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ABSTRACT

This is a study on dynamic analysis of economi@raxtion between price instability, unemployment an
economic growth in Nigeria from 1986 to 2015. Tlesaarch employed annual time series, sourced fnenstatistical
bulletins published by World Bank Development Ilredars (WBDI) 2015. The study adopts diagnosticstéstascertain
stationary properties and the long run relationgbfighe series with the model. Also, an error coticen mechanism
together with multivariate granger causality tddb¢k exogeneity test) is conducted through thetdedutoregressive
(VAR) technique. Empirical evidence, emanating fritva cointegration analysis, indicated the existesfca unique long
run equilibrium relationship between the seriethim model. In addition to this, the ECM output ra&eel a time frame of
three years and eight months as the period requirdating the economy back to a point of convergeragain after
deviating from its long run path. Evidence from ttanger causality testing revealed that a rigbénvolume of money in
circulation in an economy without the requisite qurotion capability gives rise to increases in thiegs of goods and
services. It was further revealed that a rise afide in economic growth, the unemployment rate exyorts in Nigeria is
a function of the exchange rate policy in placeaay given time. The study recommended amongst sttiet the
monetary authority of the country should striventaintain a manageable inflation rate, in order ttivate foreign
investors. Finally, government should revitalize tharious ailing industries and establish new doesncourage massive
industrialization. With functional industries worlg to full capacity, our agricultural products eoftexported in their raw
form would have value added before they are evéintegported. This strategy will boost economicgtb, bring in more

forex and create massive jobs for our teeming gredu
KEYWORDS: Price Instability, Unemployment, Economic GrowthG® integration and Causality
INTRODUCTION

The Nigerian economy since her political indepergein 1960 has undergone different fundamental and
structural changes in various sectors of the ecgndime subject of inflation, unemployment and eauitogrowth are the
three most significant variables in any macroecdnatacision making and they are subject of soaial @conomic life of
every country. In the case of Nigeria, unemploymeas 8.5 percent in 1986 and it remained on a daxthvirend until
2008 when it skyrocketed to double-digit rate of7lpercent. Thereafter, it started decreasing fB@®9-2013 before
rising to 16 per cent in 2015 [1].
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Figure 1: Trend of Unemployment rate 1986 - 2015
Source: World Bank Development Indicators (2015)

Besides unemployment, inflation, which is measurgdhe gross domestic product deflator (GDP defjai®
another macroeconomic problem that hurts both eném@nd social indicators in the country. To attairstainable
economic growth, price stability continues to be tientral objective of macroeconomic policies farstncountries in the
world today. Among others, the emphasis given foepstability in the conduct of monetary policyvisth a view to
promoting sustainable economic growth, as welltengthening the purchasing power of the domesticeacy [2]. The
guestion on whether or not inflation, is harmfulemonomic growth has recently been subject of seaetebate to policy
makers and macroeconomists. The Nigerian economalsa come across this macroeconomic problemranahtiation
rate was 5.7 percent in 1986. Thereafter, it irsdacontinuously and got to 50 in percent 1988tabilized at a single-
digit rate of 7.3 percent in 1990 before continuimy a spiral from 1991 — 1996. These periods weoenemts of
uncertainty in the economy of the nation owingltn@st complete detachment of the Nigerian econdroy other world
economies due to the tyrannical, despotic anditata@n rule of that era. That regime operated atarahic kind of
economy. The inflation rate was mild for about fogears of 1997 to 2000, when it stabilized at glsirdigit for these
periods. Generally, inflation rates had remainedaouble digit rate except in 2006 and 2007 wheinapped to 8 and 5
percent respectively. From 2008 to 2012, it movadkbto double digits and remained so except forlZ®d13. The
arbitrary rise in inflation figures is majorly dde wrong government fiscal policies and inconsistrifts in monetary
policy decisions by the Central Bank of Nigeria.eTpersistent upward trends in inflation have becarserious and
contentious problem in Nigeria since independehteeaction to this, several measures have beemntik tackle this
contentious problem through fiscal and monetarycp. This includes cut back of public spending &me use of bank
financing [3].
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Figure 2: Trend of Inflation Rate 1986 - 2015
Source: World Bank Development Indicators (2015)

Gross domestic product growth rate is used as &ypiar economic growth in this study and it is geaily
perceived that when economic growth takes platharcountry, it increases the pace of economiwiagiin the country,
and hence jobs are created leading to decreaseeimployment figures. The increase in employmentodppities will
enhance the purchasing power of the people indhbetey, and as a result, consumption increases;hwibad to a rise in
aggregate demand and hence inflation in the couhirgase of Nigeria, gross domestic product groketie recorded
negative growth of -8.7 and -10.7, -0.67 and -(p8fcent between 1986, 1987, 1991 and 1995 resphctivhis was the
period the country was in dire strait occasionedbhy and unsustainable economic policies from teeipus military

government. Subsequent years recorded positivetkyjailv
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Figure 3: Trend of Gross Domestic Product Growth R&e, 1986 - 2015
Source: World Bank Development Indicators (2015)

editor.bestjournals@gmail.com www.bestjournals.in




8 OJIYA. Emmanuel Ameh, OKOH. Abo Sunday & AMADI. Uch echukwu

The situation in Nigeria is disturbing. The variomsicroeconomic policies by government have beeblarta
achieve the desired goals of price stability, réidncin unemployment and sustained economic grotie. fluctuations in
the economy have confirmed the need to managectheoeny effectively. The essence of macroeconominagement
underlines the rationale of the government asal gitonomic agent. However, it appears that goventimtervention has
not been able to cure the ills in the economy. $&meral decades, economic performance has notibmgeassive. The
continued economic crisis, with the associated lprab of high inflationary pressure, high exchangee,rand debt
overhang, adverse balance of payment and hightiorflaates is difficult to explain. Against a highte of unemployment
and underemployment, a large public sector, lowesaand poor working conditions, has been a pensiktgh inflation
rate in Nigeria. Also, underemployment and unempiegit are prominent features of the informal labmarket in

Nigeria as well. Consequently, the full potentifitree labour-surplus economy have not been fullyl@ied [5].
Problem Statement

Unemployment and Inflation are issues that arerakmd the social and economic life of every counifhe
existing literature refers to inflation and unemyteent as constituting twin problems that explaie &mdemic nature of
poverty in developing countries. It has been arghaticontinuous improvement in productivity is gwest way to reduce
inflation. Growth in productivity provides a sigitiént basis for adequate supply of goods and ssyitbereby improving

the welfare of the people and enhancing socialnessy

In Nigeria overdependence of the economy on oilght a boom in the 1970s, while economic recessabrin
1981. The recession had a very significant implcafor the utilization of the country’s human resces leading to very
high level of unemployment. The problem aggravatethe extent that many university graduates cowoldsecure jobs,
let alone secondary and primary school leaverspileesarious government policies and programmesediat reducing
unemployment among the youths and adults, the nolbémained unabated. The phenomenon of stagfliatitre 1970s
and 1980s had gone further to complicate the cdnafumonetary and fiscal policies aimed at remegyinemployment.
Stagflation was a situation of simultaneous ocawreeof rising inflation and unemployment with staghgrowth. The
Structural Adjustment Programme (SAP) adopted i®618ad in no small measure ended up in aggravétmgroblems
of unemployment due to retrenchment of workershim prrivate and public sectors of the economy. Ihikne with the
foregoing that this study restricts its scope frb@86, the year the Structural Adjustment Programwas launched to

properly determine the effect of SAP on the twinreamic problems of rising prices vis-a-vis unemphent in Nigeria.

Most of the work done in this subject area sucf6g47] [8], [9], [10], [11] had been strictly oeither inflation or
unemployment alone. None had attempted in analytieiy relative impacts on the economy, eitherhia $hort run or in
the long run, hence, this study intends to emglyicaxamine the impact of price instability on ur@oyment and
economic growth to determine what type of relatiopsexists between price instability, unemploymant economic
growth in Nigeria. The specific objectives incluffeto analyse the relationship between price infitg and economic
growth in Nigeria (ii) to analyse the relationslhigtween price instability and unemployment in Nigéiii) to analyse the
impact of price instability on unemployment and mmmic growth in Nigeria. To achieve this task, gtedy was divided
into four sections. The next section presents qowed and empirical framework followed by methodploand data

analysis. The last section concludes the study.
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LITERATURE REVIEW

The Concept of Inflation

Inflation is commonly seen to be a situation in #w®@nomy when the money supply is growing fastan tthe
production of new goods and services in the sanomaray [12]. Inflation is further defined to be tlgeneral price
increases in goods and services over a particiter period [13]. However, the definition of inflati, the cause of
inflation and its effects on the economy dependshenschool of taught the economist belongs, hémeaifferences in
definitions and approach. It is a generally helehvithat it is the persistent increase in the genmree level within the
economy, which affects the value of the domestitency. It is not a once and for all upward pricevement, but has to
be sustained over time and affect all goods andcssr within the economy. There are several fadtwas are responsible
for inflation in Nigeria. The inflation which redslfrom excess aggregate demand is called the demahinflation, the
cost push inflation results from an upward movenierhe cost of production while structural inftati arises from some
constraints such as inefficient production, mangetand distribution systems in the productive ssctd the economy
[14]. Other forms of inflation in developing couies could be imported, openings and seasonal inflaf he imported
inflation comes as a result of transmission ofaitiin through internationally traded goods andises: This is when the
economy, imports goods from countries already egpeing inflation. The open inflation comes as &ufe of
uninterrupted market mechanisms while seasonadtiofi is associated with off season in productishen supply
constraints permeates the economy as a resulfalf ia production, especially farming produce.Nigeria other factors

can be attributed to inflation, such as the natdithe economy, its history and fiscal and monegarlcy direction [15].
The Concept of Unemployment

Unemployment is often defined by the classical eoaists as the excess supply of labour over the ddrfar
labour, which is caused by adjustment in real waghe classical or real-wage unemployment occumnaieal wages for
a job are set above the market-clearing level, ingua number of job-seekers to exceed the numberaocancies.
Unemployment as defined by the [16] is a stateobfgssness which occurs when people are withowt goldl they have
actively sought to work within the past four weelshe unemployment rate is a measure of the prevelef
unemployment and it is calculated as a percentggdiliding the number of unemployed individuals inglividuals
currently in the labour force. In a 2011 news st@ysiness Week reported that, “more than two hechanillion people
globally are out of work”; a high record, as almbso-third of advanced economies and a half of tgirg economies

are experiencing a slowdown in employment growth.

Unemployment has been categorized as one of tlmusémpediments to social welfare. Apart from esaEnting
a colossal waste of a country’s manpower resouitcgenerates welfare loss in terms of the lowepoy thereby leading
to lower income and well being. The need to avket hegative effects of unemployment has made tbidirig of
unemployment problem to feature very prominentlyhie development objectives of many developing tiesr One of
the steps taken by the Nigerian government to medihe problem of youth unemployment in Nigeria whe
establishment of agencies such as the NationatDirate of Employment (NDE), YOU-Win programme dfgen though

these agencies have been performing below expemsatheir modest contribution has not gone unadtic

editor.bestjournals@gmail.com www.bestjournals.in




10 OJIYA. Emmanuel Ameh, OKOH. Abo Sunday & AMADI. Uch echukwu

The Concept of Economic Growth

Economic growth, according to [17], is the procekereby the real per capita income of a countryeases over
a long period of time, and is measured by the aemein the amount of goods and services produceddountry. A
growing economy produces more goods and servicesa@h successive time period. Thus, in a widerpeetve, it
implies raising the standard of living of the peopind reducing inequality of income distribution.the words of [18]
economic growth is the basis of increase prosparity it comes from the accumulation of more cagital innovations
which lead to technical progress, the idea sintddi19] Growth Model who sees economic growth imte of growth in
total GDP due to increase in population, technpraigress and investment. Growth according to Glabg&conomists
signifies an increase in the rate of investmentther words, growth is a function of share of jinof the national income.

There exists a positive relationship between higaer of profit and higher rate of growth in thadorun.
Theoretical Framework

Theoretical viewpoint supports the existence obsitpve relationship between real GDP growth anglegyment
level. William Phillips proposed higher price lev@llowing increasing employment level. Increasitng employment
level tends to increase the GDP growth rate, teogployment and GDP growth rates are positivelyteelawith each
other, and as such, unemployment and GDP growais raill be negatively related to each other. Art@kun defined this
negative relationship between GDP growth and thempioyment rate, and this is the only empirical dtiesis

explaining the relationship between the unemploymate and GDP growth.
Empirical Review from other Countries

On the other hand [21], investigated the relatigmé&tetween inflation and economic growth for Bréoit the
period between 1980 and 1995 with the result estsibh a negative relationship in the short run thatt inflation does
not affect economic growth in the long run. Thisilcbbe a situation, where the scope of productam change to absorb
the lag of excess demand. [22] viewed the findiohBaira and Carneiro to support the neutralityosgm of money and
that inflation affects economic growth in the longn as established by some other researchers. d2&hined the
possibility of the relationship between inflationdaeconomic growth having a structural breakpoffeat for Jordanian
economy covering the period of 1970 and 2003. Hedoout a positive and significant relation of emmic growth with
the inflation rate of below 2 percent and his e#thbd structural breakpoint, at 2 percent leveindiition, and as such
inflation which is higher than 2 percent affectiagopnomic growth negatively. This poses a seriodgyguestion for
Nigeria, which has not recorded the rate of inflatiess than 5 percent since 1986, the study sabfiés research. The
lowest in 2007 was 5.4 percent and the highestgb@h72 percent in 1995. [24], established thestiwkl of annual
inflation increase to be around 1 percent for dayielg countries, while that of developing countryieth Nigeria belongs

was put at 11%.

[25] empirically established a statistically sigo#int negative relationship, between inflation awbnomic
growth, using CPI and real GDP as proxy variabbesBangladesh for the period between 1980 and ZD®S.reconciles
with the work of [26] for Kuwait between 1985 an@i0B, which indicates long run and the strong ineendationship
between CPI and real GDP. [27] established relalignbetween inflation and economic growth in Tyrkethin the
period of 1987 to 2006 and found out that therestexa negative and significant relationship in shert run, but no

significant relationship was found between the tadables in the long run. They further carried awtausal relationship
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between the two variables, with the results esthbilg a causality relationship from economic grotetinflation.

[27] integrated the Philips curve within the franmiv of Okuns law for some members of ASEAN, speaifi/,
Malaysia, Singapore, Thailand, the Philippinesoimesia, Japan and South Korea, using quarterlyfdatifie countries
from 1991 to 2007. They empirically establishednaal$ tradeoff between economic growth and inflatinrSingapore,
South Korea, and Thailand after 1997/98 ASEAN fmahcrisis years while no trade-off relationshipsvestablished in
Malaysia, Philippines, Indonesia and Japan. [28)dcoted a research on inflation and unemploymentha EU:
comparative analysis of Phillips regularity througgrrelation analysis of unemployment and inflatinrthe EU for the
1998-2007 period, and found that the simple lirmarelation coefficient between them is negativieeyl concluded that
the relation between unemployment and inflatiomiderate and inverse (negative). [29], studiedetfifiect of inflation
and unemployment on economic growth in Pakistad, fannd that there is an inverse relationship betweconomic

growth and unemployment.
Empirical Review from Nigerian Scholars

[30] carried out research on analysis of unemplagsdurces and inflation in Nigeria from 1986 td@Qsing
OLS technique, and found that both unemployed huresources, rate of natural resource productien Rate of tapping

resources), total inflation has a positive impacthee rate of economic growth in Nigeria.

[31] used the data covering the period of 1970@052to establish a positive relationship betwediation and
economic growth in Nigeria. He employed Johansesglius Co-integration technique which is considesagerior to
Engle and Granger (1987) in assessing co-integratioperties of variables in a multivariate contétte results showed a
no co-integrating the relationship between inflaté;md economic growth in Nigeria. They further eogeld VAR-Granger
causality at two lag periods, and established veitional causality running from inflation to ecanic growth and he
therefore concluded that inflation indeed has apaich on growth. In Nigeria, the pursuits of higlkepnomic growth in

most cases have spiral effects on upward price mewé

According to [32], the Nigerian government has tgeanfluence on the nation’s economic activitiesotigh the
use of fiscal instruments such as a budget deffpération. He added that this fiscal policy in moestes has some effect
on macroeconomic variables such as interest rathha@ge rate, inflation, consumption, investment athich in turn
affects economic development. He reasoned furtiarthe major impact of the increase in budgetcitefias felt in 1993
with high rate of inflation, which shows an evidenof a positive relationship between budget deficitl inflation in
Nigeria. He further gave a view that the sourcéirafncing the deficit has varying impact of a buddeficit on inflation.
This thinking makes Nigeria’s fight against highlationary level difficult in the sense that theoeomy being almost
entirely Monotype in nature finances its deficiirfr the petroleum sector. This hinders the countsgnfgenerating more
investment which could ordinarily bring about meraployment and hence economic growth. This neghéepostulation
of the Philips curve that there is a stable andatieg relationship between the level of unemploynamd the rate of
change of wage which indicate that unemploymemdeaiccompanied by falling wages, reduced levelsneimployment
by rising wages. The relationship of Philips comsothat as the wage rates are increased, more denwitl be
stimulated, giving rise to more investment to dfffe gap in demand and supply and that the momeadd persist,

inflation will increase until equilibrium is furtmechieved.
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In addition [33], maintained that inflation hur&tipoorest the most as they have least ability atept themselves
from the rising commodity prices. He added that¢hst-push inflation comes as a result of deprieciatf naira which
raises the prices of essential commodity as welbtasr imported commodities. With the passage oktimore wage
increases will be demanded to offset the price hike the real wages will continue to depreciatthagrice will keep on
rising after wages might have been increased td meskers demand. This phenomenon is seen to impsgdtively on
the non-working population, as well as the low anddium income workers’ who may have not benefitenmf the
compensatory income increase, or have a littlermedincrease that may not match up with the wage@se within the

economy.

This is why [34] after empirically investigatingehimpact of monetary policy on Nigeria’'s macroeaoio
stability between 1970 and 2009 concluded that hgehould adopt the macroeconomic policy mix ofnetary, fiscal
and exchange rate in managing inflation with the af achieving price stability required for achieyisustainable growth
and development. The over-dependence on petroleomoeny is a major factor responsible for the bo#tks of the
supply side in Nigeria. According to [35], factosach as agricultural bottlenecks, industrial prdidmg imports and
exports, militancy, wage bill, government defiditdhcing and money supply are responsible for fioifain Nigeria. In
the views of [36], inflation is a major macroecoriomroblem which needs to be curbed in the senaelthv level of
inflation indicates a positive effect on the ecogpmvhereas high inflation gives negative signalshi® economy. This
explains why [37] reasoned that the pursuit of @stability invariably implies an indirect pursuanaf other economic
objectives such as economic growth. He added étatyomic growth can only be achieved under the itiondof price
stability and allocative efficiency of financial nkats. From the reviewed literature above, the dyinaanalysis of
economic interaction between price instability, mpéboyment and economic growth in Nigeria is stithtziguous, which

calls for further research, hence this study.

METHODOLOGY

This section focuses on the methodology used terate the dynamic analysis of economic interactietween
price instability, unemployment and economic growthNigeria. Prices become unstable if they areeasing from a
certain range, which is around 3% to 5%. This sec#ilso discusses study design, procedure andechbicariables. The

relationships among variables will be analyzedubtocointegration and causality tests.
Choice of Variables

Main variables, used in this study, are inflatiater (proxy for consumer price index (CPI), unempient rate
(UNMPR), Economic Growth (proxied by Gross Domes$tioduct (GDP), Money Supply (MS), Imports (IMPE)xports
(EXPT), Exchange Rate (EXCR). The source of datassentially from the publication of World Bank Ré&pment
Indicators (WBDI) 2015.

Method of Data Analysis

In any econometric research, pre-testing for gstatity among time series data is a necessity. Tpirgzally
determine the dynamic analysis of economic integzadbetween price instability, unemployment andreanic growth in
Nigeria, the study adopts diagnostic tests to #sicethe stationary properties of the series inrttoglel since most time
series are prone to unit root problem(s). Therefbedore carrying out co-integration test and EQMlgsis, the unit root

test is conducted on the series using AugmenteleRi€uller (ADF) test. This enables us to testdtationarity of the
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variables included in the model. Also, multivarigi&nger causality test (block exogeneity testoisducted through the
Vector Autoregressive (VAR) technique. The ratiofal this test is to determine how the variableteethe model. It
enables us to know how granger causality runs foamvariable to the others. It is in fulfilment thle above techniques

that the following models have been designed.

Model Specification
VAR Equation

This study used a time series technique of ecomr&mulations for its analysis and employed tbhahsen-
Juselius Cointegration test together with multigi granger causality test (block exogeneity t&&tR method of
estimation. Vector Autoregressive Model was devetbpy Sims (1980) in response to the problem ofikaneity among
variables in a system. Following Sims (1980) seipiager, the vector autoregressive (VAR) modelbfecome one of the
leading approaches employed in the analysis of mim@conomic interaction (Adrangi and Allender, 89@nd Palm,
1983). Though this study employs granger causatity cointegration approach in its analysis, it #gwalopted the use of
Vector Error Correction Model (VECM) to test foretltonvergence of variables in the model. The VARI@howhich is

the platform upon which the ECM model is builthereunder specified as follows:

AGdp = 0g + aACPir.; + AUNMPE 1 + &aAMS.; + S AEXCH., + asAlmpt. + asAEXPt. + [, (1)
ACPpi = 0 + gAUNMpri; + @AMS.; + &AEXCH., + aAlmpt.; + asAEXpt., + asAGdR.1 + Meo. (2)
AUNMpE = ag + 3AMSy; + AEXCH + 3AIMPt.; + AAEXPt 1 + &AGdR.1 +3ACPI1 + s, ©)
AMSs; = ap + QAEXCH 1 + AIMPt 1 + GAEXPE., + aAGdp 1 + &ACPIL1 + 8AUNMPE + Ly, (4)
AEXcH = ag + 8AIMpt.; + BAEXPE.; + &AGdR.1 + &ACPig + AUNMPE.; + 8AMS.1 + s, (5)
Almpt; = oo + BAEXPE.; + AGAR.1 + BACPI.1 + &AUNMPE. + 8AMS.; + @8sAEXCH.1 + ke, (6)
AEXpt = 0o + 8AGdp.1 + @ACPI.1 + 3AUNMPE.; + &AMS;; + &AEXCE; + 8sAIMPt.s + L, (7)

Wherea0 anda, are coefficients and,jis the residual and (is the operator to change.
Vector Error Correction Model

Since the evaluation considered both the shorandlong-run simultaneously, the econometric methamy; of
the Vector Error Correction Mechanism (VECM) waspéoged. In order to undertake the empirical analysing the
VECM technique, the variables involved in the monwlst be stationary, integrated of the same orddras well co-
integrated. Thus, both the Augmented Dickey-FulWddF) (Dickey & Fuller, 1979, 1981) and Phillips-ffen (PP) (1988)
unit root tests were utilized to test for the oraérintegration of the variables. VECM is a dynarsigstem with the
characteristics that the deviation of the curréates from its long run relationship, will be feata its short on dynamics.
Error Correction Models are a category of multifihee series models that directly estimate the sp¢echich a dependent
variable ‘Y’ returns to equilibrium after a chanigean independent variable ‘X’. ECMs are a theewsdly driven approach
useful for estimating both short term and long teffiects of one time series on another. ECMs aedulisnodel when

dealing with co-integrated data, but can also leel wgth stationary data.

It should be noted that we can determine the lomgand short run causality from the VECMuglfs statistically

significant and different from zero, it implies tleistence of long run causality. Therefore, we esatimate both
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unrestricted VAR and VECM to obtain long-run andmshrun causal relationships respectively in additio other useful
diagnostics. From the discussion above, if co-irgtgn is established, then, GDP, CPI, UNMPR, M@PT, EXPT and

EXCR may be considered to be generated by erroectivn models of the form:
p=6p=6  p=6p=6  p=6 p=6
AGdp = 8 +Y3ACPi.1+Y BAUNMPE; +3 1 AMS. 1+ BAEXCE, +3 i AlMptg+) 8AEXPEy +o1ECMit & (8)
i=1j=1k=1 j=1 k=1 =1
p=6p=6  p=6p=6 p=6 p=6
ACpi; = 8 +3aAUNMPr.1+3 BiAMS.1 +3 AEXCR 1 +) BAIMPt +) AEXPE1+Y 8AGdR +01ECMurt € (9)
i=1j=1 k=1 j=1 k=1 =1
p=6p=6  p=6p=6 p=6 p=6
AUNmMprL = g+ aAMs1+3 BAEXCK 1 +) viAImpt 1+ BAEXPL1 +3 iAGdR.1+Y 3ACPI; +@:ECMsi 1+ € (10)
i=1j=1k=1 j=1 k=1 =1
p=6p=6  p=6p=6 p=6 p=6
AMs; = g+ 8AEXCh 1 +Y BAIMPL. +3 Y AEXPL1+ Y BAGR +2 1 ACPk Y aAUNMPEy +01ECMyrt € (11)
i=1j=1 k=1 j=1 k=1 =1
p=6p=6  p=6p=6 p=6 p=6
AEXcr = g +)aAImpt.y+Y BAEXPL.y +2 1 AGAR1+Y BACPK1 2 AUNMPE.1+3 8AMS. +0:ECMsiit & (12)
i=1j=1 k=1 j=1 k=1 =1
p=6p=6  p=6p=6 p=6 p=6
Almpt = g +} FAEXPL.1+Y BAGdR 1 +2 NACPk1+Y BAUNMPE; +3 1 AMS 1+ GAEXCK 1 +:ECMg i+ & (13)
i=1j=1k=1 j=1 k=1 =1
p=6p=6  p=6p=6 p=6 p=6
AEXpt = g +Y aAGdp+) BACPI.1 +Y viAUNMPE1+Y BAMS; +3 1 AEXCK.1+Y dAIMpt.; +@,ECMye i+ € (14)
i=1j=1 k=1 j=1 k=1 =1
Whereas
A = Difference operator
a = Constant term
¢ = Speed or rate of adjustment
p = optimal lag length

ECMit1, ECMyty, ECMgry, ECMytg, ECMs; ECMg; andECMy; are the error correction terms respectively,
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while e, e 3 ey e €5 andey, are error terms which are identically and indegertig normally distributed with mean

zero and constant variance,
a, B andy are the error correction coefficients and are etqubto capture the adjustment of
AGdp,ACpi AUnmpr AMs AExcr Almpt, AExpttowards long run equilibrium, while
AGdp.;, ACpi.;, AUNmpt.y AMs.; AExcr.; Almpt.; AEXpt.; are expected to capture the short run
Dynamics of the model.

EMPIRICAL RESULTS

Data Presentation

Data and variables for this study gross domestidyet (GDP- the proxy for economic growth), a measf the
productivity and economic performance of the Nigereconomy, consumer price index (CPI - proxiedrffiation rate —
a measure of price instability), unemployment (atslMPR), money supply (MS - quantity of money inceilation in the
country), import (IMPT), export (EXPT) and exchamgée (EXCR - the value of a foreign nation’s cammg in terms of
the home nation’s currency. Data for the studysiseatially sourced from World Bank Development ¢adibrs (2015). It

is presented below:

Table 1

YEAR GDP CPI UNMPR IMPT EXPT MS EXCR
1986 7.49E+10 0.87684 8.5 7.79E+P9 9.97E+09 2.36H+1.754523
1987 1.12E+11] 0.97584] 5.3 1.65E+10 3.02E+10 2.80+4.016037
1988 1.48E+11] 1.50779 5.8 1.84E+10 3.38E+10 3.885+4.536967
1989 2.28E+11] 2.26872¢ 5.8 3.75E+10 1E+11 4.34E+ 10364735
1990 2.82E+11] 2.435804 5.2 4.98E+0 9.95E+10 5.TBH+8.038285
1991 3.29E+11] 2.75262 5.944 7.63EH10 1.37E#11 EA9Q | 9.909492
1992 5.55E+11] 3.979991 6.186 1.31E+11 2.08E#11 EH29| 17.29843
1993 7.15E+11] 6.25516 6.2 1.74E+11 2.42E+11 1.985+ 22.0654
1994 9.46E+11] 9.82259] 6.207 1.7E+11 2.3E411  2.6TH+ 21.996
1995 2.01E+12] 16.97694 6.25] 4.82EH11 7.18E4+11 E319| 21.89526
1996 2.8E+12| 21.9457¢ 6.874 7.12E+11 9.02E+11 3 TEy 21.88443
1997 2.91E+12] 23.81774 4.629 1.02E+12 1.21Ey12 +#BE| 21.88605
1998 2.82E+12] 26.1986 5.239 1.03E+12 8.36Ey11 BE5:26 21.886
1999 3.31E+12] 27.9325 5.927 7.28E+H11 1.12E#12 TE+H1 92.3381
2000 4.72E+12) 29.8692 6.702 9.27E+11 2.44E#+12 EW0Z| 101.6973
2001 4.91E+12] 35.5066¢ 6.777 1.79E+12 2.23E#12 EWB2 | 111.2313
2002 7.13E+12] 40.0786 6.853 1.95E+12 2.56E#12 EWBB | 120.5782
2003 8.74E+12] 45.7024 6.931 3.1E+12 3.48E+12 HT¥ZH 129.2224
2004 1.17E+13 52.5569 7.011 2.13E+12 3.52E+12 213H 132.888
2005 1.47E+13 61.9454 7.057 2.81E+12 4.66E+12 262F 131.2743

2006 1.87E+13] 67.04941 7.102 4.02EH12 8.07E#+12 E3bBB| 128.6517

2007 2.09E+13] 70.65815% 7.147 6.44E+H12 7.06E+12 E>88| 125.8081

2008 2.47E+13 78.83894 7.192 6.19E+H12 9.84E#12 E=xB2| 118.546

2009 2.52E+13 87.93512 7.238 7.83EH12 7.76E#12 EW09 | 148.9017

2010 5.55E+13 100 7.286 9.64E+]12 14E+13 1.17E#1350.208

2011 6.37E+13] 110.8408 7.334 1.37E+H13 2E+13 1.326+153.8616

2012 7.26E+13 124.3822 7.6 9.4E+12 2.28E+413 1.53E+157.4994

2013 8.1E+13| 134.9246 7.1 1.05E+13 1.46E+413 1.73H+157.3112

2014 9.01E+13  145.796 4.8 1.12E+13 1.66E+413 1.83H+158.5526

2015 9.52E+13 158.943% 4.275 9.99E+12 1.01E#13 EW88| 192.4405

OO0 T T OO O+ T+ T+=TO =101 T—<700
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Source: World Bank Development Indicators (WBDI) 2015
Augmented Dickey Fuller (ADF) Unit Root Tests

The Augmented Dickey Fuller (ADF) test of statidhawill be employed to determine the underlyingperties

of the time series data, that is, whether the bdegmof interest have unit root or not. The unittreest below reveals the

result of stationarity for the variables used ie thodel. Below are the tabulated results:

Table 2: Result Augmented Dickey Fuller Unit Root Est with Intercept

Variable 1°' Difference 5% Critical P-Value Order of
T-Statistic Value Value (%) Integration
Log(Gdp) -5.216251 -2.971853 0.0002 I(1)
Log(Cpi) -3.266748 -3.004861 0.0294 I(1)
Log(Unmpr) -6.602714 -2.971853 0.0000 i(1)
Log(Ms) -3.088981 -2.976263 0.0394 i(1)
Log(Impt) -5.547094 -2.971853 0.0394 i(1)
Log(Expt) -6.554015 -2.971853 0.0000 I(1)
Log(Excr) -5.568183 -2.971853 0.0001 I(1)

SourceAuthor’s computation from Eviews 8.0

Table 2 above shows the results of unit root testag Augmented Dickey-Fuller (ADF). The unit raest
indicated that all the variables are integratedraker one | (1) i.e. First difference stationaryvdriable is assumed to be
stationary (has no unit root problem), if the cali value in absolute term is less than test tatiB1 the same vein,
stationarity is attained if the probability valueless than or equal to five percent significamels. Deriving from these
rules of thumb, it is hereby concluded that seieghe model are all first difference stationarijaving ascertained the
stationarity properties of the variables in the elptheir long run relationship will be determingatough Johansen Co-

integration test after a lag length is chosen.

Table 3: VAR Lag Length Selection Criteria

Lag LogL LR FPE AIC SC HQ
0 -43.38810 NA 8.63e-08 3.599150 3.932201 3.700967
1 127.1667 243.6497 1.64e-11 -5.083333 -2.418924}-4.268797
2 233.0396 98.31057* 6.03e-13* -9.145685* 49918* -7.618429*
Source: Author’s computation using Evie8\@

The result of the VAR lag order selection indicatest the maximum lag length is 2 using both AIGC,S-PE
and HQ information criteria. Based on this regihié optimum lag length is 2 (k=2) and it is heraliected for this study.

Having determined the VAR lag length selectioneri#, the long run relationship can now be deteechin
Co-integration Test

A co-integration test is one sure way of estabtighhe presence or absence of a long-run relatipreshong
series in a model. Economically speaking, two oremeariables will be cointegrated if they have adgaun or an
equilibrium relationship between or among them @gafi, 2004:822). That is, if they can walk togetfar a long time
without deviating from an established path. Theahslen (1991) likelihood ratio test statistics, tteee and maximal

eigenvalue test statistics, will be utilized toatatine the number of cointegrating vectors sintthalvariables are | (1).
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Table 4: Trace and Maximum Eigenvalue CointegrationTable Series
Tested: GDP, CPI, UNMPR, MS, IMPT, EXPT and EXCR

S1t:tii(s:gc 5% Critical Value | Prob. Value | Max- Eigen statistic | 5% Critical Value | Prob. Value

422.9934 125.6154 0.0000 191.0026 46.23142 0.000D
231.9908 95.75366 0.0000 91.01976 40.07757 0.000D
140.9711 69.81889 0.0000 54.59790 33.87687 0.0001
86.37317 47.85613 0.0000 33.92118 27.58434 0.006}
52.45199 29.79707 0.0000 24.00181 21.13162 0.019p
28.45018 15.49471 0.0003 18.83792 14.26460 0.008B
9.612263 3.841466 0.0019 9.612263 3.841466 0.001Pp

Source:Author’s computation using E-views 8.0

Table 3 above indicates seven (7) Co integratiaragons at those ranks where the values of the tssattistic
exceed the 5% critical values. This occurred ireggplaces in the table. In addition, this was comgd by the results of
the maximum eigenvalues where co-integration exit ranks where the value of eigenvalues is ait 8. The
discovery here is that both the trace and max-emjer statistic yielded seven co-integrating equmsti However, theory
agrees that co-integration exists where there Isast one co-integrating equation, hence we cdecthat the series —
gross domestic product, consumer price index, uteyment rate, money supply, imports, exports ancharge rate
respectively have a long run relationship, i.e. yThan both walk together for a long time withouvid¢éing from such

established path.

Since there is at least one co-integrating vecargeconomic interpretation of the relationship leetw gross
domestic product and the independent variablesbeanbtained by normalizing the estimates of theonstrained co-

integrating vector.

Panel 1: Normalizing the Estimates of the Unconstiaed Co-integrating Vector.

GDP=1.0000+ 1.44E+11Cpi)+ 1.21E+12(Unmpr) 45.05910{Ms) + 0.991066(Expt)
2.02E+10(Excr)—1.555550(Impt)

(6.4E+09) (1.1E+11) (0.03705) (0.03702)

(2.2E+09)

NoteStandard errors are in parenthesis

SourceéAuthor’s computation using Eviews 8.0

An economic interpretation of the long-run functiofiithe model is obtained by normalizing the estamaof the
unconstrained cointegrating vector on GDP. Thempaters (i.e., Long-run estimates) of the cointéggavector for the
long-run equation are presented in Panel 1. Theltsegh panel 1 above show a positive relationdhween gross
domestic product, consumer price index, unemploymate, money supply and exports while an inverdationship
existed between economic, exchange rate and impespectively. The outcome from all the series it exception of
CPI, UNMPR, EXCR and IMPT are consistent with eaqoitheory. All things being equal, a percentagentfe in the
consumer price index, unemployment rate, money Igugpd exports collectively resulted to a unit op@nn economic
growth. On the other hand, a unit change in exchamage and imports resulted in a decrease or @ealireconomic
growth. The exchange rate is a better indicatoarof country’s international purchasing power andtiee economic
growth. Exchange rate determines the GDP growth aaid the position of currency in the internatiomarket. An
economic interpretation of the core variables (GDP|, UNMPR, MS and EXCR) clearly reveals that geg3 of goods
and services move in an upward trend and with i&lépg unemployment rate and the unstable exchaaigeregime, the

prospect of growth in the economy remains diceg dscline or negative growth is the probable outdrurthermore, an
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increase in money supply has the tendency to leatie parlance of ‘more money chasing few goodsstleading to
inflation.

Error Correction Mechanism

In the short-run, deviations from the long-run tielaship established in Table 2 could occur dushiocks to any
of the variables. In addition, the dynamics gowvegnihe short-run behavior of the model are diffefemm those in the
long-run. Due to this difference, the short-runematctions and the adjustments to long-run equilibriare important
because of the policy implications. The error-ccticemn model arises from the long-run co-integratrefationship. To
check for the speed of adjustment of the modeinftioe short run to the long run equilibrium stave, consider the error
correcting term (ECM). The greater the coefficiehthe error correction term, the faster the spefeddjustment of the

model from the short run to the long run and vieesa. Below is the extract of ECM output.

Table 5: ECM Output

Variable Coefficient | Std. Error | T-Statistic
ECM (-1) -0.261814 0.43310 -0.60451
SourceAuthor’s computation using E-views 8.0

The estimated coefficient of the ECM term, whichaiso the speed of adjustment to equilibrium, igatiee as
required by economic theory. Judging from the realbve, the ECM coefficient -0.261814 is rightigreed in line with
economic a priori expectation. The coefficient @261814 indicates that about 26% of the disequilib or distortion in
the Nigerian economy is yearly being corrected Tdiis means that for long run equilibrium to betoesd in the system, it
would take the Nigerian government about threesyaad eight months to bring the economy back tecaiilibrium level
again. This suggests that there will be a convergevithin this period to equilibrium path regardiegpnomic growth and
series in the model.

Granger Causality / Block Exogeneity Test

The existence of cointegration relationships inisahat there are long-run relationships amongvérables,

and therefore Granger causality between themlgeat one direction.

Table 6: Block Exogeneity Test

Description Decision | Prob. Value
CPI does not Granger cause GDP Reject 0.0825
MS does not Granger cause CPI Reject 0.0001
CPI does not Granger cause MS Reject 0.0705
GDP does not Granger cause EXCR | Reject 0.0328
UNMPR does not Granger cause EXCRReject 0.0255
EXPT does not Granger cause EXCR | Reject 0.0736
UNMPR does not Granger cause EXPT Reject 0.0111

SourceAuthor’s computation using E-views 8.0

The result in the first section of the table shawsdirectional causality running from inflation (pided by the
consumer price index) to Gross Domestic Produair(@mic growth) at the 10% significance level. Tiggeals the truism
that during the years under reference, price iil#ialoontributed in retarding economic growth irigéria. The second
section indicates a one-way causation running frmoney supply (MS) to inflation also at the 10% #igance level. This
also is a further proof that a rise in the volunfiermney in circulation in an economy without theuesite production

capability gives rise to increases in the priceg@bds and services. This further proved that fiofteary pressures in
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Nigeria are caused by the volume of money supplyhgymonetary authorities at any given time. Sirhyilaempirical
evidence revealed that a rise or decline in ecoagmiwth, the unemployment rate and exports in Nagie a function of
the exchange rate policy in place at any given titnghould be noted that exchange rate measuegsutthasing power of
a country. It has a positive effect on unemploym@viten the exchange rate changes it affect goodketnia the country
and the value of money depreciates which causeslaction in consumption and industrial productiow alltimately
decrease employment opportunities for the citizema. nutshell, the economic interpretation of éhessults revealed that
an appreciation in the exchange rate has the paltestt increasing exports of available exportabl@ods to other

destinations thus leading to a rise in economievftand a decline in the rate of unemployment.
Diagnostic Test

Having presented the results of the empirical aislyit is also necessary to examine the statigpicgoerties of
the estimated model. Diagnostic checks are criritilis analysis, because if there is a problernh@residuals from the
estimation of a model, it is an indication that thedel is not efficient, such that parameter ed@sifrom such model may

be biased. The model was tested for normalityabedrrelation and inverse roots of AR characterigblynomials

Table 7: Residual Diagnostic Tests

Type of Tests P-Value
VAR Residual Normality Tests >0.05
Inverse Roots of AR Characteristic Polynomial Withcceptable region
VEC Residual Portmanteau Tests for Autocorrelations>0.05

The results as presented in Table 7 suggest teamtidel is well specified. The diagnostics indictitat the
residuals are normally distributed, serially unetated. This is attested to by the insignificamttability values. More so,
the parameters appear to be stable at all poimmired within the acceptable region of the InveRmmots of AR

Characteristic Polynomial. This indicates thatith@del is stable and valid for policy making.
CONCLUDING REMARKS

The Nigerian economy is in a crucial phase ofiiteil. A lot of social and economic problems, likav literacy
rate occasioned by falling standard in educatioallaevels, poor health facilities, hyper inflatiochigh unemployment,
rising trade deficit and continuous low economiovgih have been faced by successive administraitiotie country. The
government has been indulging in unnecessary gallitickering and debates which have no direct\itk the revival of
the economy and welfare of the general publichia study, the dynamic analysis of economic intévacbetween price
instability, unemployment and Economic Growth irgéliia is discussed. The variables whichreveelected for analysis
are Gross Domestic Product (GDP — proxy for econagndwth), consumer price index (CPI — proxy fditation rate),
money supply (MS), the volume of imports (IMPT)change rate (EXCR) and exports (EXPT) respectivihnual time
series data from 1986 to 2015 were sourced fromldVBank Development 2015 and subjected to unit,rdohansen
cointegration test and granger causality analyigiere was evidence of long run equilibrium relasioip among variables
in the models. Empirical evidence revealed unidioeal causality running from inflation (proxied Ilye consumer price
index) to Gross Domestic Product (economic groveth)he 10% significance level. This showed thatirduthe years
under reference, price instability contributedetarding economic growth in Nigeria. There was@pof causation from
money supply to inflation; that a rise in the vokiof money in circulation in an economy without tequisite production

capability will lead to increases in the pricesgmiods and services. This also is evidence thadtioflary pressures in
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Nigeria are caused by the volume of money supplyheymonetary authorities at any given time. Anothajor finding
from this study is the fact that a rise or declimeeconomic growth, the unemployment rate and espior Nigeria is a
function of the exchange rate policy in place at given time. When the exchange rate changesat&ffgoods market in
the country and the value of money depreciates lwbauses a reduction in consumption and indugtriadluction and
ultimately decrease employment opportunities fer ¢ftizens. In a nutshell, an appreciation in tkehange rate has the
potential of increasing exports of available exablé goods to other destinations thus leadingriseain economic growth

and a decline in the rate of unemployment.
Deriving from the Findings Above, Some Major PolicyRecommendations of this Study Are as follows

« The monetary authority of the country should stiwenaintain a manageable inflation rate in ordembtivate

foreign investors.

» Government should revitalize the various ailing usiies and establish new ones to encourage massive
industrialization. With functional industries workj to full capacity, agricultural products ofterpexted in their
raw form would have value added before they aratenadly exported. This strategy will boost economgiowth,

bring in more forex and create massive jobs fortdleening graduates.

e Government should use the level of inflation asoperational guide in measuring the effectivenesstof
monetary policy. If these policy measures for thatml of money supply in the economy are appliedy may
be helpful in the control of monetary expansion.

* Government should embark on policies that will i&lthe number of imported goods drastically anderage
local production and consumption to encourage dtmesdustries; these will reduce unemployment and

inflation in Nigeria and increase output..

* The Central Bank of Nigeria should intensify theedgulation policy of the exchange rate sector eféhonomy
to make foreign currency available to exporters amv@stors. Promotion of exports within the contekisub-
regional and regional economic integration showdvigorously pursued to expand the Nigerian intéonal
market and the importation policy of the governmsmbuld be adhered to in order to control dumpind &

encourage local investors.
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