade by
barter was in vogue. Thisystem of trade was beset with sev
problems, which include double coincidence of waimdivisibility of
goads, lack of division of labour and a lot more. Tih&oduction of
money later ead the process, pattern and structure of trade tréinsa:

The diversity in the resource endowments actualyn§ tle basis of
international trade.Nations of the worlddiffer in their resourc
endowmeni. While some countries are better endowed with nh
resources have vast fertile and cultivable landyeladeposits of miner.
resources, and better climatic conditions, somerathonomies are beti
equipped with cpital and technology. The world distribution of sasces
is largely characterised with irregularities or afdnces. Thus, no sinc
nation can lay claims to been 100% self sufficiemayits resourc
requirements or said to have a perfectly balanapgly of resources.

Moreover, uneven distribution of world resourcesas the only basis (
trade between the countries. What is more impbitathe gains fron
foreign trade. The earliest trade theories, talghere light on this are
are the theoryf absolute advantage and comparative cost adva

ITQ

Questior
Give any two reasons why there is need for inténat trad
Feedbacl

Severe reasons accounted for the need for countries tagenin
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international trade. Although, we don’t exactly wigau can think of,
but you can think of any of the following reasons;

* No country is self-complacent,

« Natural resources are not evenly distributed,

» Difference in climatic factors,

* Need to foster unity and cooperation among natsnos

8.2 Theories of Trade
8.2.1 Theory of Absolute Advantage

This trade theory was pioneered and credited toetidiest classical
economist, Adam Smith. The theory asserts thagy be possible for
all countries to produce all the commodities thesedy in spite of
resource constraints. However, the cost of pradoaf goods for which
a country is deficient in its resource endowmentsildl be exorbitantly
high. It is, therefore, advantageous for a coumdryspecialize in the
production of commodities which it can produce neffitiently, i.e. at a
lower cost of production. In other words, a coynénds to specialise in
the production of those commodities in which it has absolute
advantage in cost of production.

Adam Smith’s theory of absolute advantage can lostilited through a
simple, hypothetical two-country and two-commodityample. Let us
suppose that labour cost of production of rice alath in Nigeria and
Ghana is as given in Table 8.1.

Table 8.1 Country Per Labour Cost (Man hour)
Rice Cloth
Nigeria 30 60
Ghana 50 20

As the table depicts, Nigeria needs 30 man houggdduce one ton of
rice whereas Ghana requires 50 man hours. Theotaite production

in Nigeria is thus much lower than that in Ghamdigeria, therefore has
an absolute advantage in rice production, while fahaeeds 20 man
hours to produce one yard of cloth, Nigeria nedalsn@n hours. Thus,
Ghana has absolute advantage in cloth productiéoing by the theory
of absolute advantage, Nigeria would specializeice production and
import cloth and Ghana would specialize in clotbdarction and import
rice.

8.2.2 Theory of Comparative Cost Advantage

This theory was pioneered by David Ricardo. Thengiple of
comparative cost advantage asserts that a couriioulds under
competitive conditions specialize in the exporthed products that it can
produce at the lowest relative cost. This sugg#sts possibility of
gainful trade between two countries even if onediz®lute advantage in
the production of both the commodities and the motladsolute
disadvantage in production of both commodities.is Theory provides a




Study Session 8  International Trade

Table 8.2

powerful argument that so long as countries havepewative advantage
in the production of commaodities, specialisationl &rade between them
would always be possible and advantageous to #iewh.

For example, let us suppose that in our two-coutwgrcommodity
model. Nigeria is more efficient in producing gedike rice and cloth as
shown in Table 8.2.

Per Labour Cost (Man hour)
Country
Rice Cloth
Nigeria 30 60
Ghana 50 80

As Table 8.2 shows, Nigeria can produce both tleelganore efficiently,

i.e. at a lower cost compared to Ghana. But, kar lative efficiency

is evidently greater in rice production becausedust of rice production
is just half her cost of cloth production. Nigeatso has comparative
advantage in rice production because she needs(80§0) 100 = 60%

of the cost of rice production in Ghana. But Nigehas comparative
disadvantage in cloth production because her dosloth production is

twice her cost of rice production. On the other dyaGhana has
comparative advantage in cloth production becawserdlative cost of
cloth production (i.e. 80/50) is less than Nigesiéi.e. 60/30). In other
words, if Nigeria shifts 30 man hours from ricedoth production, she
gains only 30/60 = 0.5 yard of cloth, whereas ifaG& shifts 50 man
hours from rice to cloth production she gains 56380625 yard of cloth.

Thus, Nigeria has comparative advantage in ricdymtoon and Ghana in
cloth production.

Criticisms of Theory of Comparative Cost Advantage

Ricardo’s theory of comparative cost advantagedesise under serious
criticisms which were basically due to its certasimplifying
assumptions. These include among others:

1. It assumes the homogenous of labour.

It also assumes that labour is the only factorrotipction.

It ignores the demand side of trade only focushensupply side.
It also assumes that factors are perfectly mobile.

It assumes away cost of transportation.

6. Its assumption of existence of perfect competitsounrealistic.

8.2.3 Heckscher Ohlin Theory of Trade

Heckscher-Ohlin theory attempts to provide answersthe major
guestions which other earlier trade theories failedanswer. These
guestions are: Why does a nation have comparativantage in the
production of a commodity and comparative disacvgat in the
production of another? Why is there difference e tproduction
possibility curves of nations?

ok b

The theory of trade expounded by Heckscher andh@hinost popularly
known as the Heckscher-Ohlin theory of trade; itlso referred to as
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factor-endowment theory of trade or the modern thex trade. The
theory states that comparative advantage in thé aogroduction is
explained exclusively by the differences in thetdaendowment of the
nations. In a general sense of the term, factdowment refers to the
overall availability of usable resources includimgth gift of nature and
man-made means of production.

The Model and its Assumptions

The Heckscher-Ohlin Theory assumes the following:
1. two country and two commodity world;
2. perfect competition in both product and factor ne#sk

3. production factors of labour and capital in botlumtnies are
homogeneous;

4. factor supply is given and factors are fully emgady

5. factors labour and capital are fully mobile betwées industries
x and y in a country but completely immobile betweeuntries;

6. production possibility curves are concave to thgior

7. production functions for both goods and in both¢bantries are
homogenous of degree one;

8. no transportation cost is also assumed;
9. identical indifference curves in both countries;
10. production technology for commodity x and y areolab and
capital intensive in nature respectively.
Criticisms of Heckscher-Ohlin theory

The theory is based on a number of simplifying amarealistic
assumptions, as stated under the assumptions ofdtiel.

ITQ

Question

What differentiate absolute cost advantage frompamative cost
advantage in international trade theory?

Feedback

The major difference between these two theoriestefnational trade
hinges on the fact that the former advocated femttoductions of goods
and services by countries based on efficiency Jatver cost of

production, while the latter advocated for samedpotion of goods and
services but based on country’s lowest relativé @portunity cost).
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Study Session Summat

In this Study Session, we outlined the generalsbfmi internationa

trade. We alsoexamined the theories of absolute cost advan
comparative cost advantage and fe-endowment theory of trac

Summary
Assessment
SAQ €.1 (tests Learning Outcome 8.1)
‘ Justify the rationale behind the existence of imaé&ional trade
Assessment SAQ 8.Z (tests Learning Outcome 8.2)
Using theories of international trade, discuss flyrigehy countries shoul
trade with one anotht
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Study Session 9

Monetary and Fiscal Policy

Introduction

Every government or countusually hasertain stated objectives, goz
aims and missionto achieve; these can compactly be referred t
targets. For these tardge to be realised, a governm may employ
policies which may eher be monetary or fisgadlepending on the natt
and type of te problems concerned. In th&udy Session, you wi
explore the policy instruments that can be used to modehetdevel of
economic activities. Such instruments are colletyivreferred to a
stabilization instrumentAttemptswill be made to expla the objectives
of policy instrument tools, monetary policy framewankd fiscal policy
measures in Nigeri

Learning Outcomes

When you have studied this session, you shouldleeta:
9.1 present monetary policies as instrumentsgavernmen
9.2 outline how fiscal policy can be applied in a developingirtoy

Learning Outcomes such as Nigeri#o regulate the level of economic activiti

9.1 Monetary Policies

Monetary policy can be subsumeds a policy measure designed
regulate and control the volume, cost, availabditg direction of mone
and credit in an economy in a desirable directionathieve som
specifiedmacroeconomi@olicy objectives. Thus, it is a deliberate eff
by themonetary authorities (Central Bank in the case igeNa, Federe
Reserves (US), Bank of Exchanger in England) totrobrthe money
supply and credit conditions for the purpose ofi@ghg certain broa
economic objective

9.1.1 Objectives of Monetary Policy
The ultimate objectives of every monetary policyespective of th
political arrangement a country may have, may bergas follows

A. sustained increase in outputs growth;

B. price stability;

C. full employment;

D. sustainable balance of payments;

E. exchange rate stability.

The first three that is (A) to () can be summed up as econo
stabilisatiol, and (D) and (E) as external balance.
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9.1.2 Monetary Policy Instruments/Tools

The apex financial institution of any economy caanipulate any of the
following monetary instruments to achieve its slatdjectives. These
instruments at the disposal of monetary authoritea be direct or
indirect.

Direct monetary policy instruments are those manetgolicy
instruments whose impact is passed on the targeatgables without any
recourse to any intermediary link. Examples ofhsutstruments are
aggregate credit ceiling, deposit ceilings, excleangntrols, restriction
on the placement of public deposits, special dépasid stabilisation
securities.

Indirect monetary policy instruments, on the otlend, are those
monetary policy instruments whose impact can ondy felt on the
targeted variable through the link of intermediargzxamples are: open
market operations, (OMO), cash reserves requiresneiguidity ratio,
minimum rediscount rate, party charges and selextedit policies. For
instance, if the government of a country wantsitivee increase/decrease
money holdings by the general public. This is bksttrated through the
schematic diagram below:

CBN (OMO) — Commercial banks — General public.

From the illustration above, it is quite obvioustticommercial banks act
as an intermediary link between the governmentthedgeneral public.

The same process goes for other indirect tools arfatary policy listed

above.

ITQ

Question
What is the primary objective of monetary policy?
Feedback

The primary objective of monetary policy is to emsuealisation of
economic stabilisation and external balance.
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Fig 9.1

Federal
Government

Federal
Ministry of
Finance

Central Bank off

Nigeria
Monetary
Policy
|
I 1
Tools /
Instruments Targets
I_I_l |
I 1
; : Proximate Ultimate
Direct Tools Indirect Tools Targets Targets
Credit ceilings i
D it Cas.h r(.es.erve rauo Interest rate Sustined growth
(E] 0108 Liquidity ratio ) . ) "
ceilings . . Domestic credit Price stability
. . Minimum discount
Direct credit rate Money supply Full employment
Special Selective credit Base/High Exchange rate
deposits policies powered money stability

9.2 Fiscal Policy

Fiscal policy, on the other hand, is taken to &t gart of governmer
policy concerning the raising of revenue througkaten, and othe
means and deciding on the level and pattern of relpee for the
purpose of influencing economic activities ctaining some desirab
macroeconomic goals. Alternatively and simply putis the use o
government spending and taxing raising power tluémfce the level ¢
economic activities in a sta

9.2.1 Objectives of Fiscal Policy

The objectives of any fial policy are similar to that of monetary poli
since they both aim at achieving macroeconomiccpalbjectives whicl
includes among othe

A. to achieve sustained economic growth;

B. to achieve a relative stability;

C. to achieve full employment equilibrium;

D. to achieve balance of payment equilibrium.

9.2.2 Fiscal Policy Measures in Nigeria

In Nigeria, the major fiscal policy instrumentslunde changes in taxatic
rate like:

i. Personal Income Tax (PIT),

ii. Company Income Tax (CIT),
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lii. Petroleum Profit Tax (PPT),
iv. Capital Gain Tax (CGT),
v. Import Duties, Export Duties, Excise Duties anadao

Also the foegoing includes changes in government spending
expenditure (both recurrent and capital). Theseegowent expenditure
constitute an instrument for direct rurce allocation, while generatil
employment opportunities and influencing the gelneriae level as wel
as determining the extent of fiscal deficit or dusgor each fiscal yee

ITQ

Questior

Is there any similarity between monetary py and fiscal policy? If ye
/No, state your reason

Feedbacl

Yes, both of them are government policy instrun

Study Session Summat

&y

Summary

In this Study Session, we noted thovernment has at its disposal sc

policy instruments that can ladopted and manipulated to influence

level of economic activitic. These instruments ¢ monetary and fiscal
policy. The former can be defined as a policy measiesigned t

regulate and control the volume, cost, availabiltyd direction o

money ad credit in an economy in a desirable directioathieve som

specified macroeconomic policy objectives. Theelatefers to that pa

of government policy, concerning the raising of elewe througl

taxation, and other means and deciding on the lavd pattern of
expenditure for the purpose of influencing econoraittivities or

attaining some desirable macroeconomic goals. Thatyr have thi

following objectives common to themsustainable economic grow

price stability, full employment equilibriumnd balance of payme

equilibriurr.

Assessment

Q)

Assessment

SAQ €.1 (tests Learning Outcome 9.1)
What are the tools of monetary po' in Nigeria?

SAQ 9.2 (tests Learning Outcome 9.2)
Explain how fiscal policy can be used to regulader®mic activitiesin
Nigeria
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Notes on SAQs

Notes on SAQs

SAQ 1.1

Applied Economics is the application of economiedties and analysis.
It involves the application of economic theoriesl gminciples to solve
real life problems. It is the application of bagiconomic assumptions
toward solving real life problems. Thus, the focfif\pplied Economics
is on real world problems — using economic theoded principles to
clarify why and how things have happened the way tifrey have.

SAQ 1.2

The relevance of applied economics to any societynot be over-
emphasised. This is because many fundamental pnebl#hat are
plaguing the growth and development of societyrareonly solved but
concerted efforts are been made to prevent theocrterence. Some of
the relevance of applied economics to any socretiyides:

* Provision of exact and true pictures of issues ey toccur:
applied economics is a powerful tool that enables ttue and
complete picture to emerge, so that it becomesilless decide
what to do and where to go from the current pasitio

e Determination of possible solutions to situatiorhahd: It is a
mechanism that helps to determine the possibles $kegt can be
taken to improve current economic situation. Thapplied
economics helps in examining each aspect of theewrur
economic condition with the aim of providing souitltas on
how to maintain aspects that are working at a megtde rate of
efficiency, and strengthen areas where performanaeak.

* Prevention of reoccurrence of negative situationabrleast
minimise its impacts: Applied economics helps iractéing
valuable lessons on how to avoid the recurrenca akgative
situation, or at least minimize the impact.

SAQ 1.3

Applied economics deals with awareness creation aralysis of key
contemporary economic or public policy issues af time. Thus, some
of the key contemporary economic/public policy esare:

v'economic growth and development
v developmental challenges in developing countries
v’ factors influencing economic growth and development

SAQ 2.1

Developing countries simply refers to countriest i@ poor in nature.
These countries are sometimes called underdevelepadomics. They
are countries that are tending towards developmBifterent criteria are
used to classify countries as being developingh witr capita income
mostly and commonly used to define developing worltHowever,
multilateral organisations such as Organisation f&conomic
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Cooperation and Development (OECD), United Natigdsl), World
Bank and United Nation Development Programme (UND$&)ally use
three main criteria to describe countries as dgietp these are;

Gross National Income (GNI): this involves classification of countries
into low income, lower, middle income, upper middieome, high
income OECD and other high income countries. Thimyeloping
countries are those with low, lower middle or uppaddle incomes.
These countries are usually grouped by their ggducaregion. For
examples such countries include East Asia and #u#i® Europe and
Central Asia, Latin America and the Caribbean, Bo@isia and sub
Saharan Africa. The per capita gross national ireim these countries
are extremely low.

International indebtedness: The classification involves defining
development, using different degree of countriedeitedness like
severely indebted, moderately indebted and lessbited economies.
Level of human developmentLastly, the United Nations Development
Programme (UNDP) defines developing countries atingrto their level
of attainment, in the human development indicaldts good health
status, high literacy level and other socio-ecomamilices.

SAQ 2.2

There are many characteristics that developing tciesnshare that helps
to define their lack of development. Below are somemmon
characteristics among developing countries;

* low standards of living,

* lowincome,

* high infant mortality,

* malnutrition

» lack of access to basic goods and services suchater and
shelter,

* low level of productivity,

» shortage of physical capital needed to match prtoauyc

» chronic absolute poverty,

* high level of unemployment,

* unfavourable balance of payment,

* high international debt

* presence of inequality,

* poor health

* inadequate education etc

SAQ 2.3

Having explored some of the commonly shared charigtts among the
developing countries of the world, there existstaiar structural
difference among these set of countries that domssi developing
economies. These differences include among others:

* the size of the country;

» the historical and colonial background;
» physical and human resources;

» ethnic and religious makeup;
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e the nature of industrial structure;

» degree of dependence on external economic andicpblit
forces,

» the distribution of power and the institutional apdlitical
structure within the nation.

SAQ 3.1

Agriculture can be defined as the science andfgrtazlucing plants and
animal products for the use of man and industryaldb includes the
processing and marketing of agricultural produddgriculture has
contributed tremendously to the growth and devekamnof the Nigerian
economy. It is not a gain saying that agricultuiremains the mainstay
of the Nigerian Economy. The sector has contrithiteethe economy in
the following ways:

Agricultural sector is the primary source of empi@nt in the
country: This sector has employed nothing less #ar80 per
cent of the country’s labour force. Although thegaemtage of the
population that engaged in agriculture has declmed the years
due recent improvement and development in the aieior. Yet
this sector still remains the primary source of Eyment in the
country.

Foodstuffs provision for the teeming populationisltnot doubt
that bulks of the foodstuffs available in the ecogare products
of the sector.

It serves as a major source of export: This isiedrout through
the exportation of principal primary commoditieshiagh will
increase Nigeria’'s foreign exchange earnings angthwban be
used to finance a variety of developmental projects

It contributes to the growth of the country’s GDRgricultural
sector makes a substantial contribution to thd tatarevenue, as
well as having important implications for inter-smal terms of
trade.

Provision of raw materials to other sectors of dhenomy: Raw
material like cotton, latex from rubber trees, @gloils and nuts
etc which are mostly used by industrials sectors @mrade
available by agricultural sector. Also, the settas the potentials
of releasing labour to the modern sectors of tlomeay.

It helps in capital formation: Savings generatednf the
agricultural sector can be mobilised for developmeaurposes
while increase in rural income as a result of iasneg
agricultural activities can further stimulate thedustrial sector
by creating additional demand for the productshef ‘'modern’
sectors.

SAQ 3.2

There are several problems confronting agriculioréligeria. Some of
these problems are:

The rapid shift of the population from rural to arbareas and the
shift in consumption patterns from local to impdrfeod items.

The oil boom, policy inconsistency, and the deciimeolitical
commitment to agricultural and rural development.
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Inadequate incentive framework and pervasive distts in the
macro-economy.

Absence of a price support mechanism and pervasstertions
in macro-economic and sectoral policies, includmgpaligned
exchange rates and heavy taxation of agricultabes.

Continued dependence on rain-fed agriculture aadatisence of
economies of scale.

A land tenure system that inhabits the acquisittériand for
mechanised farming.

Inadequate agricultural extension services and ldek of
indigenous agricultural capacity or technologiespmnsive to
local conditions.

Finally, a degraded environment that has reducedwdgral
yields.

SAQ 4.1
The objectives of Industrial policies in Nigeriainde the following:

ensuring rapid expansion and diversification afusirial sector
of the economy;

increasing income realised from industrial actesti
creation of more employment opportunities;

promoting even development and fair distributionnofustries in
all parts of the country;

raising the level of intermediate and capital gopasluction;

promoting indigenous manpower development in tlausirial
sector;

raising the proportion of indigenous ownership iggregate
industrial investment in the country among othéngh.

SAQ 4.2

Over the years, Nigerian government has experirdediféerent kinds of
incentives aimed at boosting the performance ofitlgeistrial sector.
Some of the incentives which have been providednidustrial investors
in Nigeria include:

VVVVVVVVVYYVY

Tax Holidays

Import Duty Relief:

Depreciation Allowances:

Prohibition of Dumped and Subsidised Goods

Granting of tax reliefs

Provision of export development fund to assist ganies
Giving of export expansion grants

Rehabilitation and expansion of existing infrastuve,
Establishing Bank of Industry (BOI)

Banning the importation of some products considégadnful.

SAQ 4.3

The significance of industrialisation to any nationcluding Nigeria
cannot be overemphasised. This is because a na#ibpnot develop
beyond its level of advancement in terms of indaksation. Thus, the
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relevance of industrialisation to the Nigerian ewmoy is discussed
below.

= Industrial sector forms an important index thatlais Nigerian
GDP’s performance. Relevant statistical data ewpldithat, the
sector contributed to Nigerian GDP up to the tuhB.8% in 1960.
It was 19% in 1970, 34% in 1980, 43% in 1990, 3TPthie year
2000 and 20% in 2005. A closer examination ofgheve values
reveals that the sector recorded its highest daritan in 1990 and
lowest in 1970.

= Industrial sector contributes positively to the mmamy of Nigeria
by creating employment opportunities for the uneyet
Nigerians.

= |t also brings about economic growth and develogmdihe sector
drives growth in infrastructural developments

SAQ 5.1

Education in Nigeria is the shared responsibilityhe federal, state and
local governments. The Federal Ministry of Eduagatidays a dominant
role in regulating the education sector, engagmngdlicy formation and
ensuring quality control. However, the federal goweent is more
directly involved with tertiary education than & with school education,
which is largely the responsibility of state (sedary) and local
(primary) governments. The education sector isdéidiinto three sub-
sectors: basic (nine years), post-basic/seniormsizey (three years), and
tertiary (four to seven years, depending on theomaj course of study).
Education in Nigeria is provided by public and pt institutions.

According to Nigeria’s National Policy on Educatiq@004), basic
education covers education given to children 3-&&ry of age, which
includes pre-primary programs (ages three to fie@d nine years of
formal (compulsory) schooling consisting of six seaf primary and
three years of junior secondary.

Post-basic education includes three years of sesgioondary education
in either an academic or technical stream. Comgp@ducation options
are provided through vocational and technical skshoo

The tertiary sector consists of a university seetod a non-university
sector. The latter is composed of polytechnics, atexhnics and colleges
of education. The tertiary sector as a whole offepportunities for
undergraduate, graduate, vocational and technhatation. There are
currently (2011) 117 federal, state and privateversities accredited in
Nigeria as degree-granting institutions. Information all accredited
universities is available on the National UniversiCommission’s
website. The academic year typically runs from Seer to July. Most
universities use a semester system of 18 — 20 wéatkers run from
January to December, divided into 3 terms of 10w&2ks.

Annually, an average of 1.5 million students tdie Wnified Tertiary and
Matriculation Examination (UTME) for entrance intdNigerian
universities, polytechnics and colleges of educatigniversities have the
capacity to absorb less than 40 percent of theddakers. The other 60
percent tend to go to their second and third chaiategories of
institutions—polytechnics and colleges of educatidfany Nigerian
students also apply to institutions abroad. In 20404 percent of the
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students who sat for the UTME made the minimumottigrade of 200
(out of 400) for entry into Nigerian universities.

SAQ 5.2

Health and education are closely related in thecgss of economic
development. The link between these social servieelsication, and
health) can be captured by their roles toward gnoavtd development of
any nation. The benefit of these services in theld@ment of any nation
cannot be over-emphasised. Education raises thdasthof living of the

people; it brings about improvement in the quatifyhealth, facilitates
access to quality paid jobs; enhances the prodtyctevel of the entire
nation and also facilitates social and politicatisgpation of the people.

There exist a close connection between health andnosnic
development. Investments in health are rewardexitr time by streams
of benefits from greater vitality and productivay work and by reduced
absenteeism and longer working life. Aboyade (19&%yerts that
subsisting in a strongly unhealthy environment @emminous with
chronic or sustained long illnesses, which obvipuishit the range and
intensity of economic activity. Low outputs and¢@mes contribute to
poor nutrition, which further enhances the rate robrbidity and
mortality. A longer life raises the return to intreents in education;
better health at any point during working life mayeffect lower the rate
of depreciation of education capital. On the othend, greater education
capital may improve the return to investments ialtmebecause many
health Programme rely on basic skills often leatschool, including
hygiene and sanitation, not to mention basic ldgrand numeracy;
education is also needed for the formation andnitrgi of health
personnel

SAQ 6.1

Population simply refers to the totality of the pkwliving in a country. It
can also be defined as the total number of peoplabiting in a
particular geographical location or place. The wtad population is
important because it involves people and their avelfThe ‘people’ is an
important component and a vital part of the ecomosystem. They are
the suppliers of labour, consumers who are thenate beneficiaries of
the products of development. These are the reagbyst is desirable to
know the number of people in geographical areal(fwdpulation), what
their ages are (age distribution), how many areenzald female (sex
distribution), where they live (geographical or tgladistribution), what
jobs they are doing (occupational distributiony,. dthese are part of the
reasons why population censuses or head countoadeicted at regular
intervals.

The difference between developing and developetbnsatin terms of
rates of population growth can simply be explaitgdlooking at the
major determinants of population growth, which lir¢h rate, death rate
and migration rate.

Birth rate constitutes a plus on the rate of population ghowthe birth
rate is measured as the number of babies bornrthrshper thousand
people.
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Death rate represents a negative on the population becausergsents
the number of people dying per thousand.

Migration could either be a plus or a minus. It constitatgsus where
there is a movement into a country (immigratiomyd & is a minus when
there is a movement outside the country (emigrationAll these

phenomena have implications for a country’s ecoroprogress and
development either in the short run or in the long

Other conceptual issues relating to population are;

Optimum Population: This is the population size giving the existing
resources, institutional conditions and technologyoduces the
maximum output or highest living standards.

Overpopulation: This is said to occur when the number of peopla in
country exceeds the optimum population.

Under population: This describes a situation whereby prevailing
population is less than the optimum level. Thebpm is that of
inadequate human resources to optimally harnestilze the available
economic resources.

SAQ 6.2

Equilibrium (Natural) Unemployment: This refers to the difference
between those who would like employment at theenirwvage rate and
those willing and able to take a job. That issithe difference between
those who would like to be employed at the curpgavailing wage rate
and those who are willing, ready and able to wdhe inherent problem
here is problem of mismatching. For instance dlmeay be vacancies for
computer technicians and unemployment in the sieeélstry, but
unemployed steel workers cannot immediately becoooenputer
technicians. There are various types of equilibriumamployment, which
include:

i.  Frictional (search) unemployment
ii.  Structural unemployment
Iii. Seasonal unemployment

Disequilibrium Unemployment: This on the other hand refers to
unemployment that result from real wages in theneowy being above
the equilibrium level. There are three possiblesoea that could make
the actual average wage rate to be above the madkelibrium wage
rate. These are:

» if the wage rate is pushed up above the equilibrium

o if there is a fall in the aggregate demand for labwith no
corresponding fall in the wage rate; and

» if there is an increase in the aggregate supplatdur with no
corresponding fall in the wage rate.

However, each of these three scenarios causesrigee® a distinct type
of disequilibrium unemployment.

i.  real wage or classical unemployment;
ii. demand-deficient or cyclical unemployment;
iii. growth in the labour supply.
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The Malthusian Theory of Population

An Englishman, Reverend Thomas Malthus, postulatetheory that
describes the relationship between population droamd economic
development. While hinging on the concept of disfimg returns, he
postulated a universal tendency for the populatioa country to grow at
a geometric rate, if it is not checked by dwindlfiegd supplies. Due to
diminishing returns to the fixed factor e.g. larfdpd supplies could
expand only at a roughly arithmetic rate. Reasonhis is that since land
is a fixed factor input, the marginal contributitem food production
would eventually decline. Thus, he contended thatanly way to avoid
this situation of chronic low levels of living obsolute poverty was for
people to engage in “moral restraint”.

However, this theory was subjected to some crittcaldemnation. Some
of the criticisms levelled against Malthusian moidelude the following:

* His model does not take adequate account of tieeartd impact of
technological progress;

 The model is based on a macro-relationship betvpegulation
growth and levels of per capita income that doesstemd up to
empirical verification;

» It is based on a wrong variable of per capita ineoas a key
determinant of population growth rates.

Demographic Transition Theory

This model attempts to explain the facts that efirmmies of the world
whether developing or developed, must pass thrahghsame three
stages of modern population history. These stagediscussed below;

First stage: these countries had stable or very slow growingupagion
resulting from a combination of high birth rategladimost equally high
death rates. This implies that this stage is chariaed by high birth rate
and high death rate.

Second stage:these was a transition from stable or slow growing
populations first to rapidly increasing numbers ahdn to declining
rates. This was as a result of better public healethods, healthier
peoples, higher incomes, and other improvementstiar words all the
foregoing led to a marked reduction in mortalitterthat gradually raised
life expectancy.

Final stage: forces and influences of modernisation and devetyp
caused the beginning of a decline in fertility; ewally falling birth rates
conversed with lower death rates, leaving littleormpopulation growth.

SAQ 6.4

The negative impact of increasing population to aegonomy,

particularly developing countries include the fallag:

i.  IncreasingPopulation growth tends to lower per capita income
growth of the affected countries. This remains ammon
phenomenon in most less developed economies.

ii.  Anincreasing large family size, for example, péupées poverty
and exacerbates inequality.
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iii. It lowers most times the opportunities of pareateducate all their
children. Thus, quality of education is affected imgreasing
population growth.

iv.  High population growth poses some hazards to mgtheralth.
For example, closely spaced births have been showreduce
birth weight and increase child mortality rates.

v. Feeding the world’s population is becoming mordialift due to
rapid population growth.

vi.  Population growth contributes to environmental degtion in the
form of forest encroachment, deforestation, fuebdalepletion,
etc.

Vii. High and rising increase in international migratieither legally or
illegally, has been attributed to developing coigstrpopulation
growth.

SAQ 7.1

Economic Growth is a narrower concept than econataielopment. It
is an increase in a country's real level of nafiandgput which can be
caused by an increase in the quality of resourbgseflucation etc.),
increase in the quantity of resources & improvemémttechnology or in
another way an increase in the value of goods aendces produced by
every sector of the economy. Economic Growth cambasured by an
increase in a country's GDP (gross domestic prydduct

Economic development is a normative concept i.eapplies in the
context of people's sense of morality (right andmng; good and bad).
The definition of economic development given by Miel Todaro is an
increase in living standards, improvement in settem needs and
freedom from oppression as well as a greater chdise most accurate
method of measuring development is the Human Dewedmt Index
which takes into account the literacy rates & légpectancy which
affects productivity and could lead to Economic Wit It also leads to
the creation of more opportunities in the sectdreducation, healthcare,
employment and the conservation of the environménimplies an
increase in the per capita income of every citizen.

Economic Growth does not take into account the sizéhe informal
economy. The informal economy is also known askiaek economy
which is unrecorded economic activity. Developmali¢viates people
from low standards of living into proper employmemnith suitable
shelter. Economic Growth does not take into accdbatdepletion of
natural resources which might lead to pollutionngestion & disease.
Development however is concerned with sustaingbihich means
meeting the needs of the present without comprogisuture needs.
These environmental effects are becoming more gfr@blem for
Governments now that the pressure has increas¢itcondue to Global
warming.

Economic growth is a necessary but not sufficiemtdition of economic
development.
SAQ 7.2

GDP per capita is obtained when gross domesticomatiproduct is
deflated (divided) by the total number of peopl@ioountry. The use of
GDP as a growth measure has the following inhgyetilems:
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I.  GDP per capita does not provide relevant infornmatelating to
the income distribution in a country;

i. GDP per capita does not take into account nega&tkternalities
from pollution consequent to economic growth;

iii. GDP per capita does not also take into account tipesi
externalities that may result from services likeueation and
health; and

iv. ~ GDP per capita excludes the value of both econamit non-
economic activities that take place outside thekatgplace such as
cost-free leisure activities like cycling.

Sequel to these identified problems and limitatjorerious indicators
have been developed to compensate for such lionstof economic
growth measurement. The main development indiaated is the Human
Development Index (HDI). It was developed by Udité&ations
Development Programme (UNDP) to measure the ecanaahievement
in combining economic growth as well as social aedf The HDI
measures the average achievement in a countryda thasic dimensions
of human development. Hence it is a comparativasme for countries
worldwide. The three basic dimensions of humarebtggment include:

» Life expectancy;
» Education, as measured by adult literacy rate;
e Standard of living as measured by GDP per capita

HDI is essentially a score between zero and onscdke of zero would
mean no human development has taken place andre stone is the
maximum amount of human development. Thus, it isside however
that a nation may have a higher GDP per capitaimgnthan its HDI
ranking, this simply suggests that there is a Vegh level of inequality
i.e. high income levels are taking and enjoyingabgmall proportion of
the population as we have in Nigeria.

SAQ 7.3

Income inequality refers to a situation where thé&eexistence of

disproportionate distribution of total national ame among households
whereby the share going to the rich in a countriaisgreater than the
share going to the poor. Poverty on the other hasnd relative concept
that describes set or group of people in a sotietlycannot participate in
the activities that most people partake in. Povengy be seen as the
collective condition of a group of poor people drpmor groups, or

sometimes, the entire nation state may be regaadepgoor. To avoid

stigma, these nations are usually called developiagjons. When

measured, poverty may be absolute or relative.

Various meaning and interpretations have been givethe concept of
poverty, and these include:

i.  Description of material need, typically includirfietnecessities of
daily living, (food, clothing, shelter and healthen Poverty in this
sense may be understood as the deprivation of tesgmods and
services;
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il. Description of social relationships and need inclgdsocial
exclusion, dependency and the ability to parti@pat society.
This would include education and information;

iii. Description of a lack of sufficient income and vtkallhe meaning
of sufficient income and health varies widely asrdise different
political and economic parts of the world.

SAQ 7.4

Poverty dimension relates to the ways through whgokerty can be
measured in any society. And the most prominentsores are absolute
poverty and relative poverty.

Absolute poverty relates to a consistent set of standards over dinte
between countries. Individuals are been comparathsigthis standard so
as to determine the proportion of individuals ttaditbelow this baseline.
These methods are most useful when determiningriiunt of poverty
in any society. This form of poverty measure has following
components;

A. Poverty line: This is a measure of the level of income necgssar
to subsist in a society. It varies from placelecp and from time
to time, depending on the cost of living and pegple
expectations. It is usually defined by governmamd calculated
as that level of income at which a household wdlate two-
thirds (to three quarters) of its income to bagicassities such as
food, water, shelter and clothing;

B. Poverty index: This index was developed by Amartya Sen. It
takes into account both the number of poor ancitent of their
poverty. Sen, defined the index as:

e

Where P = the number of people below the poventy li
N = total number of people in society

B = Poverty line income

A = Average income of those people below the pgveare

Other indicators of absolute poverty include: Léfepectancy and child
mortality.

Relative poverty on the other hand views poverty as socially defiaed
dependent on social context. In this case, thebeuraf people counted
poor will increase while their income rises. Thatative measurement
will be to compare the total wealth of the poom@se-third of population
with the total wealth of the richest one percenthaf population. Thus,
relative income measures compare the income ofratiéidual or group
with the income of another individual or group.

Thus, the major difference between absolute aladive poverty lies on
the fact that absolute poverty deals with complatdk of resources to
sustain life, while relative poverty refers to thadequate lack of income
when compared to the average standards livingudk,gelative poverty
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implies that the individual has the ability to susthis or her basic needs,
but may lack the resources to engage in variouslsactivities.

SAQ 7.5
Causes of poverty

a. Unemployment or having a poor quality (i.e. low ¢aor
precarious) job as this limits access to a deasednme and cuts
people off from social networks;

b. Low levels of education and skills because thisitinpeople’s
ability to access decent jobs to develop themsedwnelsparticipate
fully in society;

c. The size and type of family i.e. large families dode parent
families tend to be at greater risk of poverty huseathey have
higher costs, lower incomes and more difficultygaining well
paid employment;

d. Gender - women are generally at higher risk of pgvihan men
as they are less likely to be in paid employmesridtto have lower
pensions, are more involved in unpaid caring resibdities and
when they are in work, are frequently paid less ;

e. Disability or ill-health because this limits abjlitto access
employment and also leads to increased day to aistg;c

f. Being a member of minority ethnic groups and
immigrants/undocumented migrants as they suffertiqudarly
from discrimination and racism and thus have Iéssice to access
employment, often are forced to live in worse pbgbi
environments and have poorer access to essentialese

g. Living in a remote or very disadvantaged communihere access
to services is worse.

Consequences of Poverty

Poverty has far reaching consequences on the goEiebple suffering
from poverty will generally have a low standardliging. They are not
able to afford education and lack access to healtlk and education.
This will lead to a low quality of human capitaldathus compromise
economic growth.

Poverty takes a toll on poor children’'s developmdrbr example,
poverty causes malnutrition which would affect thevelopment of a
child’s mental thinking and healthy body.

Poverty may also lead to political instability aledd to increased risk of
war, mass emigration of population and terrorism

SAQ 7.6

Poverty is passed from one generation to the n&ktninating poverty

should be initiated with a concentrated effort tmvide each man,
woman and child with that what is fundamental faman welfare and
improvement: education, health care, drinking wateufficient

nourishment, shelter, and sanitation. Individugratton should be given
to the most defenceless categories of societydmdn| women, and the
aged, with priority to make sure that they get #igention and aid
required to build up their own life. Through our le@nd government at
all levels, there should be plan that gives child families and
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communities the tools they need to break the cgtlpoverty. These
tools include:

1. With a quality education, children will get the kmedge and life
skills they need to realize their full potentialduU€ation is
essential in creating change in a child’'s life. nPlaelps by
training teachers, building new schools and brepkétown
barriers that prevent many children and girls intipalar, from
attending school.

2. Access to health care is essential. Plan helps corities build
health clinics, train health care workers and ibwesquipment
and medicine so children can grow up healthy armhgt

SAQ 8.1

International cooperation and dependence amongonsatwhich is

facilitated through international trade has beetrahendous benefits to
not only the countries that engaged in it, but bésb made those
countries that are yet to be involved in this glalyasade, to realise that
they have actually missed a lot for not engagingt.irfeveral reasons
have been put forward to defend the emergencetefniational trade.
Some of these rationales include;

* No country is self-complacent,

* Natural resources are not evenly distributed,

« Difference in climatic factors,

* Need to foster unity and cooperation among natsc.s

No Country is self-complacent: This explains thet flhat no country in
this world can produce all the goods and servieadead for survival.
Hence, the need to produce all those goods hetshard then exchange
with other countries products that he/she canrudyare.

Natural resources are not evenly distributed: \amain the natural
resource endowment across countries makes it pedsiba particular
country to produce that goods and services whassurees are readily
available in their territory. Later, this will bexéhanged with other
countries productions that he/she lacks the redu&sources.

Difference in climatic factor: While some countriase endowed with

better climatic conditions which make it possibbe uch countries to
produce particular types of goods, others are ldehce, the reason why
countries only succeeded in producing that goodissanvices in which

their climatic conditions support. Thus, this itetaexchanged with goods
and services coming from other countries that cebagroduced locally

due to climatic variation.

Need to foster unity and cooperation among natitmernational trade
has helped to promote unity, cooperation, spirit afeness and
togetherness among countries of the world. Withekkehange of goods
and services among countries, this has made théewharld a global

village where interaction and cooperation among anether is highly
essential if meaningful growth and development werige achieved.

Water and sanitation are essential for every chitdirvival. Every year,
Plan helps communities build school latrines, comityuwater points
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and helps to establish organizations to ensuredh&nued management
and maintenance of water points.

Plan works to overcome poverty by helping commanitaround the
world gain the economic security they need to #riRlan is training
people living in poverty to acquire the skills attbwledge they need to
secure a livelihood, and support their families.

Plan helps children learn their rights and takevactoles within their
community. Child participation helps children engaim citizenship,
express their views and make decisions that walpshtheir future and
influence the people around them.

SAQ 8.2
Absolute Advantage Theory

A country has an absolute advantage in the pragtucti a good when it
can produce more of that good than another couwitly the same
resources. It refers to a country’s ability togwoe a certain good more
efficiently than another country. According to Adamith on his book of
“The wealth of Nation” (1776).He have mention abaut absolute
advantage as advantages of grater output of gooskrdices when other
nations cannot produce same amount of goods andceerwhile
utilizing same amount of resources. He refers aamgke as giving the
Absolute advantage of English textile manufacture tl&e French
worldwide efficient wine Industry. Due to the prase of favourable
climate, good soils, Accumulated expertise the €mehas the most
efficient wine among the world. This indicates that specialization on
nation Advantage is more beneficial in today glatzdion worlds.

Smith expresses an idea that a nation never supgoseroduce goods
and services which they can find cheaper and quakt from other

nations. Therefore, specialization in the productid goods and services
which they have an absolute advantage will help different nations

engaging on their trade. So when a country speeiati particular kind of

products they don’t supposed to produce all kifdgaducts which all it

consume and utilize all kind of resources as walicording to the

absolute advantage theory, international tradepssitive-sum, because
there are gains for both countries to an exchad§& has an absolute
advantage for producing Wheat. China has an ales@ldvantage for
producing electronic goods. India has an absoldiam@tage on cheap
labour etc.

Comparative Advantage Theory

A person or country has a comparative advantagghé can produce
something at a lower cost than others. Comparaiivantage refers to a
country’s ability to produce a particular good wahlower opportunity
cost than another country. Opportunity cost referashat you sacrifice
in making an economic choice. In this instanceeférs to the value of
the goods you sacrifice in deciding to produce goeed instead of
another. It can also be explained as the loss @npal gain from other
alternatives when one alternative is chosen. Ttmasability of a firm or
individual to produce goods and/or services atveefoopportunity cost
than other firms or individuals. A comparative achzge gives a
company the ability to sell goods and services klwaer price than its
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competitors and realize stronger sales margins.pacaive advantage is
the basis for all trade between individuals, regj@nd nations.

A famous economist hamed David Ricardo (1772-1828he up with

the law of comparative advantage. According to thig, specialization
and free trade benefits all trading partners. THosuntries should
specialize in those goods they have a comparativardage in. With
Comparative Advantage, everyone wins through trableose with

absolute advantages can buy goods and services dusinesses who
produce them at a comparatively lower cost.

SAQ 9.1

Jhingan (1997) defines monetary policy as nothiagtbe policy of the
monetary authority of a country with regard to mtamg matters. In the
words of Olaloku (1987), monetary policy consisfsagtions by the
government which are aimed at the achievement ckréain set of
economic objectives. With these definitions, we azonclude that
monetary policy involves measures designed to etguand control the
volume, cost, availability and direction of monepdacredit in an
economy to achieve some specified macroeconomicypabjectives.

In Nigeria, the responsibility of conducting mongtaolicy squarely lies
with the Central Bank of Nigeria as outlined in tBentral Bank Act of
1958 (and its subsequent amendments), the CBN Bé&dve 24 of 1991
and the Banks and other Financial Institutions Be¢BOFID) No. 25 of
1991. The CBN is enjoined by these laws to promabaetary stability
and a sound financial system in Nigeria under therail guidance of the
Federal Government of Nigeria.

Tools of monetary policy can be classified intoedirmonetary control
instruments and indirect monetary control instruteen

The direct monetary control instruments include:
* Interest rate control

e Credit ceiling measures

. Direct lending, moral suasion, etc.

On the other hand, the indirect instruments, wiaieghalso referred to as
the traditional instruments of monetary policy,.are

*  Open market operation (OMO)
* Reserve requirement
» Discount rate policy

A. Open Market Operations (OMO): OMO is the sale or purchase of
government securities in the open market ofterhatinitiative of the
Central Bank. It was introduced by the end of JA®83. If the Central
Bank buys securities, their price rise, interes¢gdall, and the money
supply increases. If the Central Bank sells sé&earitheir prices fall,
interest rates, and the money supply decreases.

B. Reserve RequirementThis is the minimum percentage of the total
assets which banks and other financial institutamesrequired to hold in
money balances, or in some form of highly liquideds. If the Central
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Bank target is to reduce the amount of money ioutation, it increases

the reserve requirement ratio of the commercialkkbanOn the other

hand, a decrease in the ratio means that the lasistem can increase
its loans and investments and possibly hold exesssves.

C. Discount Rate Policy:This is a tool of monetary policy designed to
influence the cost at which commercial banks carrdvo from the
Central Bank. If the discount rate is increaskd,&entral Bank credit to
the commercial banks reduces. When the Central Baamks to expand
the money supply, it decreases the discount rate.

SAQ 9.2

Fiscal policy can be defined as the use of government taxegrgment

transfers, or government purchases of goods andcesrto shift the

aggregate demand curve. Discretionary Fiscal P@dicaid to take place
when government takes deliberate actions througrslédion to alter

spending or taxation policies.

Fiscal policy can be either be expansionary or reatipnary fiscal
policy.
Expansionary Fiscal Policy

This occurs when the economy is in recession, avergment wants to
increase aggregate demand (AD). This can be castethrough;

* Tax cut: increases consumers disposable income
* Increase in government spending: directly shifesAD curve

Contractionary Fiscal Policy

This occurs when economy is suffering from inflatiand government
wants to decrease AD. This can be achieved through;

* Tax increase: decreases disposable income of camsum
» Decrease in government spending: directly shifes Al curve
left

Tools of Fiscal Policy
Changes in government spending

= Can increase spending in normal budgetary progrérealth,
education, welfare, etc.)

= Can increase spending on infrastructure (underlyngnomic
foundation of goods and services that allows eaie$p to
function e.g. build roads, schools, communicatigstems)

» Added advantage of increasing capital goods in @ognwhich
can shift AS in the future

Changes in taxation

= Raise or lower personal and corporate income tardfor sales
and excise taxes

= Alter tax exemptions or tax credits

* Provide special tax incentives for investment (@dpiCost
Allowance)

Automatic Stabilizers
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= Exist and act on AD before a recession or inflaigrirend takes
hold

= Employment insurance and welfare: increased paysneéuting
times of economic downturns; Help to maintain inesnauring
recessions (maintain spending) and helps to eish@rs the
leftward shift of AD or shifts curve right.

* Progressive tax: as incomes rise, taxes rise ; SSldawn
increases in consumption and Stops AD curve frbiftirsg too
quickly to the right.
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