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Abstract

The study examined inflation targeting —economic growth nexus in Nigeria, with the aim of
imbibing the useful lessons and avoiding the pitfalls from cross-country experiences. The
study employed descriptive approach to the study with data sourced from the Central Bank
of Nigeria Statistical Bulletin of various issues. Previous study was also consulted to enrich the
work. The most salient observations from the study include first: all the countries that
adopted inflation targeting recorded a reduced inflation figure and improved economic
growth after adopting inflation targeting than before the adoption. Second, Nigeria is absent
from the list of countries that have adopted inflation targeting as a monetary policy
framework, while South Africa and Ghana are the only countries in Africa that have adopted
inflation targeting. Based on the observations some recommendations were made, mostly
the need for the monetary authorities in Nigeria to adopt and implement fully the framework
considering the harmful and suicidal effect of inflation on economic growth and investment
on the economy.

Keywords: Inflation Targeting, Economic Growth, Trends, Nigeria

Introduction

Inflation targeting was initially adopted by New Zealand in 1990 and the features and norms
within the inflation targeting regime have been so powerful that some Central Banks of the
industrialized and developing economies have declared that maintaining price stability of the
lowest possible rate of inflation is their only mandate (Riti and Kama, 2015). It is generally
believed even now that price stability in a pre-condition for sustainable economic growth and
employment and that high inflation is damaging to the economy in the long run. Inflation
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targeting, as a monetary policy framework is characterized by the monetary authority
announcement of official quantitative targets (or target ranges) for the inflation rate over one
or more time horizons and by explicit acknowledgement that low, stable inflation is monetary
policy’s primary long run goal. Among other important features of inflation targeting are
vigorous efforts to communicate with the public about the plans and objectives of the
monetary policy and in many cases mechanisms that strengthen the Central Banks
accountability for attaining the objectives (Bernake et al., 1999). Inflation targeting is usually
associated with appropriate changes in the Central Bank’s rate that enhances the
independence of the institution. On this assumption, Debelle (1997) observes that to promote
the agreement between the Central Bank and the government and to increase the
effectiveness and the credibility of inflation targeting framework in any country, the central
bank should be responsible for announcing inflation target while government should only
endorse it.

The role of inflation targeting as a tool for economic development cannot be overemphasize.
Low and stable inflation is important for market-driven sustainable economic growth, and
that monetary policy is the most direct tool for controlling inflation. Furthermore, among the
entire government tools for influencing and directing the economy monetary policy has
proven to be the most flexible instrument for achieving medium-term stabilization objectives
(Adebayo, 2009). In Nigeria, inflation targeting has been accepted as the principle guiding
monetary policy in the government and CBN. However, the Central Bank of Nigeria’s
commitment to the effective implementation of the framework is yet to be seen. For example,
CBN has not specified if targeting refers to core inflation or overall inflation or if the target is
a specified level or a range.
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Figure 1 above traced the trend between inflation rate and macroeconomic variables
relationship in Nigeria between the periods of 1970-2012. It could be observed that inflation
rate have been on fluctuation over the years while economic growth (GDP) has maintained a
wide gap with inflation. This implies that the growth rate has not been able to induce inflation
positively
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There is a link between interest and inflation of rates. The relationship tends to be direct and
positive. High inflation rates engender high interest rates. The high interest rates in Nigeria
since the 1990s may have therefore been seen as a reflection of the inflationary trend in the
economy. The generally high interest rate on loans and wide margin between lending and
deposits rates created a disincentive to borrower and savers alike. This development tended
to discourage investments in the real sectors of the economy where projects have longer
maturity periods. High inflation rates over the years compounded the already poor economic
environment. Throughout the 1990 and 2000 periods, the average inflation rate had been
above the double digit level (26-51%) (CBN, 2009) which rendered most deposit refers
negative in real terms. The beginning of inflation in Nigeria can be said to be a direct result of
policies of the country’s Governments to stimulate a fast rate of economic growth and
development since 1951 when ministerial government was introduced (Anyanwu, 1993).
Inflationary trend since independence shows a distinctive periods in terms of analysis. Until
1969, the growth rate of inflation was in the unit with the highest being about 9 per cent in
1966 and even negative growth rate was recorded in 1963, 1967 and 1968. Since 1969, the
inflationary growth has become two digits, except in 1972, 1973 and 1982. 1975 recorded
33.7 per cent indicating the effect of the 1974 increase in money supply via Udoji Salary
Awards in the face of inadequate supply of commodities. It was 11.4 per cent in 1980, 21 per
cent in 1981, 7.7 per cent in 1982, 23.2 per cent in 1983, 40 per cent in 1984 and 40.9 per
cent in 1989.Inflation was curtailed in the late 1990s when the country recorded single digit
of 8.5 per cent and 6.6 per cent in 1997 and 1999 respectively. Inflation entered the two digit
range between 2001 and 2004 when 18.9, 13.2, 14 and 15 per cent were recorded in 2001,
2002, 2003 and 2004 respectively. However, the rate peaked in 2005 with 17.9 per cent and
later declined to 8.4 per cent in 2006 and further to 5.4 per cent in 2007. The emergence of
global financial crisis (2008-2009) further increased inflation rate by 11.8 per cent. An outlook
of the Nigerian inflation controls show that from one political administration to another, the
Central Bank of Nigeria has tried to initiate various monetary policies in an attempt to control
inflation. However, in spite of all these efforts and policy measures, inflation is relatively still
very high and implication are on the drives of the economy’s economic growth. The high
inflation rate has helped to force up interest rate, thus deterring investments, and by reducing
the real values of aggregate consumer wealth (such as government debt and money), it has
inhibited and distorted consumer spending .Also, by raising domestic prices relative to
foreign, the inflation inhibits exports and stimulate imports thus depleting the nation’s scarce
foreign reserves and worsening the balance of payments The questions that the study tends
to answer and which arises from the background and problem statement includes:

e Whatin the relationship between inflation targeting and economic growth in Nigeria?
The main objective of the study is to examine the relationship between inflation targeting
framework and economic growth in Nigeria. The rest of the paper is organized as follows:
Following the introduction is a survey of the literature which consists of the conceptual
frameworks and empirical review. Section three is on the methodology while section four on
the data and analysis. While summary, recommendations and concluding remarks are
contained in section five.

Literature Review

Theoretical Literature

This section reviews the previous studies concerning the subject matter. It provides a base for
the objectives of the study and then the conceptual issues. The basic neoclassical growth has
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been the engine of discussion for economic growth theories. The neoclassical theory
postulates that economic growth is a product of a accumulation of physical capital and labour
for expansion in addition to the exogenous factors of technological progress. The
fundamental growth of the neoclassicals is based on the work of Solow’s growth model. The
Solow model (1956) however, seems to be of variance with real facts about modern growth.
Meanwhile, one of the limitations of the model is that, it fails to distinguish between potential
output and income (GNP). It therefore not considers the changes in factors in the terms of
trade and in the cash incurred in external borrowing (Khan and Villanuera, 1991). Economic
growth proponents of the 1950’s and 1960’s are with the process of development as a series
of successive stages of economic growth through which all the countries must pass. It was
primarily an economic theory of development in which the right quantity of saving,
investment and foreign aid were all that was necessary to enable developing countries to
proceeds along path that historical had been followed by the more developed countries.
Conceptually, there is no generally accepted definition of inflation targeting in the literature.
However, some fundamental features exist. First, writers including Bermake and Mishikin,
(1997); Bernake et al (1999); King (2002); Kuttner and Posen (2000) refer to inflation targeting
as a framework of constrained discretion in which the constraint is the inflation target which
may be a point or a range and the discretion is the scope and flexibility to take account of
economic and other considerations.

Pierre (1999) viewed it as a strategy in which the Central Bank adopts a numerical target for
inflation and commits to achieving the target. Accounting to Tsenkwo (2010), the hallmark of
inflation targeting is the announcement by the government, the Central Bank, some
combination of the two that in the future the Central Bank will strive to hold inflation at or
near some numerically specified level.

Eichgreen (2001) defined inflation targeting as a monetary policy operating strategy with four
elements; an institutionalized commitment to price stability as the primary goal of monetary
mechanism rendering the Central Bank accounting for attaining its monetary policy goals; the
public announcement of target inflation; and policy of communicating to the public and the
markets the rationale for the decision taken by Central Bank. Important features of an
inflation target arrangement include the definition of what type of inflation is being targeted,
the inflation target range, the use of exclusion clauses or caveat for example under what
circumstances the central bank able to overshoot its target, and the target horizon
Conceptually, inflation targeting decreases monetary policy framework in which central banks
accept and announce certain targets of inflation , over a given period of time, as measure of
policy anchor and are accountable for deviation of actual from set targets. Three main forms
of inflation targeting have been identified

i.  Full fledge inflation targeting that is, when a country is ready to adopt inflation target
as its single nominal anchor upon which macroeconomic stability would be achieved.
This is suitable with countries with robust or sound financial environment and a
Central Bank which is transparent, accountable and highly committed to the
attainment of the goal of inflation targeting.

ii.  Electric information targeting when a country, for instance pursues information
targeting when a country, for instance priories information targeting along with other
monetary policies objectives in a stable financial environment which, however, is less
accountable and transparent.

iii. Information targeting life, low profile forms of inflation targeting pursues by
countries, largely due to lack of strong or credible macroeconomic environment.
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Tufar (2002) is of the opinion that inflation targeting is the existence of a stable and
predictable relationship between monetary policy instruments and inflation. Accounting to
him, in developing countries, it in observed that this condition is difficult to fulfill due to the
use of Seignoriage revenues as an important framework of financing public debts, coupled
with the lack of commitment to low inflation as a primary goal by monetary authorities and
lack of substantial operational independence of the Central Banks.

The term economic growth is related to a quantitative increase in acountry’s per capital
output or income accompanied by expansion in its labour force, consumption, capital and
volume of trade. On the other hand, economic development is a boarder concept than
economic growth. Growth is generally necessary, though not sufficient for achieving
development. We may conclude that development in both a physical reality and a state of
mind in which society has, through some combination of social, economic, and institutional
processes, secured the means for obtaining a better life. Development in all societies must
have the at least the following three objectives, (Todaro and Smith, 2011): to increase the
availability and widen the distribution of basic life-sustaining goods such as food, shelter,
health and protection, to raise levels of living, including in addition to higher incomes, the
provisions of more jobs, better education, and greater attention to cultural and human values,
of all which will serve not only to enhance material well-being but also to generate greater
individual and national self-esteem. And, to expand the range of economic and social choices
available to individuals and nations by freeing them from servitude and dependence not only
in relation to other people and nation- state but also to the forces of ignorance and human
misery.

Empirical Literature Review

Sekine (2001) attempted a structural model-based forecast for Japan with a view to deriving
a structural inflation function as an equilibrium correction model. The study found excess
money and output gap as the major determinant of inflation process in its construction of a
one-year inflation forecast for the economy.

Barden et al (2003) constructed an inflation targeting econometric model for Norway at the
time the country was transmitting from exchange rate targeting to inflation. Using a smaller
simultaneous model of wage and price setting along with marginal models of the rest of the
economy, they found that inflation can be affected by changing the short-term interest rate
and that the main channels of transmissions are through the output gap and unemployment
levels, while interest rate can be used to offset shocks to GDP output. In a similar study, Lopes
(2003) investigated the efficient policy rule for inflation targeting in the Columbian economy.
Using stochastic simulations of the macroeconomic model of the Columbian economy, the
results showed that output variability in the Taylor’s rule was lower than the inflation forecast
based rule while inflation and instrument variability were very high.

In the study conducted by Ye and Lin (2008) on the effort of inflation targeting in thirteen
developing countries from the period 1986 to 2006, using variety of propensity score
matching methods, their results showed that on the average, inflation has large and
significant effects of lowering both inflation and inflation variability in these thirteen
countries.

Bassey and Essien (2014) critically analyzed the basicissues, problems and prospects germane
to the adoption of the inflation targeting as a monetary policy framework in Nigeria.
Employing descriptive technique of analysis, the study concluded that inflation targeting is
not a cure-all medicine and that it may not significantly reduce the real costs of disinflation in
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Nigeria in terms of a decline in output and an increase in unemployment. The study therefore,
recommended that the extent of the success of inflation targeting, if and when adopted, will
crucially depend on the availability of executive capacity, quality and timely data and the
political will andcommitment to the success of the programme on the apart of monetary
authorities.

Riti and Kamah (2015) examined the achievement of sustainable growth in Nigeria from the
period 1970 to 2013 through inflation target using the vector autoregressive (VAR) approach.
The empirical results show that in the VAR model, exchange rate contributes significantly to
inflationary pressure in Nigeria, which is a reflection of the import dependent nature of the
economy.

Odior (2015) examined inflation targeting in developing countries, using Nigeria as a case
study. Employing the vector autoregressive (VAR) approach, between the periods 1970 to
2010, the results show that, money supply and past level of inflation have the potentials of
causing significant changes in inflation in Nigeria. The study suggested that more policy
attention should be given these variables in other to have stable inflation rate in Nigeria.
Audu and Amaegbesi (2013) evaluated the impact of exchange rate fluctuation on inflation
targeting on the Nigeria economy, adopting annual times series data spanning a period of 43
years, 1970 to 2012. The findings of the study suggest that all the variables (interest rate) and
exchange rate were statically significant. The study therefore recommends that in order to
curb inflation through inflation targeting, efforts must be made towards gathering financial
data at a more precise level.

Akuns et al (2016) explored the continued relevance of inflation targeting in an imperative
growth focused monetary policy, using Nigerian data for the period 1990 to 2014 and
employing VAR model based on the new Keynesian theory to simulate the estimated
outcomes for the economy on key macroeconomic variables under two alternative policy
framework. The result show that full-fledged inflation targeting may not be relevant as it
would not adequately address exchange rate variability, economic growth as well as
employment objectives of the Nigerian economy.

Summarily, the first aspect of the literature is the theoretical literature which is on economic
growth. Basically, the fundamentals of the growth theory are the (Solow model, 1956).
Conceptually, the definitions of inflation, inflation targeting and economic growth was
considered. This was followed by the empirical literature. One outstanding observation is that
the effect of inflation targeting on the economy varies. For instance, while some mostly from
the developed economies agreed that inflation targeting has significant impact on the
economy others mostly developing countries (Nigeria) argues that the extent of the success
of inflation targeting when adopted will depend on the availability of executive capacity,
quality and timely data and the political will and commitment to the success of the
programme on the part of the monetary authority. However, conflicting results abounds from
the empirical literature. The gap created by the conflicting results is what the present study
intends to fill through the use of trend analysis approach, a visualize approach to inflation
targeting and economic growth relationship in Nigeria.

Methodology

Analytical Framework

The pioneer work of Phillips (1958) on the relationship between unemployment and the rate
of change of money wage rate provided the foundation on which theories of inflation has
been developed. Inflation targeting has been characterized as the assignment of an objective
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function of the following form, which illustrates the trade-off between inflation and output
variability (Walsh, 2003; Svensson, 2000).
o0
Le=Ecy B [(me+i-7")?+ Ay —y*)?e]
t=0

1
=

The function, L, to be minimized reflects expected deviations of inflation (rt) from the inflation
target (nT) and the expected deviation of output (y) from potential output (y*) (the output
gap). The greater the deviation from the inflation target, the more costly it will be and the
more strongly monetary policy is likely to react, A represents the weight assigned to achieving
the output gap objective relative to the inflation objective. If output = 0, then one has a
“strict” inflation targeted, where all weight is put on the inflation objective and there one
would expect increased output variability. Any weight on output (>0)describes what is
referred to as a flexible inflation — targeting regime. Specifically, in order to plan monetary
policy and to measure its success, an objective function is used that accounts for the rate of
inflation and economic output.

F(U*, Y*) = [(ue + 1-\n*)2 + /)(ye1 — y*)?],U* describes the targeted rate of inflation, ut-1 the
achieved rate of inflation in one year. Monetary policy’s effects are time-shifted, the real
effects are perceived later, that is why the rate of inflation in one year is of importance. The
same way yt+1 is the economic output in one year whereas y* is the targeted economic
output, A has a specific meaning: If it is equal to 0 then economic output does not matter to
monetary policy, but if it is larger than 0, then economic output matters. The value of A
describes how far the economic output matters relative to the rate of inflation. The two cases
can be distinguished as follows: A =0, strict inflation targeting; A> 0, flexible inflation targeting.

Data and Method of Analysis

The method of analysis employed in the analysis is the descriptive approach, involving
descriptive statistics and trends (tables and charts). The choice of this approach is to
descriptively examine the inflation targeting-economic growth nexus in Nigeria, in which
other studies have employed the econometric approach. The approach is less prone to
measurement errors and omission of variables always encountered in econometric analysis.
The advantage of this approach is that it is devoid of econometric modeling mostly associated
with misspecification problems. Again, empirical studies in the Nigerian context arefaced
with the critical issue data unreliability. Although, it may be argued that the descriptive
approach may not reflect the true structure of the Nigerian economy. All the same, it is a
preliminary analysis that must be taken with caution.The data used for the study is purely
secondary in nature and it is sourced from the Central Bank of Nigeria statistical Bulletin of
various issues. Some published works on inflation target were also consulted.

Data Analysis

Descriptive Statistics

The table below shows that the growth rate (log value) of inflation(INF), broad money
supply(MS), external reserve(EXRS) and Government fiscal balance(GFB) are 2.81 per cent,
11.7 per cent, and -7.8 per cent respectively. Of all these variables, only government fiscal
balance has its minimum value to be negative with -14.1 per cent. Thus, it depicts the
unproductive nature of government fiscal position and policy in Nigeria. Meanwhile, the
growth rate of economic growth, using RGDP as proxy indicate a mean value of 12.0 per cent
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Table 1
Descriptive Statistics
RGDP INF MS EXRS GFB
Mean 11.98239 2.810361 11.70192 | 8.378172 -7.798117
Maximum 13.81527 3.586016 16.51291 | 10.97632 10.37503
Minimum 8.347353 1.791759 | 6.67147473 4,757333 | -14.07468
Std. 1.536448 0.434471 | 3.007424 1.557684 6.451105
Deviation
Skewness -1.132917 -0.363997 | 0.047457 -0.315277 1.622100
Kurtosis 3.186364 2.053317 1.825739 2.544480 0.869537
Jarque-Bera 9.476023 2.614670 | 2.544480 0.869537 23.53614
Probability 0.008756 0.270540 | 0.280203 0.647415 0.000008
44 44 44 44 44
Observation

Source: Author’s Computation using E-View 9.0

In addition, the standard deviation reports the rate at which these variables deviate from
their individual mean values. Government fiscal balance has high deviation from its average
value. Similarly, real gross domestic product, inflation rate and external reserve are all
negatively skewed to the left, while money supply and government fiscal balance skewed to
the right. The 3.0 value of the Kurtosis suggest that the normal distribution of these indicators
and variables. The table once again implies that none of the variables are normally
distributed. Nonetheless, two of the variables are leptokurtic in nature while the remaining
three are platykurtic. The JarqueBera statistic revealed that two variables are significant at
0.05 critical values while the other three are not. Government fiscal balance has the highest
JarqueBera value with the value of 23.54. Table 2 provides evidence of selected
macroeconomic indicators in the inflation targeting countries (Annual average of 5 years to
adoption of inflation targeting and after adoption)
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Table 2
Selected Macroeconomic Indicators in Inflation Targeting adopted Countries
Countries Growth Rate Unemployment Rate Inflation Rate ExchangeR

Before After Before  After Before After Before After
New Zealand 2.7 3.0 4.2 6.9 11.6 2.2 -7.6  -0.
Canada 2.9 2.8 8.4 8.7 4.5 2.1 -7.5 -
7.1
United Kingdom 2.2 2.7 7.4 5.2 6.4 2.6 24 -
2.2
Sweden 0.8 2.7 2.8 6.1 6.9 1.5 -85 -
1.2
Australia 2.2 3.9 8.6 7.3 4.2 2.5 -6.9 -1.1
Israel 5.8 3.1 8.5 9.4 11.3 3.1 -4.2
0.9
Czech.Rep. 4.5 3.2 4.0 8.9 9.1 3.1 -6.6 -
6.2
Poland 7.9 3.7 14.3 16.7 24.1 4.7 -4.5 -
4.8
Brazil 3.2 2.3 7.0 9.8 19.2 79 -48.0
5.5
Colombia 3.3 2.3 11.1 15.8 20.4 7.5 -9.5
0.5
Mexico 1.7 4.8 2.71.9 24.5 7.2 2.8 -4.6
South Africa 2.6 3.8 Na 27.7 7.3 5.1 4.3 -
2.5
Switzerland 1.4 1.7 4.1 3.1 0.8 1.0 1.6 -
3.7
Thailand 1.5 1.7 1.9 2.4 5.1 2.2 4.5 -
1.0
Korea 4.6 4.3 4.4 3.7 4.0 33 6.0 -
5.0
Hungary 4.2 4.2 8.0 6.1 15.2 5.9 2 -
12.4
Peru 2.0 5.2 7.8 10.2 5.0 1.9 -1.6
1.4
Philippines 3.1 5.1 10.2 11.5 6.3 5.0 8.5 -
3.0
Indonesia 4.6 5.6 6.5 10.3 8.0 155 6.2 -
1.9
Turkey 4.5 78 9.9 10.4 28.3 10.5 -6.3 -
1.2

Source: Epsteein and Yeldan (2008); Bassey and Essient (2014).

From table 2, it is seen that one third of countries surveyed showed decline in their growth
rate after the adoption of inflation targeting, while others showed no major shift on their
growth rates. Table 2 shows a significant reduction in the post inflation targeting period in
almost all the countries except Indonesia and Switzerland. Looking at the real exchange rate
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movement, the table shows a general tendency towards appreciated currencies on the
aftermath of the adoption of inflation. Sources have shown that the currencies that
appreciatedis due to increased expansion of foreign capital inflows arising from global
financial glut (Epstein and Yaldan, 2008). The figure 1 below shows the trend of exchange rate
movement in Nigeria.

Exchange Rate
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Fig. 2: Trends in Inflation Rate and Oil Price and Monetary PolicyRate
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The figure 2 below shows the trend in exchange rate as it relates to oil price and monetary
policy rate-MPR. It is observed that the movement between oil price and exchange rate
appears to give a mixed result. It appears negative before 1999, where exchange rate
depreciates (rises) as oil price falls. But from beyond 1999 they both appear to flow in similar
direction; oil price rises and exchange rate depreciates (rises). Meanwhile, on the side of the
exchange rate relation with MPR, the relationship is also mixed. It appears positive before
1999 and negative after 1999. Figure 3 shows the trend between oil price and Government
revenue, and MPR. The stylized fact on the relationship between oil price and the Nigeria’s
government revenue is that oil revenue contributes not less than 85 per cent to the total
government revenue. So, it would not be surprising to see oil price moving in parallel with the
Nigeria’s government revenue. Whereas, on the other side of the graph, MPR appears not to
affect government revenue between 1980 and 2002; but beyond 2002, negative relationship
is observed, suggesting that reducing MPR may likely lead to higher government revenue.
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Fig. 3: Trends in Government Revenue and Oil Price and Monetary Policy Rate
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Figure 4 and Table 2 shown below, depicts that over the past three dates (1981 to 2010), the
Nigerian economy grew from an average growth rate of 0% between 1981 and 1990 to 3%
between the period of 1991 to 2000 and further to 6.5% between 2001 and 2010.
Disappointedly, the average growth of the aggregate economy was accompanied by
increased in the average growth of unemployment and poverty rates from 3.93% and 42.07%
respectively between 1981 to 1990 to an alarming rate of 14.7% and 63.99% respectively
between 2001 and 2010. Also, within this period the disparity in income distribution
(measured by Gini Index) rose from 34.18 in 1980 to 42.9 in 2004 and further to 48.8 in 2013
(World Bank Indicators, 2013).

Fig 4: Average Growth Rates of Economic Growth, Unemployment and
Poverty Rates (1981-2010)
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Table 2

Average Growth Rates of Economic Growth, Unemployment and Poverty (1981 to 2010)
Years Economic Growth Unemployment Rate Poverty Rate
1981-1990 0 3.93 42.07
1991-2000 3 3.88 59.65
2001-2010 6.5 14.7 63.99

Source: Adapted from Nwosa (2015)

The rising growth rate and increasing unemployment, poverty and income inequality; clearly
demonstrates that growth potential of the economy over the year before the declining
growth period has no welfare effect. Figure 5 shows the trend of inflation and unemployment
in Nigeria from 1970 t0 2013.

Trends Profile of Inflation and Unemployment in Nigeria, 1970 - 2013.
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Rising rate of unemployment and inflation shows a clear picture of unsatisfactory
macroeconomic performance of the Nigerian economy. The national unemployment rate
rose from 4.3 percent in 1970 to 6.4 percent in 1980, ten years afterwards. The high rate of
unemployment observed in 1980 was attributed to depression in the Nigerian economy
during the late 1970s. Specifically, the economic down turn of the period led to the
implementation of stabilization measures which included restriction on exports, which
caused import dependency of most Nigerian manufacturing enterprise that in turn resulted
in operation of many companies operating below their installed capacity. This development
led to the closure of many industries, while the survived few were forced to retrench a large
proportion of their workforce. Owing to this, the national unemployment rate fluctuated
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around 6.0 per cent until 1987 when it rose to 7.1 per cent. however, the Structured
Adjustment Programme (SAP) adopted in 1986, had serious implications on employment in
Nigeria as unemployment declined from 7.1 per cent in 1987 to as low as 1.8 percent in 1995,
after which it rose to 3.4 per cent in 1996 and between 3.4 and 4.7 percentage points in 1996
and 2000.0Observation shows that inflation is tending downwards while unemployment is
rising upward while recent empirical forecast shows that the rate would continue to increase
up to the year 2020 (Orji et al., 2015).

The preceding trends of macroeconomic variables provide answer to the research question
which was stated in the form: what is the impact of inflation and economic growth in Nigeria?
The relatively high and unstable rate of inflation has imposed a drag on productivity and
economic growth in Nigeria. This is specifically so when firms are forced to shift resources
away from products and services thereby discouraging investment and retarding growth. High
rate of inflation in Nigeria has also eroded the value of fixed nominal payments such as rents,
wages, pensions and taxes (Omojimite and Oriavwote, 2012). High rate of inflation have led
to shortages of goods in Nigeria and this has caused massive importation of goods into the
country. Standard of living has been reduced based on the high and unstable rate of inflation
in Nigeria. Inflation may hinder the achievement of macroeconomic objectives such as full
employment, rapid and sustained growth and tolerable balance of payments. It may also
decrease the purchasing power of money. During a period of inflation, depositors suffer and
this has led to a reduction in the tendency to save which affect s funds for investment. The
impact of inflation on the economy is generally considered to be harmful and suicidal. This
explains why the achievement of price stability has always been one of the fundamental
objectives of macroeconomic policy in Nigeria.

Conclusion and Recommendations

Summary of Findings

1 Majority of the countries sampled prefer target range to point range for inflation target.

2 In the majority of the countries, inflation target is set by the Central Bank through
monetary Discretion

3 With the exception of the United Kingdom, which set inflation target horizon at four years
to correspond to its parliamentary tenure, all other countries surveyed maintained target
horizon of not more than three years.

4 The absence of Nigeria from countries in Africa that have adopted inflation target
features is worrisome, South Africa and Ghana are among the countries in Africa that
have adopted inflation targeting

5 There is a reduction in the post-inflation targeting period in almost all the countries
surveyed, with the exception of Indonesia and Switzerland

Conclusion

The study has attempted examining inflation targeting —economic growth nexus in Nigeria,
with the aim of drawing experience from cross-country positions, with the aim of imbibing
the useful lessons and avoiding the pitfalls. The study employed descriptive approach to the
study, these involves tables and charts with data sourced from the Central Bank of Nigeria
Statistical Bulletin of various issues. Previous studies on inflation targeting also was consulted
to enrich the study. The most salient observation from the study is the absence of Nigeria
from the list of countries that have adopted inflation targeting as a prime monetary policy

25



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN BUSINESS AND SOCIAL SCIENCES

Vol. 7, No. 1, Jan, 2017, E-ISSN: 2222-6990 © 2017 HRMARS

framework considering the harmful and suicidal effect of inflation on economic growth and
investment. From the observations, they followings are recommended:

Recommendations

1 Full implementation of inflation target should be a necessary part of monetary
policy framework of the Central Bank of Nigeria (CBN).

1 The Central Bank of Nigeria should aim at stabilizing fluctuations in money supply in
Nigeria in order to reduce inflation and boost confidence and attract investors in the economy.
2 Lending rates in Nigeria should be made flexible while appropriate measures be
adopted towards raising the value of the naira as this will reduce greatly the inflation rate in
the country.

3 In order to reduce price and exchange rate instabilities, and increase access to credit
the monetary authorities should adopt the inflation target framework.
4 Sector-specific policy interventions that will strengthen its productive capacity are

needed to deal with inflationary pressures especially as it concerns the peculiarities of the
various components of the consumer price index.
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