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June 2011, at the Lisbon Congress
Centre (LCC) in Lisbon (Republic of
Portugal). Seminars, workshops and other
side events related to the theme of the
AnnualMeetings "Towards an Agenda
for Inclusive Growth in Africa" will
commence onMonday June 6th 2011.
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FROM:3I»Y Y, chf@zjut.edu.cn

DATE:Wednesday, August 25, 2004
7:27 PM
TO:KADAMSON@NJ.DEVRY .EDU
SUBJECT :Welcome you to HangZhou
Dear Professor ADAMSON KUNLE,

Thanks very much for your email. |
would like to invite you give a speech
about economic reform and economic
development in international
conference in Von. It is good for us if
you can send your paper to us before
the end of Sep. We can pay
accommodation for you during
conference. You will meet many very
famous economists of China and Top
level CEO and officials during
conference. Hangzhou city is very
beautiful city and welcome you to
attend the conference and visit
HangZhou. I am looking forward to
meeting you in HangZhou.

Best Regards
Huifang Cheng
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"Dear Kunle Adamson,

As a teacher, there is no recognition
more gratifying than a heart-felt
expression of thanks from an exemplary
student you've reached during their
short time with you.

Because you've been honored in Who's
Who Among American Teachers® more
than once, this puts you in rare
company!

... As a multi-year honoree, your
Biography will now be noted with a
special icon reserved for our most
honored educators. Our sincere thanks!
We appreciate your continued
participation in the Who's Who
program.Regards,"

Carol Lynn Martens

Publisher, Who's Who Among American
Teachers & Educators

An American Tradition for over 40
Years

PEARSON

"Dear Professor Adamson, It's arrived!
Your ‘hot off the press’ copy of
Business Statistics will be with you
shortly. Thank you for your input,
which helped shape and strengthen a book
we are proud to have been a part of. As a
special thanks, we want you to be one of the
first to see how we have applied your
feedback and created a book designed to

excite business students aADOUL statistics.
Thanks again for your help.

Sincerely" Norean R. Sharp, Babson
College Richard D. De Veaus, Williams
College Paul F. Vellemand, Cornell

University

www.adamson-economics.org

Stephen L. Slavir

“Kunle Adamson
(DeVry College of New
Jersey), Ronald Picker
(St. Mary of the Woods
College), and Jim
Watson (Jefferson
College) very
generously provided
numerous suggestions
which greatly improved
the text, and Matt
Brosius (OECD) filled
in many of the gaps in

the data.” = Stephen L.

Slavin
BUSTINESS
STATISTICS

Shorps & Do Vasea & Villoosn
'

"Dear K. Adamson,

It is my pleasure to inform you that you are being
considered for inclusion in the upcoming 2010 Edition
of Who's Who in America®, which is scheduled for
publication in October 2009.

Since 1899, when A.N. Marquis published the First
Edition of Who's Who in America, business people,
researchers, educators, students and others have
relied upon its accuracy and currency of information.
As we look forward to the publication of our 64th
Edition, the original Who's Who in America
continues to be recognized globally as the premier
biographical data source pertaining to living
Americans of notable achievement from every
significant field of endeavor.

| congratulate you on the achievements that have
brought your name to the attention of our editorial
committee. We look forward to hearing from you.

Sincerely,"

Robert Docherty

Director, Editorial and
Selection Committee

Letter
from
Professor
Leontief
Nobel
Laureate
Economics
1973

"Leontief is
primarily
associated with the
development of the
linear activity
model of General
equilibrium and the
use of input-output
analysis that results
from it. He has also
made contributions
in other areas of
economics, such as
international trade
where he
documented the
famous Leontief
paradox. He was
also one of the first
to establish the

composite

commodity
theorem.

NEW YORK UNIVERSITY

Institute for Economic Analysis

Wassily Leontief, Director
February 23, 1979

Dear Dr. Adamson:

Dr. William Gossling has brought
to my attention the fact that you have
been working on dynamic input—output
matrices.

I would very much appreciate it if
you could send me a copy of your paper
entitled, “Dynamic BEfficiency of the
Mathematical Methods for Updating
Input-Output Matrices.”

Thanking you in advance,

S8incerely yours,

I di,

281 Mercer Street * New York + New York 10012+ (212) 598-2181

Wl:ss

Leontief earned the Nobel Prize in Economics for his
work on input-output tables."
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Visit WORLD CATALOGUE ORG to find some of the libraries
having Professor Adamson’s books and publications:

http:/ /www.worldcat.org/wcidentities/lcch-n82-117993

Input, output, and marketing: proceedings of the 1977

London conference and the 1979 Toledo Ohio workshopzoo)

1 edition published in 1980 in English and held by 67 libraries worldwide and in
Library of Congress

Structural disequilibrium and inflation in Nigeria: a theoretical
and empirical analysis of the causes and effects of inflation

in a developing economy ( Book )
1 edition published in 1989 in English and held by 11 libraries worldwide
The Nigerian economic crisis: an empirical study of inflation

and econometric simulation for optimal stablilization program
( Book )
1 edition published in 1996 in Multiple languages and held by 6 libraries

worldwide and in Library of Congress

Problems Concerning the Methods for Estimating Input-

Output Matrices ( Book )
1 edition published in 1977 in English and held by 1 library worldwide

Structural Disequilibrium and Inflation in Nigeria: A
Theoretical and Empirical Analysis of the Causes and

Effects of Inflation in a Developing Economysoox)
1 edition published in 1989 in English and held by 1 library worldwide

WEBSITES with Professor Adamson’s books and publications:
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1. “Structural Disequilibrium and Inflation in Nigeria: A Theoretical and Empirical Analysis of the Causes
and Effects of Inflation in a Developing Econoény
http://openlibrary.org/b/OL1988158M/Structural-disequilibrium-and-inflation-in-Nigeria

220 ¢ KS b A3ISNA I yANEMErEaR StukyOof InfltiknéahdZEYonometric Simulation for
hLIGAYEFE {dFroftAfATFGAZ2Y t NRPINI YE
http://openlibrary.org/b/0L6826749M/Nigerian-economic-crisis

3. “An evaluation of a developing country's forecasting models: A Case of Planning Without A Model”
http://www.springerlink.com/content/j565422k42n11033/

4. “Error Performances of the Multilevel World Integrated Model (WIM) as Applied to Nigeria”
http://www.springerlink.com/content/u7g8wwr867nn4h24/

5. “Economic Change and Restructuring”

Edited by Roberta BeninWojciech W. Charemzad George Hondroyiannis
http://econpapers.repec.org/article/kapecopln/v _3al4 3ay 3a1978 3ai 3a3 3ap 3al61-65.htm

6. Input, Qutput, and Marketing (edited by S. J. Gielnik and W. F. Gossling; with contributions from Y. K.
Adamson... [et al.]; ISBN: 0904870154; 100% match) Publisher: London : Input-Output Publishing
Company ; 1980. ISBN: 0904870154 DDC: 658.802

http://isbndb.com/d/book/input output and marketing.html

7.4 L y-hddzii LJdzii  'Edftér:(GieldikASA. .&ditor: Gossling, W.F.. Editor: Adamson, Y.K.. PUBLISHER:
Input-Output Publishing Company (London and Fairfield, N.J.) ...
http://www.getcited.org/pub/102081548

8. Problems Concerning the Methods for Estimating IngDtitput Matrices
http://openlibrary.org/b/0L20009570M/Problems-concerning-the-methods-for-estimating-input-
output-matrices.

9. Attempts to Construct a Linear Shetérm Forecasting Model foNational Economic Planning in
Nigeriahttp://openlibrary.org/b/0L20856117M/Attempts-to-construct-a-linear-short-term-forecasting-
model-for-national-economic-planning-in-Nigeria.

Professor's Adamson Book

Launching
"'Congratulations and more ink to your pen,
"former Education Ministe r and chairman of the
Book Launch, Professor Babs Fafunwa. seems to
Mbe telling Dr. Kunle Adamson(left), director of
Centre for Applied Economic Research, during
the launching of The Nigerian Economic Crisis"
written by Dr. Adamson in Lagos recently,
! EngrAshimi Oyekan(right), former Lagos State

! 1 Commissioner for Environmental and Physical
S { “Planning, watches with keen interest." (The
T L el G ardian Newspaper)
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The following article by Professor Adamson was Published in THIS
DAY Financial Times News Syndicate VOL 4, No 1311 November 23,
1998 and in the GUARDIAN of November 11, 1998.

oAnd siluko

ABACHANOMICS
ECONOMIC STABILITY AND GROWTH IN NIGERIA

by

Dr. Kunle Y. Adamson
Director
Center for Applied Econ. Research
Lagos. Nigeria. August, 1998.

|. Introduction

In his major speech of July 20, 1998 the new head of state, General Abdulsalam Abubakar, had re-echoed
the claim by its predecessor, General Sani Abacha; that the "Nigerian economy has achieved a good
measure of macro-economic stability."

If this is the evidence that the Abubakar Administration perceives the Nigerian economy as being stable at
the present moment, then the administration is being misled and its economic policies may become
misguided. In order to avoid this, we will evaluate here the legacy of Abachanomics with regards to its
impact on the growth and stability of the Nigerian economy. But first, what is Abachanomics?

Abacha refers to the name of the head of state of Nigeria between October 1993 and June 1998. Nomics is
derived from the Greek word nemo which means manage or nomia which is management. Abachanomics
is therefore used here to imply the management of the Nigerian economy during the period that General
Sani Abacha was the head of state.

Naturally, in order to manage the economy, the Abacha government had embarked on certain economic
policies. These policies had formed the elements of Abachanomics and its underlying strategy was called
GUIDED DEREGULATION. However, we should note here that the strategy had represented the
symptom of the internal contradiction within Abachanomics itself.

Given that the word deregulation implies the existence of regulation or control upon which freedom is to
be super-imposed and, moreover given that to be guided is to be constrained and by any yardstick;
constraint in itself implies regulation or control, then the strategy of guided-deregulation implies nothing
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else but regulated - deregulation. If this is true, then it is not so hard for us to see that Abachanomics had
been rooted in self-contradiction. War \his inevitable?

I1. Architects of Abachanomics

The best way to consider the inevitability of self-contradiction is to look at the architects of
Abachanomics. Based on news- paper reports the key architects of Abachanomics could be assumed to be
Professor Samuel Aluko, who was the Director of Economic Intelligence under General Abacha and
Chief Anthony Ani who was the Minister of Finance. We believe that these two men had been shaped by
their respective experience to be opposing forces.

First we should note that the experience of Professor Aluko, as an economic student from an under-
developed colonial country in Britain in the 1950's. had been deeply touched by the wave of social-
welfarism that swept across Britain at that time.

Secondly we should also note that his observation of the Nigerian wealthy class as a cormpt lot had
influenced his strong sense of opposition to the privatization of the public enterprises; even though they
are grossly inefficient Finally, we should note the purported assertion of Professor Aluko that, "only
foreigners and those Nigerians who had stolen public money would be able to buy the public enterprises
if they were privatized."

Based on these notes, it can be assumed that Professor Aluko belongs to the school of thought which
believes that ‘economic regulation and the social ownership of economic resources with its corresponding
suspicion against foreign investment as an agent of neo-colonial economic exploitation offer the best
strategy for the growth and stability of the Nigerian economy.'

On the other side of the coin, we should note the practical experience of Chief Ani as an entrepreneur and
as a trained business accountant. We should note that this had made him the foremost witness within
Abachanomics to the process, by which the private enterprises utilize scarce resources to produce goods
and services; and by which they provide jobs and income to both the government and the individual
Nigerians.

Moreover as an auditor, Chief Ani could not help but note the gross inefficiency and corruption of the
public enterprises Hence, Chief Ani's experience had pre-disposed him to the idea that ‘the privatization
of public enterprises and deregulation offer the best strategy for the growth and stability of the Nigerian
economy.' Given this, then it can be concluded that while the soul of Abachanomics was saddled with
Professor Aluko's philosophy of regulation and control, its flesh was wrapped in Chief Ani's idealism of
deregulation and the freedom of choice.

Hence the combination of the two views had yielded the strategy of regulated-deregidation of
Abachanomics. Although one may argue that a good debate about all possible options was a good way for
Abachanomics to ensure that the best economic policies were formulated for Nigeria's economic growth
and stability, but since it's strategy lacked a clearly defined objective; then what Nigeria got instead was
the lack of unity of purpose. This obviously had resulted into its consistently self-contradictory economic
policies.
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The lack of an overall objective became very glaring for all to see when for example, Professor Aluko
supposedly anchored his argument against privatization on who would buy the public enterprises instead
of whether there would be improved efficiency to the economy if they were sold. It became even more
glaring when Chief Ani was measuring the success of A.bachanomics in terms of the self-acclaimed
stable interest and exchange rates, the falling inflation rate and the rising external reserve instead of
looking at the falling output growth rate, the rising unemployment rate, the falling real income, the rising
poverty level, the declining health indices, etc. So, therefore, what was the real economic objective of
Abachanomics?

I11. Strategy for Economic Decline

If we followed Chief Ani's logic, then one can claim success in curing the baby's cold by boiling the baby.
If however this seems illogical, then Abachanomics' claim of success had seemed illogical too; as it could
not have been a good remedy for the Nigerian economic problems and in the end it had caused more harm
than good to the economy.

Abachanomics began in October 1993 by suspending the Structural Adjustment Program (SAP) which
was principally put in place to deregulate and privatize the economy. By January of 1994 it started to
regulate the interest rate, the exchange rate, the pattern of investment and above all; it embarked on a
massive increase in the federal government revenue and its domestic debt beyond any other
administration. This was the most significant policy of Abachanomics thai damaged the Nigerian
economy. Although Abachanomics lasted from October 1993 to June 1998, but by the

end of its first full year in 1994 its results had set enough examples of its imminent poor performance.

Because by comparing 1994 with 1993, we have noted that the federal government revenue had increased
from N193 billion to N201 billion while its domestic debt had also increased from N261 billion to N341
billion despite the fact that everything else had declined in the economy. As an evidence of the economic
decline, let us note that between 1993 and 1994 the real growth rate of output fell from 2.61% to 1.3%;
the general price level increased by 57%, the capacity utilization rate fell from 37.2% to 30.4%, and the
unemployment rate rose from 8% to 12%.

Moreover, the real exchange rate against the US dollar increased from N48 to N80 and finally the
external transaction current account deficit increased from NO.7 billion to N7.7 billion. Given so much
negative impact of Abachanomics in 1994, it responded in 1995 with a ‘maradonic’ pretension towards
deregulation and the free- market economic policies. This however only highlighted its weaknesses the

more, as the following examples of the key economic problems of Nigeria under Abachanomics will
show.

Infra-Structural Problems: Concerning the woeful performance of the public enterprises which were
responsible for the supply of petroleum products, electricity, communication, port management for
smooth exportation and importation, etc. Abachanomics had responded by first introducing the policy of
commercialization, then the policy of leasing and/ finally that of privatization Did any of them work? The
answer is no as the performance of the public enterprises only degenerated further.
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Foreign Exchange Problem: Abachanomics had responded by introducing the policy of Autonomous
Foreign Exchange Market (AFEM) but kept the regulated Official Exchange Rate. The result was the
worsening of the exchange rate from N22.05 to a dollar in 1993 to N85 per dollar in 1998.

Low Investment Rate Problem: Abachanomics had responded by fixing the maximum interest rate at 21%
so that the cost of investment could be brought down. However, the same Abachanomics contradicted this
by increasing the federal government domestic debt at the same time. This in essence created a shortage
of investment funds to the private sector. The result was the further decline in the investment rate from
11.5% in 1993 to 5.7% in 1996.

Low Standard of Living Problem: Abachanomics had reduced the income tax on all low-income earners
but this was contradicted by its introduction of higher sales taxes such as the Value Added Tax (VAT),
the Petroleum Trust Fund (PTF), the Educational Fund (EF), etc. As a result, Abachanomics had put more
money into the pocket of the average individual just to ensure that the individual ended up with less
goods and services in his or her household. So in the end, it gave Nigerians more money but left them
more starved.

On the whole, the inability of Abachanomics to solve these basic economic problems while massively
increasing the federal government revenue had created an economic decline for Nigeria. In order to
measure the degree of economic decline, let us compare the economic results of the four Abachanomic
years of 1994-1997 with the four years (1989-1992) immediately preceding its birth.

Foremost, the federal government revenue had increased from its average level of N97 billion per year in
1989-1992 to N396 billion per year in 1994-1997. As a result, Abachanomics had created a 310% growth
rate in the average annual federal government revenue. While at the same time, it had created the rapid
decline in the average annual real growth rate of the Gross Domestic Product (GDP) from 5.98% in
1989-1992 to 2 63% in 1994-1997.

Since Abachanomics did not encourage the government to save, then by massively increasing the federal
government revenue it had only massively increased public consumption in the face of rapidly declining
real output growth rate. It had therefore led to a rise in the average annual inflation rate from 26.47% in
1989-1992 to 42% in 1994-1997. Since it had also increased the sales taxes (VAT, PTF, etc.), then
naturally through a combination of higher inflation rate and higher sales taxes it had reduced the
aggregate demand.

The fall in the aggregate demand had then resulted in the fall in the average annual capacity utilization
rate of industries from 39% in 1989-1992 to 31% in 1994-1997. Of course, the lower average annual
capacity utilization rate created by Abachanomics had led to the increase in the average annual
unemployment rate from 5% in 1989-1992 to 12% in 1994-1997. Since lower capacity utilization rate and
lower aggregate demand had shrunk the productive sector of the Nigerian economy, then how was
Abachanomics able to massively increase the federal government revenue?

Of course, it was through higher supply of money and higher deficit financing. First, Abachanomics had
increased the average annual quantity of Money Supply (MI) by 344% from N47 billion per year in 1989-
1992 to N208 billion per year in 1994-1997.
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Second, it had increased the average annual domestic debt of the federal government by 219% from
N107 billion per year in 1989-1992 to N342 billion per year in 1994-1997. Lastly, it had increased the
average annual fiscal deficit of the federal government by 32% from N28 billion per year in 1989-1992 to
N37 billion per year in 1994-1997.

Given the fact that, by its failure, Abachanomics had also increased the average annual exchange rate
against the US dollar by 478% from N 10.65 per year in 1989-1992 to N61.52 per year in 1994-1997,
then could the external sector have performed well under Abachanomics as claimed by Chief Ani? The
answer is no because the average annual surplus that the Nigerian economy enjoyed on its external
transaction current account fell by 39% from N33 billion per year in 1989-1992 to N24 billion per year in
1994-1997. This surplus that used to be 12% of Nigeria's GDP per year in 1989-1992 shrank
tremendously to only 1% of the GDP per year under Abachanomics.

Although the south is the industrial region of the Nigerian economy, but the negative impact of
Abachanomics covered every area of the country as the official unemployment rate in Abuja which was
1.0% in 1992 rose to 9.3% in 1996. It also rose from 1.7% to 9.4% in Adamawa State while it rose from
0.5% to 5.1% in Kaduna State. Similarly, it rose from 2.6% to 8.3% in Anambra and Enugu states while it
rose from 1.2% to 9.65 in Lagos state. Hence Abachanomics was an equal opportunity-loss strategy and
the only conclusion is that it had caused a massive decline of the Nigerian economy. If so, then could it
have created economic stability?

IV. Equilibrium, Growth and Stability

The Nigerian economy is a system of markets. Given this, then its economic stability can be defined in
terms of the steady-state of its market equilibrium. Although in a free market, the buyers and the sellers
are acting individually based on their respective choices, but there is a particular price at which the total
guantity that all the buyers are willing and able to buy will be equal to the total quantity that all the sellers
are willing and able to sell. This unique price is called the equilibrium price and it occurs only at the
equilibrium point.

If a market equilibrium exists and if the market does not change from it or if the market returns to an
equilibrium position quickly and smoothly when it changes, then the market is defined as being stable.
Since the Nigerian economy is however comprised of various macro-economic markets such as for labor,
natural resource, capital, money, international trade, etc., then economic stability implies the existence of
a general equilibrium which is a simultaneous existence of equilibrium in each of the macro-economic
markets. But why is economic stability beneficial to Nigerians?

Since in a free-market economy the equilibrium point is the only economic point where the individuals
with opposing economic interests can harmonize them and also maximize their respective benefits, then it
is the only point at which all Nigerians can harmonize their conflicting economic interests and also
maximize their benefits. Given this, then rationality dictates that all Nigerians would prefer the economy
to be at the equilibrium point and to stay there. So once the Nigerian economy achieves a general
equilibrium, Nigerians will have no incentive to change it from there.

Since the lack of change is in itself a necessary condition for the existence of economic stability and
since the equilibrium point is the only economic point where there is no incentive to change, then there
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can not be an economic stability without equilibrium. Also since stability is a steady state and since
equilibrium is the point of harmonization and maximization of individual economic benefits, it follows
therefore that stability is desirable because it is the only way of keeping the economy constantly at the
point of harmony and benefit maximization.

Given the fact that Nigerians can not derive maximum economic benefits without economic growth and
the fact that Nigerians will only prefer stability because it yields them the maximum economic benefit,
then their desire for economic stability is not inconsistent with their desire for rapid economic growth.
Noting that the economy moves hierarchically from a lower level of development to a higher level as it
grows over time, then it is economic stability that keeps the time-path or the movement of the economy to
be smooth and to be without chaos or disruption.

Hence economic stability implies the smoothness in the movement of the Nigerian economy from a
lower equilibrium to a higher one through time. Given this, it can now be concluded that since the
desirability of stability rests on its ability to generate smooth economic growth through time and also,
since stability itself is dependent upon the existence of a general equilibrium; then equilibrium and
smooth economic growth are the necessary and sufficient conditions for the existence of economic
stability.

Given this, then the task of proving the lack of stability of the Nigerian economy under Abachanomics is
a very simple one, since all that is necessary is to show that the Nigerian economy had neither
experienced a smooth economic growth nor attained a general equilibrium under Abachanomics. Already,
the facts we have presented in the last section have shown that the Nigerian economy under
Abachanomics had declined.

Since there was no meaningful economic growth, then it is redundant to even consider whether the
growth was smooth or not. Let us look at the possibility of the existence of a general equilibrium under
Abachanomics. First, the existence of a N6 billion worth of unsold industrial goods under Abachanomics
was an evidence that the aggregate demand for goods was not equal to its aggregate supply. Hence the
goods market was massively dis-equilibrated. Second, the existence of the highest unemployment rate
ever under Abachanomics was also an evident that the aggregate demand for labor was very much lower
than the aggregate supply of labor. Hence the labor market was also massively dis-equilibrated.

Moreover, the existence of a capital market equilibrium would have implied that saving was equal to
investment. But under Abachanomics what we had instead was a savings-investment gap that was
increasing with time from -N2.5 billion in 1993 to N26.3 billion in 1994, N84.6 billion in 1995 and N85.7
billion in 1996. Not only that, the investment rate fell from 11.5% in 1993 to 9.3% in 1994, 5.8% in 1995
and 5.7% in 1996. Hence, the evidence is that the capital market of the Nigerian economy had also
experienced a disequilibrium under Abachanomics.

Moreover in the money market, the existence of a fiscal imbalance which had increased from an average
of N28.2 billion in 1989-1992 to N37.2 billion in 1994-1997 is also a sign of monetary dis-equilibrium
under Abachanomics.

Also it had given the Nigerian economy its highest inflation rate ever of 72.8% in 1995 and its highest
four-yearly average annual inflation rate of 41.9% in 1994-1997 as compared to 20.97% for 1974-1977,
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14.8% for 1978-1981, 19.0% for 1982-1985, 23.7% for 1986-1989 and 30.55% for 1990-1993. Since the
general price level was dis-equilibrated, then a general equilibrium did not exist under Abachanomics.

Therefore, we can conclude that the Nigerian economy had experienced neither an economic growth nor a
general economic equilibrium under Abachanomics. Given this, then Abachanomics had not left a legacy
of economic stability for Nigerians. Hence it had widened economic conflicts and made economic
objectives less realizable and the incentive for change had become very great. The lesson therefore is that
the policies of Abachanomics can neither be used as a basis nor as a starting point for any meaningful
solution to the present Nigerian economic crisis. Otherwise, the economy will perpetually be in a crisis.
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Naira Re-Denomination: A Decade of Stable Instability
BY KUNLE ADAMSON

ON August 14, 2007, the Governor of the Central Bank of Nigeria, Professor Chukwuma Soludo, unveiled
his Strategic Agenda for the Naira policy. The subsequent controversy, which followed his policy
announcement, has made an objective examination of the policy quite important to the nation. The
purpose of this article is therefore to evaluate the policy on its economic merit only. We will start first by
restating the policy and its reasoning.

The Policy: Professor Soludo's policy intends to re-denominate Naira by "moving two decimal points to
the left from the currency from August 1, 2008." Based on his calculation, the Naira/US dollar exchange
rate will become N1.25 to USS1 and all Naira assets, all prices and all contracts will be re-denominated
accordingly as of that date. The Reason: Professor Soludo has stated that his reason for the policy is "to
ensure monetary and price stability." The Timing: The question about timing has also been answered
directly by Professor Soludo.

First, he has stated that the present Federal Government is very committed to macroeconomic and
other structural reforms. Second, he has also stated that since the Nigerian economy is presently having
a "robust external reserve, a stronger banking system, a lower inflation rate of single digit, a robust GDP
growth rate of about 6%, a more stable exchange rate, a stronger capital inflow and of course the debt
relief," then the time for re-denominating the Naira is now. The Objective: Finally, Professor Soludo has
stated that his objective is to promote "Nigeria's rapid economic development."
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Since Professor Soludo has erroneously assumed that all other things in the Nigerian economy are
exogenous to his re-denomination policy, he has not thought that the government and the people need
to be involved. Moreover, his hypothesis is simply that for the foreseeable future, Nigeria's rate of
economic development is dependent on its monetary and price stability and its monetary and price
stability is in turn dependent on Naira re-denomination. Since by substitution his hypothesis merely
establishes a direct relationship between the rate of economic development and Naira re-
denomination; then it is easy to see why Professor Soludo has proposed his policy as a CBN strategy.
Unfortunately, there is a misconception here. Usually, currency re-denomination is used as a tool for
reducing high inflation rate, when everything else has failed. That is why it is a policy mostly used by the
high-inflationary prone economies such as Brazil, Argentina, Bolivia, Israel, etc. Both theoretically and
empirically, high inflation tends to reduce real output growth and since this causes the level of
unemployment to increase, then inflation reduces the standard of living. Even despite the negative
effect of inflation, currency re-denomination is still an extreme policy, which is usually adopted only as
the last option to combat hyper-inflation and economic stagnation.

The irony though is that Professor Soludo has justified his Naira re-denomination policy by claiming that
Nigeria's inflation rate is low and that its output growth rate is high. He has also claimed that Naira's
exchange rate is stable and that capital inflow is high. Since these are symptoms of rapid economic
development and by inference from his hypothesis, monetary and price stability must have existed
before such rapid development could have taken place; then Professor Soludo's implied argument is
that Nigeria does not need a Naira re-denomination policy. If this is true, then his policy reasoning is
self-contradictory.

Given the internal contradiction of his policy, many Nigerians and even the federal government may be
excused for being left confused; and given his assumption that all other things are exogenous to his
Naira re-denomination policy then his exclusion of the federal government may also be understood not
on the basis of an autonomous power but on the misconstruction of his hypothesis.

The Nigerian economic crisis

BY pinpointing the self-contradiction in Professor Soludo's policy, am | implying that the Naira re-
denomination policy is absolutely bad for the Nigerian economy?

My answer is emphatically no and that it is good for the Nigerian economy under certain conditions in
which all other things are made to be endogenous to the policy itself. In fact, | had called for a Naira re-
denomination policy in my book entitled, The Nigerian Economic Crisis printed by the University of Lagos
in 1996 and launched at the Nigerian Institute of International Affairs under the chairmanship of a
former minister, Professor Babs Fafunwa on September 28, 1998. Almost all Nigerian newspapers had
reported on the book launching at that time. The book may still be obtained at the University of Lagos
bookstore.

On page 161 of my book, | had stated in 1996 that "the Central Bank of Nigeria must issue a new
currency to be exchanged at a lower denomination. The CBN must be granted full autonomy from the
government by law and by the Constitution of Nigeria. Also it must be charged with strict regulation of
the money supply without allegiance to the government but to the economy as a whole. It is to be
advised by a monetary advisory board."

First let me clarify that my statement "without allegiance to the government" implies only that the
policy must be objective without any preferential treatment for the government. It seems to me that
the CBN Act of 2007 may be in response to my CBN autonomy recommendation, while it seems also that
Professor Soludo is trying very clumsily to implement my Naira re-denomination policy.

Before | answer whether | will support a Naira re-denomination policy in 2007, we must understand why
| had proposed it in 1996. Let us look at the conditions of the Nigerian economy as | saw them in 1996
and as based on my comprehensive research into 25 years of performance of the Nigerian economy
from 1970 to 1995.
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Beginning from 1971-1975 to 1991-1995, the 1991-1995 period had represented the worst five-year
period in economic performance. In 1991-1995 the average annual real output growth rate had declined
to just 1.4 percent, the average annual inflation rate had increased to 48.9 percent, the average annual
unemployment rate had increased three folds. The inflation rate had reached 72.8 percent in 1995. So
as the Nigerian economy was under serious inflationary pressure internally, it was also bleeding
externally. The average annual capital inflow was $8.36 billion as compared to the outflow of $11.8
billion.

Although the Naira, which was 0.77 to $1 in 1984, had persistently lost its value over time, but its value
fell so rapidly by an unprecedented rate of 100 percent from N34 to $1 in 1994 to N68 to S1 in 1995.
Worse still the average annual interest rate had climbed over the 25 percent mark and this had crippled
real capital formation in the economy. So by 1996, the Nigerian economy had become stagnant and
political unrest was rife in the nation.

In spite of the economic stagnation and the suffering in the land of plenty, the Federal Government was
busy feeding itself in splendor. In terms of the five-yearly averages, the Federal Government had
increased its own revenue by over five times from N40 billion a year in 1986-1990 to N229 billion a year
in 1991-1995. Even with the five-fold increase in its average annual revenue and the massive decline in
the income of the average Nigerians, the Federal Government was also forcefully borrowing from the
private sector at an unprecedented rate. Hence its average domestic debt had increased from N49
billion a year in 1986-1990 to N245 billion a year in 1991-1995 and it had actually reached N342 billion
in 1995.

The result was that the private sector was shrinking and collapsing. Naturally, the Federal Government's
massive domestic debt had increased its average debt service from N17 billion a year in 1986-1990 to
N65 billion a year in 1991-1995. With debt repayment rising to 43 percent of its yearly spending in 1991-
1995, it was so obvious that the Federal Government's sheer greediness for money had undone most of
its ability to function economically. Noting that the rise in government domestic debt had also increased
the interest rate, then the government had been its own worst economic enemy.

Because the more it had increased its domestic debt, the more the interest rate had increased in the
economy and the more its debt repayment had also increased. Since the higher debt repayment usually
left it broke and since it had to borrow more money to survive, this again had increased the interest rate
further and its debt repayment further, too. Hence the Federal Government and its domestic debt were
in a vicious circle from which it had not been able to break away.

We could not describe the frustration of the nation against Federal Government spending, its borrowing
and its economic dis-functionality any better than the following statements attributed to General Sani
Abacha and published in The Guardian of March 2, 1994 as follow:

"Our strategic parastatals are known sources of decadence. They are, in the public eye, bottomless pit
through which enormous resources of the state are needlessly drained. They swallow so much public
funds, yet remain public nuisance of monstrous proportion. Their inefficiency stares the public, whose
resources sustain them, in the face. They charge exorbitantly for services they barely deliver. They are
hardly able to meet their financial commitments. Rather, like Oliver Twist, they keep coming back for
more funds."

To all Nigerians | ask, if you have a child who is decadent, a bottomless pit and a nuisance who could not
deliver any good or service to self or to others, and keep asking you for more money, will you continue
to give?

Given the conditions described above, | had determined in 1995 that the Nigerian Economy was in a
serious Crisis. To properly analyze the crisis and find solution to it, | had developed the Nigerian
Econometric Simulation Model (NESIM) on the computer. This was used to test and to measure the
impact of alternative policies on the economy. By so doing, | was able to derive a set of optimal policies
based on the best 1996-2000 scenario forecast of my simulation model. These policies were collectively
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known as the Nigerian Medium-Term Stabilization (NMTS) program. Pages 158 to 163 of my book, The
Nigerian Economic Crisis, contain these policies, which | am going to summarize next. | will call them
"My 1996 Policy Recommendations."

My 1996 Policy Recommendations

INCOME Policy: My income policy had taken into account two existing factors: (1) That the real wage of
workers in Nigeria has been highly depressed for a long time by the persistent high inflation rate and by
the high exchange rate of the Naira. (2) That the income structure in Nigeria is highly distorted between
sectors and between individuals. My policy in 1996 had therefore called for a "monetary wage increase
of 15% to be granted to all lower-paid workers and a 10% wage increase to be granted to all other
workers."

The monetary wage increase was kept small and frozen because | did not want to increase the demand
for money in the economy in order not to fuel inflation which had already reached 70 percent in 1995.
Also | did not want to increase the cost of production to producers, which had been made unbearable by
high interest rate, the high exchange rate and high taxes. Rather, my strategy was to increase the real
wages of workers by "reducing the income tax by 50%, reducing the import duties by 50% and by
reducing the company tax and the excise tax by 50% except for the oil companies." Based on the 1995
figures, all these tax reductions would have reduced the total revenue of the Federal Government by a
mere 7.5 percent.

Price Policy: My price policy had dictated that "all prices must be properly reviewed downwards in
correspondence with the combined fall in the business taxes, the excise duties, the import duties, the
interest rate and the exchange rate." The implication is that the reduction in price is linked to the
reduction in the cost of production and not by any government dictated control or regulation. Apart
from government monitoring, | had asked that compliance to this price policy should be done largely by
a signed-and-sealed agreement between the Federal Government and the business organizations like
the Manufacturers Association of Nigeria (MAN), the Transporters Associations, the Market Women
Associations, etc. The rest must be done by legal enforcement of the policy through an anti-price fixing
law.

Fiscal Reform: The aim of my fiscal reform was to reduce the budget deficit, reduce the government
domestic debt, achieve a better and a more efficient economic balance between the government sector
and the private sector. Ideally, | needed to reduce the proportion of the GDP of Nigeria appropriated by
the Federal Government from its annual average ratio of about 26 percent in 1991-1995 to about 15
percent by the year 2000. No economy, in which the government spends such high percentage of the
GDP and at such a high level of economic dis-functionality; had ever developed.

If the government wants Nigeria to develop, it must reduce its share of the economy. In order to reduce
the share of government in the Nigerian economy, | had recommended in 1996 "a zero budget deficit
and that no new credit facility should be granted to the government. In conjunction with no budget
deficit and no new credit facility, | had also recommended that the government should repay its
domestic debt to the private sector at a rate of N40 billion a year so that it could be brought to zero by
the year 2000."

A reduction in new government loans and a repayment of the existing ones would have increased the
supply of funds in the private sector and by so doing, it would have also reduced the interest rate and of
course the lower interest rate would have facilitated an increase in private sector investment which
would have created the expansion of output and jobs.

Exchange Rate Policy: The exchange rate policy | had recommended in 1996 was to first and foremost
"unify all exchange rates including autonomous rate, the government rate and the black-market rate
into a single rate." | had, however, suggested that "the new single exchange rate should be fixed at N10
= S$1" because, according to my simulation results, lower exchange rate would have created too much
import of consumer goods to the detriment of the economy and the higher exchange rate would have
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discouraged output expansion because of the higher cost of imported machines, equipment and spare
parts. As part of my exchange rate policy, | had also recommended that "the Naira should be tied to the
US dollar and that it should be convertible."

In support of my 1996 exchange rate policy, | had also recommended that "no further foreign loan
should be taken out by the Nigerian government for at least five years and that the existing foreign loan
was to be rationalized, verified, renegotiated and paid according to the terms of the renegotiation." This
would only enhance foreign confidence in the Nigerian economy.

Monetary Policy: The main strategy of my 1996 monetary policy was to reduce the quantity of money
supply by reducing budget deficit, government spending and borrowing as they were the biggest source
of the increase in the demand for money and hence the main cause of higher interest rate, higher
inflationary pressure and the exchange rate devaluation experienced by the Nigerian economy.

| had also recommended in 1996 that "the Central Bank of Nigeria must issue a new currency to be
exchanged at a lower denomination and that the CBN must be granted full autonomy from the
government by law and by the Constitution of Nigeria. Also it must be charged with strict regulation of
the money supply without allegiance to the government but to the economy as a whole. It is to be
advised by a monetary advisory board."

Part of my recommendation was also that the "Federal Government should reduce the urge to rapidly
convert Nigeria's foreign earnings into local currencies." Apart from the fact that rapid conversion of
Nigeria's foreign earnings had the tendency to increase domestic money supply excessively, fuel
inflation and devalue the currency; it was also a drain on foreign reserves. The slowing down of the rate
at which the government converts its foreign earnings from dollars to Naira would build up Nigeria's
foreign reserve, which would in turn create exchange rate and price stability in the economy.
Deregulation Policy: In 1996, | had recommended that "all failed public enterprises should be privatized
or be allowed to die their natural deaths." The auctioning of their assets would have provided more
revenue for the government, which could have been used to pay back its domestic debt. Also | had
recommended that "all monopolies, public and private, should be opened to competition with no
licensing bottlenecks" which had served as another means of controlling entry into the industries.

| had recommended, as part of my 1996 Nigerian Medium Term Stabilization (NMTS) program, that
"competition must be promoted in the provision of all utilities and also in the provision of all the
infrastructural services like transportation, telecommunication, electricity, etc. The economy should be
liberalized and controls on imports and foreign investment must be very limited and very strategic." The
Nigerian economy had been choked for too long under the strangulation of the government with no
apparent advantage to the majority of Nigerians and it was about time the Nigerian government
removed its choke on the economy so that it could breathe and develop much more easily.

Economic Policy for 2007

FIRST, | must caution that any policy derived outside of a comprehensive simulation of the Nigerian
economy runs a higher risk of losing track of its full interdependencies, and that a simulation exercise
requires a sound econometric model and a good scenario forecasts. Now let us get back to Professor
Soludo's Naira re-denomination policy. Has he run his Naira re-denomination policy through a national
econometric simulation model and can he quantitatively predict the impact of his policy on the Nigerian
economy for the next five to 10 years?

If his aim is to propose the policy first and then study its effect and optimality later, there is nothing
wrong in that; but he must state it clearly so that the whole nation may understand.

Although | had proposed the Naira re-denomination policy in 1996 but one big difference between my
own proposal and that of Professor Soludo was that my Naira re-denomination policy was made to be
part of a comprehensive national economic stabilization program; which also comprised of policies on
output, investment, prices, interest rate, taxes, government spending, domestic debt, foreign debt,
foreign reserve, exchange rate, etc.
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Hence my program had recognized that a Naira re-denomination policy needed other supportive
economic policies to succeed and that its impact is economy-wide. If so then the government and the
people must be in the center of its implementation strategy. Now in order to determine the relevance of
my 1996 Nigerian Medium Term Stabilization (NMTS) program to the present economic situation in
Nigeria, the next question is whether Nigeria is still experiencing an economic crisis in 2007 or not?

In answering this question, it is noteworthy that Professor Soludo has not expressed any anxiety in his
policy statements that may convey the existence of an economic crisis; but instead, he has portrayed
the Nigerian economy as being robust in its performance. In support of his claim, we should confirm
here that the value added or the real output of the Nigerian economy had grown at an average annual
rate of 6.3 percent in 2001-2005 and that this was the highest five-year average annual growth rate
since 1975. Hence the Nigerian economy might have the appearance of a growing economy.

However, by comparing 2005 with 2006, for instance, we have discovered that the annual growth rate
of real output had actually fallen from 6.2 percent to 5.3 percent; that of agriculture had fallen from 7.4
percent to 4.5 percent. The growth rate in manufacturing had also fallen so badly from 10.4 percent to
1.3 percent while that of construction had fallen from 12.8 percent to 0.1 percent. Given the widespread
fall in real growth rate of the non-oil sectors of the Nigerian economy in 2006, then the talk of a robust
performance in 2007 is too premature and misleading.

Although the average annual inflation rate had fallen from 13.5 percent in 2006 to 6.87 percent by mid-
2007, which is a single digit, as Professor Soludo has stated, this, however, had been preceded by an
increase in the average annual inflation rate from 12.26 percent in 1996-2000 to 14.9 percent in 2001-
2005. Hence the economy could not be described as having escaped from an inflationary pressure by
just looking at its one-year performance.

Noting that Nigeria's output growth is being constrained by the high average annual interest rate of 23
percent or over and by the poor state of its infrastructure in contrast to the unconstrained growth of
aggregate demand, fueled by government spending; then the Nigerian economy is bound to be always
under an inflationary pressure.

Since the average annual exchange rate of the Naira to the US dollar had continuously increased from
N90 in 1996-2000 to N125 in 2001-2005 and then to N127 in 2006, then a stable exchange rate at
around N127 in 2007 does not really augur well for growing the Nigerian economy. Because most of the
machinery, equipment and spare parts needed for its engine of growth have to be imported and import
substitution has not been fostered in the economy with necessary fiscal policies.

Noting that the average annual share of Federal Government revenue plus its Deficit had fallen from
25.6 percent in 1991-1995 to 21.8 percent in 1996-2000, which was a good thing, but since it had
however increased to 31.9 percent in 2001-2005; then there is still a crowding-out effect on the private
sector, which makes any short-term growth non-sustainable. Finally, the estimated average annual
unemployment rate had increased from 7 percent in 1991-1995 to 10 percent in 1996-2000 and then to
14 percent in 2001-2005, but most noteworthy is the estimate that it had increased to about 22 percent
in 2006 especially among graduates and professionals.

At this point, we ought to note that some of the improvements, which the Nigerian economy had
experienced after 1996, seem to have come from the implementation of parts of my 1996 policy
recommendations. For example, the former finance minister, Ngozi Okonjo-lweala, had implemented
my foreign debt rationalization, renegotiation and repayment policy. My reduction in the conversion of
earned US dollars to Naira policy had also been implemented by President Obasanjo and this had built
up Nigeria's foreign reserve. These two policies had combined to increase foreign confidence in the
Nigerian economy and had created a net inflow of capital. My recommendation that the government
should create a new Naira currency had already been followed while my single exchange rate unification
policy had also been implemented.


http://www.adamson-economics.org/

www.adamson-economics.org 21

It seems that my policy, to promote competition, which requires public enterprises to be privatized, had
been implemented but very poorly. My policy to remove government subsidies had also been
implemented in a selfish manner. The government had been removing subsidies without first reducing
taxes, tariffs and duties by 50 percent as called for. My competition-promoting policy, through no-
licensing requirement for businesses, had only been partially implemented by the liberalization of
licensing; but bottlenecks and barriers of entry still exist because its implementation has been selective
and politicized.

However, the improvements had been limited and might be non-sustainable because the remaining
parts of my program had not been implemented. The Governor of the Central Bank of Nigeria has just
proposed my Naira re-denomination policy. Whereas my Naira revaluation policy of N10 to $1, my
recommendation that the Naira should be tied to the US dollar and my recommendation that the Naira
should be convertible are yet to be implemented.

My policy of domestic debt rationalization, verification and repayment had not been implemented but
President Yar'Adua has just set up a panel to look into this domestic debt dilemma. My policy to reduce
the share of government revenue and deficit in the Gross Domestic Product to no more than 20 percent
had not been implemented and it may need to be passed into law when it is being implemented.
Moreover, my recommendation that there should be zero government deficit and that there should be
no new credit facility for the Federal Government for at least five years, had not been implemented also.
My tax, tariffs and import duties reduction policy had not been implemented. It must be stated that tax
rate reduction does not necessarily imply a fall in the tax revenue, especially if the lower tax rate creates
an economic expansion, which creates a higher tax base as well. Hence, lower tax rate ties the tax
revenue to the growth of the economy and if the government cannot grow the economy then it may not
be able to increase its revenue. Lastly my recommendation that the interest rate or the lending rate
should be capped at 10 percent had not been implemented as well. This policy is very important
because of its negative effect on investment and on the government domestic debt repayment.

Then upon it all since its economic performance is epileptic and below potential, its inflationary pressure
has not disappeared, its unemployment is ridiculously high, its infrastructure is a sham, its non-oil
sectors are fragile pieces and since real income is lower in 2007 than in 1975; then the Nigerian
economy is still in crisis. If so, the policies under my Nigerian Medium Term Stabilization (NMTS)
program of 1996 are as relevant in 2007 as they were then.

Dr. Adamson is a Professor ofdhomics, resident in the USA.
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Sustainable Development
ENVIRONMENTAL IMPACT
In the light of indiscriminate Industrial
Technological ~ Adaptation in Nigeria,
sustainable development has become an
important issue. Dr. Adamson's paper delivered
at the Conference of the Nigerian Society of
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environmental impact of industrial
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framework of  the  concept of  sustainable
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ENVIRONMENTAL ACTION PLANNING

Professor Adamson, as the Project Director of an

Environmental Planning Study for Nigeria funded by
Wthe World Bank, has written the Project Report entitled
Bl Towards An Enviromental Action Plan for Ogun State.
In the introduction to the Report, Professor Adamson has
: stated that: "Sustainable development has become an
,,2? {important issue in Nigeria. Given this, then creating an
‘"‘. operational framework to implement the concept especially
~_at the state level is presently the issue to be addressed and
this effort is being supported by the World Bank. As part of
this effort, the Environmental Action Plan (EAP) for Ogun
State has been commissioned by the Federal Environmental
Protection Agency (FEPA). The key aspects of the terms of
reference for the EAP of Ogun State are:-

a) Assess the state environmental problems, prioritize and

identify their causes.

b) Assist in setting up a medium-term EAP program.

c) Prepare an Environmental Investment Program (EIP)

d) Indicate the possible sources of funding.

e) Study existing _infrastructure and restructuring based on

FEPA's guidelines.

f) Assist in the organization of technical seminars on the EAP.
The purpose of the EAP of Ogun State can therefore be described as an attempt to evaluate the
environmental issues of the state, to prioritize them and to also set up a mitigation plan. This
will provide an operational framework by which environmental and economic concerns can be
integrated.” To read the Full Report click on Environmental Planning below.
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ENVIRONMENTAL OPPORTYNIDST AND SUSTAINABLE DEVELOPMENT:
The Implication for Optimal Investment Allocation in China
and for Global Economic Stability

By
KUNLE Y. ADAMSON, Ph.D-
Adj. Associate Professor of Economics
RIDER UNIVERSITY
New Jersey, USA.

According to the Country Analysis Briefs of July 2003 on “China Environmental Issues,”
prepared by the United States Energy Information Administration (DOE); “environmental
pollution from coal is damaging human health, air and water quality, agriculture and ultimately
the Chinese economy.” Although the Chinese Government has established the State
Environmental Protection Agency in 1998 to monitor and collect data on environmental
pollution and although in June 2002 the Cleaner Production Law was enacted, “concentrations
of most pollutants still remain very high.”

The investment preferences of the Chinese Economy and the high degree of environmental
desensitization of the industrial technology associated with that investment may be responsible
for this. For example, 50% of the coal consumption in China is done by its industries, which on
aggregate represents the largest single source of air pollution and which has caused 30% of the
total land area of China to be covered with acid rain. In the year 2002 Chinese industries have
consumed 9.8% of the world’s energy and, according to the DOE’s report, this is supposed to
grow to 14.2% by the year 2005.

By our calculation, this represents a 1.5% annual average growth rate in Chinese industries’
propensity to consume world energy and if this trend should continue, then China would be
consuming about 30% of the world’s energy by the year 2020. With the United States already
consuming another 30%, then could this be a sustainable pattern of economic development?

® Paper published in the Proceedings of the China (Hangzhou) International Conference on
Finance and Engineering.

Click Here for the Full Text of Dr. Adamson's Paper on China's Economic Development and the Threat
It May Pose on Global Stability
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