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1.1 INTRODUCTION

Many countries in the world are
endowed with natural resources
such as agriculture, minerals and
fossils deposits, which are meant to
promote the wealth of those
nations when efficiently
harnessed. The exploitation of
F such natural resources generate
Lrevenues, foreign exchange,

\

IS THE DISCOVERY OF OIL A CURSE
OR A BLESSING TO NIGERIA?

Abstract

The discovery of oil in commercial quantity in Oloibiri in Niger Delta in 1956
opened anew chapterin the economic landscape of Nigeria. Before the
discovery of oil resources, agriculture was the main source of government
revenue. Over the years however, revenue from oil export became the
backbone of the economy.

The annual budget, which defines economic direction the country charts,
is solely based on crude oil revenue. This situation can be likened to one
putting his eggs in one basket. And it is exactly this situation that has
become the major source of agitation by oil producing areas of Nigeria for
resource confrol; put in other words, fiscal federalism. It is over
dependence on oil as the only major source of revenue for the function of
government that has been the major cause of instability, lack of
meaningful progress and dysfunctional government we have in Nigeria.

The unpredictability of international oil price which can drastfically
increase or reduce oilrevenue with itsimmediate effect on the economy,
a case in point is the fall of oil price in the international market in
November, 2014. This has led to a situation that many states governmentin
Nigeria cannot pay salary for many months. Also, the phenomenon cailed
“Dutch disease may have terrible effect on the economy; thisis asituation
where the resource sector drives up the value of the local currency,
thereby hurting the competitiveness of manufacturing sector, which can
killdomestic production.

Because of this and for reasons that we will look at later in this study, one
can safely say that the discovery of oil in commercial quantity far from
being a blessing has become a curse o the economic development of
Nigeria.

In this study, we found that oil revenue and government expenditure
{budget) are significant variables to measure economic progress. It was
against this background that the researchers argued that the discovery of
oil in Nigeria in commercial quantity, instead of being a blessing has
become a curse to the development aspiration of the country. The
Ordinary Least Square (OLS) method for data analysis was employed

Keywords: natural resources, economic growth, exchange rate, resource
curse, GDP, living standard, resource control.

employment opportunities, and
provides raw materials for the
production of goods and services
for consumption. However, some
empirical literature indicates that
economic growth negatively
relate to abundance of natural
resources across developing
countries. In other words, natural
resources abundance, though an
important source of revenue, is not
a sufficient condition for
economic prosperity and progress

(Sachs & Warner, 1997). This is
evident by the relatively
underdevelopment of countries as
Nigeria, Angola, Gambia, Ghana,
etc, despite their relatively
endowed natural resources. This
notwithstanding, countries like
Botswana and Kuwait have made
greater use of their resources to
develop due to the efficient
resources management by these
countries (World Bank, 1989).
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Nigeria is endowed with major
natural resources that have been
exploited for many years for
economic growth and
development. Unfortunately, for
many years, the nation could not
find ifself among the most
economic developed natfions of
the world, and more 50, could not
reap its benefits. Nigeria's history of
oil and gas exploration dated
back to the 19th centfury. Nigeria
joined the league of oil producing
nations on August 3rd, 1956 when
oil was discovered in commercial
guantity, and today ranks as one
of the leading oil and gas
produces in Africa and the 6th
largest oil exporter in the world.
Nigeria is also Africa's most
populous nation with over 170
million population according to
National Census conducted in
2006. As oil was struck in
commercial guantitiy in Nigeria, it
also signaled the beginning of @
profound transformation of
Nigeria's political and economic
landscape. Since the 1970s, oil has
accounted for about 90% of the
Nigerian government's revenue
and 95% of the country's export
earnings, thereby relegating
agriculture to the background.

When we look at other Africa
countries that have oil resources,
Jalloh {2013} stated that part of
the factors responsible for the
inability of natural resources 1o
transform most economies in
Africa is high corruption in the
public sector and frequency of
civil conflicts in resource rich
economies. For fhe natural
resources of any region to fully
benefit its citizens, these countries
need to improve on the
management of natural resource
revenues and apply effective
policy measures fo mitigate
incidences of rampant corruption
in the public sector.

Furthermore, those governments
that control natural resources
windfalls tend to waste them
through profligate spending. In
consequence, natural-resource-
intensive economies end up with
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inadequate funds development.
Akanji (2011) summarizes the
impact of oil and gas on the
Nigerian economy as follows:
Nigeria has earned billions of
dollars exporting oil and natural
gas, but the industry has not
generated the type of multiplier
effects necessary to facilitate
sustainable natural development
and economic growth. The 'Dutch
Disease' phenomenon, which
fraditionally afflicts natural
resources dominated economies,
has ravaged the Nigerian
economy.

The impact of resources either
positive or negative, critically
depends on the strength of
institutions and human capital
(Breisinger, Diao, Schweickert, &
Wiebelt, 2009).

It is in the light of the possible
benefits or curses that oil
production has brought to Nigeria
that this paper setfs ouf to look at
and explain the economic effects
of oil and gas production on the
Nigerian economy. It is also to
provide recommendations for the
effective use of the revenues from
Nigeria's oil and gas for the
development of the Nigerian
economy. Section 2 looks at some
of the literature that deal with
naturalresources endowment.

1.2 STATEMENT OF PROBLEM

With the Nigerian oil sector
accounting for almost all the
country's export and government
revenue (a nation which has
earned billions of dollars from its oil
export}) and currently considered
one of the poorest country in the
world her earnings alone from the
oil sector in 1990 was over $30
billion a fall out from the Gulf war
at atime oil was selling above $100
perbarrel.

In spite of this, fifty-five percent
(55%) of the population are living
below the poverty line. There is
lack of infrastructural facilities: the
educational system is decayed.
The health sector has nothing

w
good to write about, and
standard of living has
deteriorated. The discovery of oil
which created false wealth has
continue to encourage corruption
and practically eliminated the
private sector because of
government's inability to provide
an enabling environment for the
private sector to flourish. (World
Bank, 1995).

The discovery of oil in Nigeria
expected to galvanize rapid
economic growth has rather
slowed down the pace of growth
and development. From this
perspective, therefore, the
guestion to ask is: has fthe
discovery of oil in Nigeria being a
blessing or a curse? This will be the
focus of this paper.

1.3. OBJECTIVES OFTHESTUDY

The objective of this study s

therefore directed investigating
the impact of the oil sector on the
development of the Nigeria
economy in relation to standard
of living and other human
developmentindex.

1.4. STATEMENT OF HYPOTHESIS

HO - The oil sector has no
significant impact on Nigeria
economic development.

H1 - The oil sector has a
significant impact on the
economic development of
Nigeria.

1.5. SCOPE/SIGNIFICANCE OF
THESTUDY

This paper looks at the economic
development of Nigeria since the
discovery of oil in commercial
qguantity. It examines the impact
of revenue accruing from oil
export on the general economic
progress practically on the living
standard of the people and
development index using GDP as
a proxy of measurement. Just s
people are affected by the kind of
food they eat, governments are
also affected by the amount of
revenues they collect. Since most
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governments receive the same
kind of revenues year after year, it
is easy to overlook their
significance. Only when there is a
sharp change in these revenues,
such as when oil was discovered in
Nigeria does their underlying
importance become clear.

Qil revenues are hallmarked by
their exceptionally large size,
volatility, and secrecy. The
volatility of oil revenues usually
hurts government's fiscal policies
Il and economic growth when it
nosedived. Therefore, the focus of
this study is to show the urgent

need for the government fo
W diversify the economy in order to
achieve rapid economic progress
i and social stability.

The paper is organized into six
sections. The first section provides
an introduction with the following:
statement of the problem,
objective of the study and finally
the significance of the study, the
|| second section is the literature
review. The third section looks at oil
and the Nigeria economy. The
fourth section deals with methods
and materials, while section five
deals with presentation of result
and section six presents the
conclusion and
recommendations.

2.0 LITERATURE REVIEW

A large number of studies have
presented evidence to suggest
that abundance of natural
resources or at least of a particular
one stems economic growth.
Wheeler (1984), for instance,
found out that within Sub-Sahara
Africa, countries that were rich in
minerals grew more slowly than
those that were not during the
1970s. Similarly, Gelb and
Associates (1988) found out that
mineral endowed economies
experienced a more serious
deterioration in the efficiency of
domestic capital formation during
the boom period of 1971-1983
than non-mineral endowed
economies, portraying negative

-

growth. Sachs and Warner {1995)
examined the experiences of
some large and diversed set of
resource endowed economies
befween 1970 and 1989 and
found out that natural resources
abundance has negative relation
to economic growth. Wood and
Berge (1997}came out with @
verdict that resource abundant
countries are less likely to export
manufactured goods than
resource poor countries

Specific problems that are
associated with a country with oil
like Nigeria are that, once a
contract has been negoftiated
and the money begins to flow in,
new problems arise. For instance,
in the 1970s, the Netherlands
discovered one of these problems.
Following the discovery of natural
gas in the North Seaq, the Dutch
found out that their
manufacturing sector suddenly
started performing more poorly
than before. Resource-rich
countries that have similarly
experienced decline in preexisting
domestic sectors of the in
economies are now said to have
caught the '"Dutch disease"
(Ebrahim-Zadeh 2003}. The
symptom of the "disease" is
unambiguous. A boostin the value
of natural resources exports
produces appreciable refurns in
foreign exchange in the 1970s and
early 1980s the Naira was at par
with American dollar in terms of
exchange and value. Foreign
exchange earned from the non-oil
resources were used to purchase
to import foreign goods that the
nation has to capacity to produce
at the expense of domestic
manufacturers of the goods. In the
Dutch case, it was the
manufacturing; in the developing
countries, like Nigeria it is
agriculture, Jalloh (2013)

Natural resources ownership
exposes countries to price
volatility, particularly in the
commodity market; with its
attendant adverse impact on
economic growth. Isham ef. al.
(2003) provides an excellent

\\
summary of the mechanisms of
causation idenftified in the
economics as well as in the
political science literature. In the
latter, emphasis is placed on the
“rentier” effects, whereby large
revenues from natural resources
allows government o moliify
dissent, and avoid accountability
or insulating governments from
pressures for institutional reform;
and "anti-modernization”
crusades. Where is governments
successfully thwart pressures for
modernization and institutional
reform because their “budgetary
revenues are derived from a small
workforce that deploys
sophisticated technical skills that
can only be acquired from
abroad.” Finally, natural resource
ownership makes counftries
susceptible fo Dutch Disease. This
is the tendency of the real
exchange rafe fo become overly
appreciated in response to
positive shocks, that tends to lead
to a contraction of the tradable
sector. This outcome, combined
with the (largely unproven)
proposition that tradable (usually
manufacturing) sectors are
“superior” because of learning-
by-doing and other positive
externalities, leads to the
conclusion that natural resources
ownership exerts a drag on long-
run growth.

3. OIL AND THE NIGERIA
ECONOMY

The best way fo see at a glance if
the discovery of oil in Nigeria has
been ablessing or a curse is to look
at Human Development Index
(HDX). Despite huge revenue
derived from oil exploration in
Nigeria a look at Human
Development Index of the country
compared to other countries in
similar position e.g. Libya, Algeria,
Kuwait and Venezuela that have
oil, Nigeria's oil revenue has not
impacted on the living standard
of its citizen going by table 2.1
below.
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s Table 2.1: Human Development Index Comparism in some selected countries
Infant
Mortality
Overall life | Literac | Unemployment] rate (Per
S/N Countries expectancy | y rate rate 1,000 birth) | HDI

1|Algeria 7712 918 10.2 22 0.717
2|Angola 52 70.4 102]  0.526
3|Brazil 76.6] 95.8 4.9 12| 0.744
4|China 76/ 95.1 4.1 11 0.719
5|Ghana 66 71.5 3.6 52| 0.573
6|Iran 735 85 16 14]  0.749
7iIraq 68.5 80.2 16 28|  0.642

8| Kuwait 78.2 94 34 8 0814
9|Libya 74.5 94.2 13 12|  0.783
10|Niger 56 287 60 0337
11|Nigeria 53 61.3 23.9 77 0.504
12{Russia 70.5 99.7 55 9] 0.778
13|United Arab Emirates 7920 719 4.3 71 0.827
14|United Kingdom 81 99 5.6 4 0.892
15{United States 79.8 99 5.5 6| 0914
16/ Venezuela 75 95.5 6.7 13|  0.764
17|Ecuador 76| 916 4.2 19( 0711
18|Qatar 75.5 96.3 0.3 7] 0851
19|Saudi Arabia 74.3 86.6 12.1 13]  0.836

Source: World Bank

Table 2.1 shows the Human
Development Index (HDI) which
measures life expectancy,
literacy, education, and
standards of living for some
selected countries worldwide. It is
a standard means of measuring
well-being. It is used to distinguish
whether the country is a
developed, developing, or
underdeveloped country, and
also to measure the impact of a
country'swealth on quality of life.

From table 2.1 the infant mortality
rate which measures the number
infant death per 1000 shows that
Angola has 102 deaths per 1000
births followed by Nigeria with 77
deaths per 1000 birth. This mean
that for every 1000 births 77 of
them dies before the age of one
(1) due to preventable diseases.
When compared to infant
mortality rate in developed
countries like the United Kingdom
and United State of America
which infant mortality rate stood
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ﬁ
at 4 and 6 deaths per 1000 birth
respectively. These countries have
the lowest infant mortality rates in
the world which may be the
attributed to their improved
standard of living.

Comparing the unemployment
rate from table 2.1 indicates that
Nigeria has one of the highest
unemployment rates which stood
at 23.9 per cent relative to Iran
and Irag which unemployment
rate stood aft 16.0 and 16.0 per
cent respectively. Similarly Qatar
in the period has an
unemployment rate of 0.3 per
cent which is the lowest in the
world and this is closely followed
by Kuwait and Ghana whose
unemployment rate stood at 3.4
and 3.6 per centrespectively.

Life expectancy at birth
compares the average number of
years to be lived by a group of
people born in the same year, if
mortality at each age remains
constant in the future. Life
expectancy at birth is also a
measure of overall quality of life in
a counfry and summarizes the
mortality at all ages. Table 2.1 life
expectancy shows that United
Kingdom, United State of America
and United Arab Emirate whose
life expectancy stood at 81.0,
79.8, and 79.2 years respectively
has the highest life expectancy in
the world when compared to that
of Angola, Nigeria and Niger
which indexes stood af 52, 53 and
56 yearsrespectively.

Despite oil wealth Nigeria literacy
rate stands at 61.3 compared 1o
Algeria 91.8 and Libya 94.2 that
are at similar level of economic
development. See Table 2.1
above.

The many side effects of oil
resources wealth on the economy
of Nigeria is that, it has led to a
number of risks. It tends to
undermine democracy, boost the
likelihood of instability, and
generate economic growth thatis
"disappointingly low compared to
the population size." While the rest
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of the worid has enhanced
stability, oil states like Nigeria are
ten times more likely than non-oil
producing nations to become
"red-flagged politically troubled,”
nation prone to violence.

Oil resources can create shifts in
the economic set up. These shifts
can have adverse effects on the
economy through several
channels, and any shift can be
costly for the overall economy, as
workers need tfo be trained and
find new jobs, and capital needs
to be readjusted. Beyond this, the
particular shifts induced by the
Dutch disease may have other
adverse consequences. If the
manufacturing sector is a long
term source of growth for
example, through the generation
of new technologies or improved
human capacity, then the decline
of this sector will have adverse
growth consequences (Sachs and
Warner 2001). Another channel is
through income distribution. If
returns to exports sectors such as
agriculture or manufacturing are
more equitably distributed than
returns to the natural resources
sector, this sectorial shift can lead
to arise in inequality. In any case,
the Dutch disease smelis trouble
down the road when activities in

the period 2004-2040.We see a
sharp rise, followed by a rapid
decline, a second rise, and a
second decline.

This pattern emerges from ftwo
distinct sources. The first is the
variation over time in the rate of
extraction. A typical pattern is to
have a front-loading of exfraction
rates since production volumes
tend to reach a peak within the
first few years of production and
then gradually descend until
production stops. In practice, risks
exist in Nigeria and elsewhere that
this volatility will be compounded
further by interruptions that result
from political instability in the
couniry, and in producing regions.
The second major source of
volatility derives from the nature of
the agreement between the
producing companies and the
government. In the Nigeria case,
the oil companies were initially

3,000,000.00 ~  —-
2,500,000.00

— 2,000,000.00 ; -

-]

-] .
1,500,000.00 i _

1,000,000.00 +—

exempted from taxes on earnings
for the first years of production.
Since taxes constitute a major
source of government earnings,
the evenfual infroduction of taxes
should provide a major boost to
Nigeria's earning

The third major source of volatility
not even accounted for in Figure
2.2 arises from the highly volatile
nature of oil and gas prices. The
figure presented by the World
Bankis based on price of $105.25a
barrel; a number that now
appears hopelessly out of date.
Figure 2.2 shows the price of ail
over the past 20 years. Note that,
while there is a very clear upward
frend over these years, the
variation around this trend is very
great with week on week changes
of plus or minus 5 or 10 percent
relatively common.

-—BBL

the natural resources sector | - Linear (BBL)

eventually slow down, other 500,000.00 - - -

sectors may find it very difficult o 000 o — .- S

recover. ) 10 20 30 40 |
Year !

The Dutch disease problem arises
because of the quantity of oil
money coming in; other problems
arise because of the fiming of the
earnings. Earnings from oil and gas
production, if viewed as a source
of income, are highly volatile. The
volatility of income comes from
three sources: the variation over
time in rates of extraction, the

Figure 2.2 Revenues to Nigeria, US$/BBL.2
Source: Based on estimates presented in the OPEC (2000)
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100,000,000.00 +”
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variability in the timing of | =BB8L
payments by corporation to 50,000,000.00 + ® Price (5)
states, and fluctuations in the = Year
value of the natural resources 000 Sy
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first two sources of variability
consider figure 2.2, which shows
one projection for Nigeria's

Figure 2.3 Estimated Export Volumes (Dollar per Barrel).
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There are a number of difficulties
with a highly volatile income
sources. Most obvious is the fact
that longer term planning is
rendered difficult by great
uncertainty over future financing,
especially as a result of
fluctuations in the value of the
commodity. Even when the
volatility is not associated with
uncertainty or with capital market
imperfections, volatility in receipt
often ftfranslates into volatility in
expenditure. The result can be
high level of expenditure in good
years followed by deep cufs in
bad years. These in turn lead fo
“boom bust cycles”. All too often,
the benefits in the good years are
transitory whereas the problems
generated during the bad years
endure.

The magnitude of these
fluctuations can be increased by
international lending. When times
are good {prices and output are
high), the country borrows from
abroad, exacerbating the boom.
But when prices fall, lenders
demand repayment, forcing
expenditure reductions which
increase the magnitude of the
down turn. On some occasions,
particularly the most famous oll
price boom of the 1970s, several oil
producing states mortgaged their
futures by borrowing against
booming oil revenues, only to end
up in debft crisis when oil price fellin
the early 1980s. Mexico, Nigeria,
and Venezuela typified the oil
debt boom and bust. This is not
quite as irrational as it seems. Most
poor countries are rationed in
international borrowing, and may
be unable to borrow to secure
financing for infrastructure
needed for growth. Oil can serve
as collateral, or at least as an
informal guarantee (since the oil
earning are easy to identify and
direct toward debt servicing).
Thus, an oil boom, either through
higher prices or quantities, can
unleash not only a higher cash
flow but also increased access to
international loans. If the
infrastructure investments are
indeed high as an economic

\

priority, it may make sense to
borrow against future oil earnings.
However, that "if * has been a big
one, since much international
borrowing has been wasted or
stolen, and international capital
inflows have been subject to
panic and sharp reversals, often
throwing the borrowing countries
info deep debt crisis. This is true for
non-oil as well as oil producing
states, but the very nature of
natural resources endowment
makes resources rich countries
even more susceptible to this
dynamic.

Another problem thatf arises in @
country like Nigeria with oil
resources is the presence of higher
levels of corruption. This presents
the most obvious political risk that
can arise from large holdings of
natural resources. The short run
availability of large financial assets
increases the opportunity for the
theft of such assets by political
leaders. Those that control these
assets can use that wealth to
maintain  themselves in power,
either through legal means (e.g.
spending at political campaigns)
or coercion {e.g. funding militias).
By some accounts, corruption is a
hallmark of the oil business ifself.
But oil and gas dependence can
also affect corruption indirectly.
The presence of oiland gas wealth
can produce weak state
stfructures that make corrupt
practices considerably easier for
government officials. These risks
are also likely to be exacerbated if
the growth of the oil and gas
sector is associated with «
concenfrafion of bureaucratic
power, which increases the
difficulty of ensuring transparency
and other constraints on those in
power,

Corrupfion related to natural
resources takes many forms.
International mining and oil
companies that seek to maximize
profits find that they can lower the
costs of obtaining resources more
easily by obtaining the resources
at below market value by bribing
government officials than by

ﬁ

figuring out how to extract the
resources more efficiently. In other
cases, the natural resources are
sold to domestic firms at below full
value, with government officials
either gefting a kickback or an
ownership share. In practice, the
risks of corruption in resources-rich
environments are very large and
the costs of such corruption to the
national economy are enormous.
Although one might expect the
added resources available to
states from oil and gas revenues
might make them stronger, there
are a number of reasons why,
paradoxically, it can make them
weaker (Kark 1997). Countries that
are able to generate revenue
from the sale of oil and gas are less
reliant on citizens, which canresult
in weak linkages between
governments and citizens. When
citizens are untaxed they
sometime have less information
about state activities and, in turn,
may demand less of state. Even if
they disapprove of state action,
they lack the means to withdraw
their financial support from states.
As aresult, states have lessneed to
engage with civilians. Moreover,
in relying on external income
sources rather than on domestic
revenue, states have less of a
need to develop a bureaucratic
apparatus to raise revenue
(Fearon and Laitin 2003). The need
to collect taxes is widely thought
to have confributed fo the
emergence of strong states and
even democratic institutions in
many western countries (Ross
2004). The lack of reliance on tax
revenue in favor of reliance on
external sources of revenue is thus
thought to hinder the
development of effective statesin
many resources-rich developing
counfries (Moore 1998).

Further, since a resources-rich
country's revenue is largely
independent of the strength and
success of the overall economy,
the government of the resources-
rich country has less of a need to
engage in activities that support
the economy. Without a broad
support base in the economy, a

y
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government can instead invest its
earnings in an oppressive
capacity. Doing so does not,
however, produce strong states.
The structures that result are often
not resilient and indeed, the
capacity of repression can be
tumed against the incumbent.
Even if such a strategy is successful
at protecting leaders, it will not
necessarily produce the capacity
needed to engage productively
with the nationaleconomy.

Also, the adverse political effects
associated with high levels of
corruption and wecak states
ultimately have consequences for
the political system itself. Countries
rich in natural resources,
particularly in oil and gas are less
likely to have democratic political
systems. Specifically, non-
democratic oil states are less likely
fo become democratic than
states that do not export oil. This
relationship has been established
over a given period democratic
changes in the past decades (Tsui
2005). In effect, access to oll
wealth can allow leaders to
successfully repress or co-opt their
oppositions, and thus avoid
having torelinguish power through
electoral competition.

The production of natural
resources is also liable fo give rise
to various types of political
frustrations within a country and
especially in producing regions.
The extraction process itself may
result in forcedout migration, new
immigration and the attendant
population pressures,
environmental pollution or
degradation. Even if such
changes to local conditions are
minimal, resources-rich regions
may feel that they have a
parficular claim on resource
wealth and may be aggrieved if
they see the wealth leaving their
region and benefiting others. Such
complaints have been raised in oil
producing region of Niger Delta
areain Nigeria.

Despite impressive economic
growth, Nigeria's Gross Domestic

Product (GDP) (which measures
economic growth) was worth
522.64 billion US dollars in 2013 due
to high oil price. The GDP value of
Nigeria represents 0.84 percent of
the world economy. GDP in
Nigeria averaged 70.94 USD billion
from 1960 until 2013, reaching an
all-time high of 522.64 USD Billion in
2013 and a record low of 4.20 USD
billion in 1960. However, it must be
noted that despite having very
robust macro-economic growth in
terms of foreign exchange
stability, growth in GDP and the
rest of them, this growth has not
translated into real economic
development because of the
effect of resource curse.

Multidimensional Poverty Index
(MPI)

A look at Multidimensional Poverty
Index (MPI) that measures living
standard showed that the country
has not fared well despite oil
wealth. The Multidimensional
Poverty index (MPIi), which
identifies multiple deprivations in
the same howuseholds in
education, health and standard
ofliving. The education and health
dimensions are based on two
indicators each, while the
standard of living dimension s
based on six indicators. All of the
indicators needed to construct
the MPI for a household are taken
from the same household survey.
The indicators are weighted, and
the deprivation scores are
computed for each household in
the survey. A cut-off of 33.3
percent, which is the equivalent of
one-third of the weighted
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indicators, is used to distinguish
between the poorand non poor. If
the household deprivation score is
33.3 percenft or greater, that
household (and everyone in it) is
multidimensionality poor.
Households with a deprivation k
score greater than or equal to 20

percent but less than 33.3 percent
are vulnerable to or af risk of ||
becoming muitidimensional poor.

The most recent survey data
available for estimating MPI
figures for Nigeria were collected
in 2008. In Nigeria 54.1 percent of
the population lived in
multidimensional poverty (the MPI
'head count'} while an additional
17.8 percent were vulnerable to
multiple deprivations. The intensity
of deprivation thatis, the average
percentage of deprivation
experienced by people living in
multidimensional poverty -in
Nigeria was 57.3 percent. The
country's MPI value, which is the
share of the population that is
multi-dimensionally poor,
adjusted by the intensity of the
deprivations, was 0.31 which
indicated that despite oil wealth
Nigerians sfill leave in abject
poverty.

4.0 METHODS AND MATERIALS

This section explains the
methodology of the study which
involves datfa identification and
sources, model specification,
estimation techniques definition
of variables in the model,
evaluation technigues among
others.
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The data used were obtained
from secondary sources and
therefore, no sampling was done
neither was any sampling
technique used. The websites of
some government agencies as
the CBN and Organization of
Petroleum Exporting Countries
(OPEC) were toolsin the collection
of statistical information used to
carry out the least squares
regression.

The secondary sources also
include CBN stafistical bulletins
and annual reports from previous
research works and other
materials from the internet
database. Descriptive and
inferential statistical fools were
used for analysis of the data
gathered. Frequency distribution
and simple percentages were
used for the descriptive analysis
and least squares (LS) regression
was used for the inferential
statistics. The hypothesis
formulated was tested. The
statistical application, E-Views was
used for the analysis.

The linkage between oil resources
and economic growth has
occupied a central position in the
development literature. The focus
is particularly on how oil resources
affect economic growth in
Nigeria.

4.1 DATA COLLECTION

The data employed are sourced
from the National Bureau of
Statistics; and the Central Bank of
Nigeria (CBN). Data on oil price
and export of crude oil and
petfroleum products are sourced
from the annual stafistical bullefing
of Organization for Petroleum
Exporting countries (OPEC). Data
on aggregate consumption,
investment, standard of living,
government spending, non-oil
export and import are collected
from the Central Bank of Nigeria
database and the United Nation
Development Programme.

\

4.2 MODELSPECIFICATION

Suppose the data consists of n
observations {y i, x i} ni=1. Each
observation includes a scalar
response yi and a vector of p
predictors (or repressors) xi. In a

linear regression model the
response variable is a linear
function of the regressors:

Y :
yl =X ﬁ + e )

1

where B is a px1 vector of
unknown parameters; ¢i's are
unobserved scalar random

variables (errors) which account
for the discrepancy between the
actually observed responses i
and the 'predicted outcomes"
xiTB; and T denotes matrix
transpose, so that xTp is the dot
product between the vectors x
and B. This model can also be
writtenin matrix notation as

Where y and ¢ are nx1 vectors,
and X is an nxp matrix of
regressors, which is also sometimes
calledthe design matrix.

As a rule, the constant term s
always included in the set of

regressors X, say, by taking xil =1
foralli=1... n. The coefficient p1
corresponding to this regressor is
called the intercept.

There may be some level of
relationship between the
regressors. For instance, the third
regressor may be the square of the
second regressor. In this case
(assuming that the first regressor is
constant) we have a quadratic
model in the second regressor. But
this is sfill considered ¢ linear
model becauseitislinearin the s.

5.0 PRESENTATION OF RESULT

Long-ferm progress can be
assessed relative to other
countries—both in ferms of
geographical location and HDI
value. For instance, during the
period between 2005 and 2012
Nigeria, Togo and Senegal
experienced different degrees of
progress toward increasing their
HDIs. Nigeria's 2012 HDI of 0.471 s
above the average of 0.466 for
countries in the low human
development group and below
the average of 0.475 for countries
in Sub-Saharan Africa. (See figure
5.1)

Nigeria's 2012 HDI of 0.471 is above
the average of 0.466 for countries
in the low human development
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group and below the average of  of 2012. GDP annual growthratein  result. The Standard of Living Index
0.475 for countries in Sub-Saharan  Nigeria is reported by the Central  measures factors impacting on
Africa. Some countries in Sub-  Bank of Nigeria. the lives of everyday Nigerians.
Saharan Africa that are
contiguous to Nigeria in 2012 HDl  The estimates from the regression  Fifty-five years of Nigeria
rank and population size are carried out are presented and managing its own affairs has
Ethiopia and Democratfic analyzed in this section. The shown that the country has
Republic of Congo, which have modeling procedure employedin immense potential, and is blessed
HDIs ranked 173 and 186 the study is the Ordinary least with human and natural
respectively. method. resources, yet exhibiting
significant deprivation in the midst
The HDIl is an average measure of  From the table 5.1, it could be said  of plenty. There is no doubt that
basic human development that Nigeria GDP has been the economy has expanded and
achievementsin a country. Like all  characterized by increase while  deepened, butit has also failed to
averages, the HDI masks there wasgeneraldecreaseinthe keep pace with rapid growth in
inequdlity in the distribution of standard of living. The result of the population, increasing
human development across the recent survey report shows that expectations and the
population at the country level. the standard of living of Nigerians  development of performance of
The 2010 HDI introduced the dippedto52.45points. peer countries.
Inequality Adjusted HDI (IHDI),
which takes into account This fable disclosed that the From the table we could also
inequdlity in allthree dimensionsof  Pearson Correlation which conclude that there is a strong
the HDI by 'discounting' each comprises the standard of living  correlation between GDP growth
dimension's average value index and other indices rafe and Human Development
according toits level of inequality.  experienced a decline of 0.52 Index, which in a way measures
The HDIcan be viewed asanindex  points fo close at 45.26 points from  standard of living.
of 'potential’ human development  45.78 points in previous research
and the IHDI as an index of actual
human development. The 'loss' in
potential human development The result of the regression
due to inequality is given by the Correlations
difference between the HDI and GDP HDI Exch | OilREv | NonOil Rev
the IHDI, and can be expressed as Pearson Correlation ~ GDP 1.000 -469 822 950 990
apercentage. HDI -469 | 1000 | -389 | -418 -480
Exch 822 -.389 1.000 875 816
The Human Development Index )
for Nigeria's (HDI) in' 2012 was Oil REv 950 -418 875 1.000 928
0.471. However, when the value is Non Oil Rev 990 -480 816 928 1.000
discounted for inequality, the HDI Sig. (1-tailed) GDP 029 .000 000 000
falls to 0.276, aloss of 41.4 percent HDI 029 061 048 026
due fo inequadlity in the distribution Exch .000 061 .000 000
of the dimension indices. Ethiopia Oil REv 000 048 000 000
and Democratic Republic of the Non Oil Rev 000 026 000 000
Congo show losses due to
inequality of 31.9 percentand 39.9 N GDP 17 17 7 17 7
percent respectively. The average HDI 7 i 7 7 7
loss due to inequdlity for low HDI Exch 17 17 17 17 17
countries is 33.5 percent and for Oil REv 17 17 17 17 17
Sub-Saharan Africais 35 percent. Non Oil Rev 17 17 17 17 17
The Gross Domestic Product (GDP) Table 51
in Nigeria expanded 3.96 percent
in the first quarter of 2015 over the Model Summary’
same quarter of the previous year. Mode! Change Statistcs
GDP annual growth rate in Nigeria AdustedR | Sid.Erorof | RSquare Durbin-
Gveroged 6.08 percen’r from 2005 R R Square Square the Estimate Change | FChange | dft df2 | Sig FChange |  Watson
Um‘il 20]5, reoching an all-time 1 9942 988 984 180267E6 988 | 244134 4 12 000 3101
h|gh of 8.60 percent in the fourth a Predictors {Constant), Non Ol Rev, HDI, Exch, Ol REv
quarter of 2010 and a record low b Dependent Vanable GDP
of 3.46 percent in the first quarter Table 5.2
\ J
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FromTable 5.1, if we used GDP as a
proxy to measure improvement in
living standard, we observed that
the oil sector contribution to
improvement in living standard
has been dismally poor; as it
accounted forless than 1.00% and
has remained unstable over time
and despite the high revenue
accruing from oil sector.

6.0 SUMMARY, CONCLUSION AND
POLICY RECOMMENDATIONS

6.1 SUMMARY

The study's outcome on the
impact of oil resources on the
economic development of
Nigeria held the general view that
Nigeria is a mono culture
economy. The problem
addressed was to determine
whether the discovery oil minerals
resourcesis a blessing or a curse to
the economic development of
Nigeria.

The variables used are gross
domestic product (GDPJ, revenue
generated from the sale of oil
Econometric techniques of
ordinary least square (OLS) and E-
view stafistical package was
employed in the evaluation. The
summary of the findings is that the
oil resources that Nigeria is
endowed with have become «a
curse because of its many
negative effects on the economic
health of Nigeria.

This work started by introducing
the topic under study and

\_

followed by literature review
section 2. Section 3 fook alook af
oil and the Nigeria economy, while
section 4 dealt with research
methodology and data with
section 5's presentation of result
and section 6 presents conclusion
and policy recommendation.

6.2 CONCLUSION

This study has attempted to assess
the impact of oil resources on the
Nigeria economy based on the
strength of evidence amassed
from the literature reviewed and
analyse of the available data, we
uphold the resultin section 3and 5
of this study which shows that the
discovery of oilresourcesin 1956 at
Oloibiri in Niger Delta of Nigeria
has been a curse to the
development of Nigeria.

In this paper, we have empirically
verified and discussed the
negative impact of the discovery
and exploitation of crude oil on
economic growth of Nigeria. The
aim of the study was to ascertain
the negative impact of crude oll
on the Nigeria economy.
Generally, itis observed that crude
oil production has had a negative
impact on the economic growth
in Nigeria. Consequently, and
based on the results obtained as
interprefed in section six above,
the null hypothesis {HO) which
states that “crude oil has not
significantly improved oris a curse
to the growth of the Nigerian
economy" will be accepted. Thus,
from the foregoing, we can
conclude that the discovery and

@ o - )
. exploitation of oil in commercial
Coefficients® . . . . . .
quantity in Nigeria despite its
Model Standardized H HH : H
Unstandardized Coefficients Coefficients earlier pOSITIVG corﬁnbu’non to the
5 Std Error Bom ¢ Sig economy growth in the 1960s qnd
1 (Constant) 97723 059 | 2015023 385 048 962 1970s, later become a senous
HDI -111377.698 | 3619546 225 -001 -031 976 drag fo the economic health and
Exch 11844 782 14948 027 052 -792 444 development of Nigeria.
OIl REv 1388 539 265 2573 024
Non Oil Rev 14.499 1642 786 8.829 000
a Dependent Variable: GDP 6.3 RECOMMENDATIONS
Table 5.3

The Federal government being af
the forefront of nation's
development should articulate a
viable policy that wil help to
encourage the diversification of
the economy. This is to make the
country less dependent on oil
sectorforrevenue.

To enable the oilresources impact
positively on the Nigerian
economy, itisrecommended that
the government should allocate
substantial amount of oil and gas
revenue towards critical
infrastructural needs, that will
create an economic environment
where there is expanding
economic opportunities.

The economic policy aimed af the
development of the real sector is
the key to economic growth and
improvement in living standard.
Improvement of the production
sector can be done through
creating the enabling
environment for industries to thrive
in Nigeria.

Finally, the government should
come up with a consistent
economic programme and
policies. This will help fo create a

positive impact on investment
flow into the economy,
partficularly in sectors like

agriculture  and manufacturing.
The stability of such poilicies and
programme will further strengthen
investors' confidence
consequently draw more
investmentsinto the economy.

i 4




Volume 40 No 1 January - March 2014
f
REFERENCES W
Abogan, O.P., Akinola, E.B and Baruwa, O.12014. Non-oil Export and Economic Growth ||
in Nigeria (1980 - 2011}). Journal of Research in Economics and International
Finance. Vol.3(1) pp. 1-11
Adesoji, A.A. and $.0. Dipo 2013. Non-oil Exports in the Economic Growth in Nigeria: A
study of Agricultural and Mineral Resources.
Auty, R. 1993.Sustaining Development in Mineral Economies: The Resource Curse
Thesis. London: Routledge.
Non-oil sectors will boost lending in Nigeria 2015: http://www.punchng.com
/business/money/non-oil-sectorsll-boost-bank-lending (accessed April 27,2015)
Ayittey, G. B. N. 2006. "Nigeria's Struggle with Corruption. “Testimony before the
Committee on International Relations' Subcommittee on Africa, Global Human
Rights and International Operations House of Representatives, May 18, Washington, DC.
Collier, P. and A. Hoeffler. 2000. "Greed and Grievance in Civil Wars." Working Paper,
World Bank. WPS 2000-18."The Dutch Disease." 1977. The Economist, November 26:
82-83.
Ebrahim-zadeh, C. 2003. "Back to Basics: Duftch Disease. Too Much Wealth Managed
Unwisely." Finance and Development 40(1): 50-51.
Englebert, P. and J. Ron. 2004. "Primary commodities and War: Congo-Brazzaville's
Ambivalent Resource Curse." Comparative Politics 37(1): 61-81.
Fearon, J. D. and D. Laitin. 2003. "Ethnicity, Insurgency, and Civil War." American
Political Science Review 97(1): 75-91.
Gasiorowski, M. 1987. "The 1953 Coup d' Etat in Iran.” International Journal of Middle
East Studies 19(3): 261-86.
Goldberg, E., E. Wibbels, and E. Mvukiyehe. 2005. "Lessons from strange cases:
Democracy, Development, and the Resource Curse in the U.S. states, 1929-2002."
Paper presented at the 2005 meeting of the American Political science Association.
Gylfason, T. 2001. "Natural Resources, Education, and Economic Development.”
European Economic review 45(4-6): 847-59.
Hirschman, A. O. 1958. The strategy of Economic development. New Haven: Yale
University Press.
Hotelling, H. 1931. " the Economics of Exhaustible Resources." Journal of political
Economy 39(2): 137-75.
Human Development Report. 2005. http://hdr.undp.org/reports/global/2009/
(accessed April 15, 2015).
Humphreys, M. 2005. "Natural resources, Conflict and Conflict Resolution." Journal of
Conflict Resolution 49: 508-37.
Karl, T. L. 1997. The paradox of plenty: Oil booms and petro-states. Berkeley: university
k of California Press. Dy

@




Volume 40 No 1 January - March 2016
— )

Leite, Cand J. Weidmann 1999."Does Mother Nature Corrupte” Working paper, IMF.

Moore, M. 1998. “Death without Taxes: Democracy, State Capacity, and Aid
Dependence in the fourth World. "In The Democratic Developmental state, M.
Robinson and G. White, eds. Oxford: Oxford University Press, pp. 84-124.

"QOil firm ELF Accused of Bribing African Officials.” 2001. Infer-press service, November
22.

Ross, M. 2001 “Does Oil Hinder Democracy?” World politics 53(3): 326-61.

Ross, M. 2003. "Nigeria's Oil Sector and the Poor.” Prepared for the UK Department for
International Development.

Ross, M. 2004." Does Taxation Lead to Representationg” British journal of political
science 34:229-49.

Sachs, J. and A. M. Warner.1995. "Natural Resources Abundance and Economic
Growth.”" NBER Working Paper No. 5398.

Sachs, J.and A. M. Warner. 2001."The Course Natural Resources.” European Economic
Review 45(4-6): 827-38.

Seers, D. 1964. “The Mechanism of an Open Petroleum Economy.” Social Economic
Studies 13:233-42.

Tsui, K. 2005. “"More Oil, Less Democracy? Theory and Evidence from Crude Oil
Discoveries.” http://are.berkeley.edu/courses/envres_seminar/
KTsuijobmarketpaper.pdf

Weinthal, E. and P. luong. 2006.”combating the Resource Curse: An Alternative
solution to managing Mineral Wealth.” Perspective on politics 4(1):35-53.

Weisbrot, M, L. Sandoval, and D. Rosnick. 2006. Poverty Rates in Venezuela: Getting
the Number Right. Center for Economic and policy Research.

f

Y




	Is the discovery of oil a curse or a blessing to Nigeria?
	Recommended Citation

	Is the discovery of oil a curse or a blessing to Nigeria?

