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Preface

Prior to the spectacular growth of many East Asian economies. a
variety of structural and non-structural factors were used to explain
the differences in growth performances. Arising from: their
remarkablé achievements, regional variations in growth performance
have been explained in terms of differences in savings and
invessment. Although savings, investment and growth had long been
acknowledged in the development literature, the linkages between
them and the direction of causality were hardly given any
considerable attention. Rather, emphasis was put on a unidirectional
relationship, running from savings to investment and. hence. to
economic growth.

This perception of the relationship between the three variables has
been considered misleading because, in truth, the relationship could
be intertwined. Therefore, the significance of these relationships can
no longer be wished away as was previously the case. The
transformation of an initial growth spurt into sustained expansion of
output requires the accumulation of capital and its corresponding
financing (i.e., savings). Output expansion, in turn, sets in motion a
self-refinancing process through which the anticipation of growth
encourages investment. Investment supports growth, and increased
income raises savings.

This study, therefore, examines the linkages between savings,
investment and growth in developing and developed countties. The
obvious aim is to learn important lessons and articulate appropriate
policies to set the pace for sustainable economic growth. In order to



clearly identity the linkages, the study divides the whole world into
six regions: Africa, Latin America, the Middle East, developing
countries in Europe, and Asia. Nigeriais used as a developing country
case study. While the study generally finds support for bidirectional
relationships between these variables (at both the theoretical and
empirical levels), it, however, observes that the linkages are not
automatic. Three important things are considered necessary for the
linkages to hold. First, there must be an increase in the volume of real
savings in order to make additional resources available to investment.
Second, a means of collecting and channelling the savings to make
them available to investors is crucially important. And third, there
must be some effective means of transforming savings into pro-
ductive capital. An important lesson emerging from the study. is that
the level of financial development and integration is also a crucial
condition for savings, investment and growth correlations.

This study has benefited from the financial support of the African
Capacity Building Foundation (ACBF) through its project assistance
to NCEMA. We, therefore, gratefully acknowledge this support.
Also deeply acknowledged is the wordprocessing assistance of Mr.
E. O. Okunlola, Mrs. E. A. Ogunyemi and Mrs. K. A. Oyetola. Not
least, is the editorial work by Mr P.K. Edebor and Mrs O.A.
Adeyemo. We, however, take responsibility forany shortcoming that.
may be observed in the study.

Mike I.Obadan
Ayodele F.Odusola
December 2000
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Iintroduction

Variations in growth performances across regions of the world have
been of significant interest to development economists. Prior to the
spectacular growth of many of the East Asian economies, a variety
of structural and non-structural factors were employed to explain the
differences in growth performances. Since that tiine, however,
regional variation in growth achievement has been explained in terms
of differences in savings and investment performances. It has been
widely observed in the literature that some regions (e.g., Sub-Saharan
Africa and Latin America) tend to save and invest a smaller
proportion of their aggregate outputs than did their more dynamic
counterparts (e.g., Asia and the Organization for Economic
Cooperation and Development Countries (OECD)). Our interest in
the linkage between savings, investment and economic growth is not
new in the economic development literature. The works of Arthur
Lewis in the 1950s, for example, portray the central task of economic
development as that of raising the proportion of national income
saved and invested from 4-5 per cent to 12-15 per cent (Lewis 1954).
Recent theoretical perspectives, typified by endogenous growth
models, suggest that high investment rates can result in a permanent
increase in an economy’s overall growth rates (Romer'1986; Lucas
1988). Both theoretical approaches identify investment as a
fundamental factor in economic growth. In contrast to developed
countries, where growth problems were viewed in the Keynesian
sense of too much saving -and too little spending, investmer_lt and,
hence, economic growth in developing countries were constrained
by the insufficiency of savings (James, et al 1987). In this context,
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2  Obadan & Odusola

evidence from development experiences strongly suggests that the
best performing countries (even among the developing ones), have
achieved this status largely on the basis of their high rates of savings
and investment (Oyejide 1998).

Although savings, capital formation and economic growth have
been central to economic development analysis for several decades,
the connection between them and the direction of causality is far from
clear (Fry 1980; Schmidt-Hebbel, er al 1996). Accepting that the
relationship is unidirectional (i.e., moving from saving to investment
and, hence, to economic growth) may be misleading. The transforma-
tion of an initial growth spurt into sustained expansion of output
requires the accumulation of capital and its corresponding financing.
Expansion, in turn, sets in motion a self-reinforcing process by which
the anticipation of growth encourages investment, investment
supports growth, and increased income raises saving (Schmidt-
Hebbel, et al 1996).

In view of the central role these issues have assumed in the assess-
ment of relative national economic performance, it is important to:
understand the nature of interactions among them. This paper,
therefore, examines the relationship between the three variables with
a view ta deducing the attendant policy implications for sustainable
economic growth. To achieve this objective, the rest of the paper is
organized as follows: section 2 examines the theoretical links-
between savings, investment and growth, while the trends of these
variables are discussed in section 3. In order to provide an illumina-
ting case study, trends of savings, investment and growth in Nigeria
are examined in section 4. Correlations between savings, investment
and growth, using graphical illustrations, are the central focus of
section 5. Section 6 presents the empirical results from Granger
causality tests-while section 7 concludes the paper.

2

Theoretical Links between Savings,
Investment and Growth

Economic development theories recognize the close interdependeqce
between savings, investment and growth. The earlier 9f these theories
gave prominence to the critical role that savings anc.l mve.stment play
in the growth process, just.as the converse relatlonsl}lp was also
recognized. Rapid growth raises the saving rate which, in .turn,
releases resources that are necessary to sustain growth through hlgh?r
investment. The interrelationship between these variables is

examined below.

2.1 Savings and Growth v
The theoretical underpinning of the link between saving and growth
is as old as the theory of consumption. This link is often based on the
lite cycle hypothesis, which posits that individuals tf:nd to save more
during their years of high earnings and dissave during thelr' years of
low earnings, i.e., while they are too young to work or yvhlle living
on retirement benefits (Modigliani 1980: Lehmussaari 1990; anfl
Deaton 1990). By implication, when households h.ave accessto credit
and when they take the future into accountin making thenj saving and
consumption decisions, most temporary income ﬂuc.tuatlons w1l_l be
reflected by changes in saving rather than by changes in consur.nptlon.
The two leading models of consumption (the .permanent income
model and the life cycle model) predict a negative effect of grow,?h
on saving as individuals adjust current cpnsumptlon upward in
anticipation of higher future income (Schmidt-Hebbel, et al 1996).

3



4 Obadan & Odusola

The third theory of consumption (absolute income hypothesis), as
propounded by Keynes, contrasts with the earlier proposition. This
theory predicts a positive relationship between savings and income
through the marginal propensity to consume. Keynes (1936:96) states
in his general theory that:

The fundamental psychological law is that men
(women) are disposed, as a rule and on average,'to
increase their consumption as their income increases,
but not as much as the increase in their income..

He. thus proposes that, on average, the marginal propensity to
consume will always be less than one, where the residual represents
the marginal propensity to save. By implication, a positive relation-
ship exists between savings and income growth.

Collins (1991) also presents another perspective on the theoretical
link between savings and growth. His proposition addresses the
concentration of growth in households with high savings rates, such
as rich or middle-aged households. This higher saving rate may be
induced by the desire to leave bequests to heirs. Thus, within a certain
income range, higher income will be reflected primarily in higher
savings leading to larger bequests, hence higher growth. Similarly.
consumptionhabitsthat change slowly despite increased income may
also contribute to higher saving rates in the face of rapid growth
(Carroll, et al 1994). These theoretical propositions show that the
relationship between saving and growth may be bidirectional.
Empirical verification is thus needed in this respect to show which
relationship really holds in both the developed and developing
economies.

2.2 Savings and Investment

The literature copiously recognizes the need to have a clear under-
standing of the link between savings and investment. As argued by
Schmidt-Hebbel, et al (1996), it may add more value to the correla-
tion between saving and growth. Besides, if capital accumulation is
indeed the engine of growth, understanding the link is crucial in

Savings, Investment & Growth Patterns in Developed & Developing Countries 5

assessing the validity of the traditional belief that raising saving 1s
the surest way to increase growth.

A number of contending theoretical issues surround the link
between savings and investment. First, for an economic agent,
savings plus borrowing must equal asset acquisition (this may be
physical entities, e.g, land, office buildings and dwellings, and
machinery, but excluding consumer durables and/or financial instru-
ments). Either savings or borrowing can be negative-and the relation-
ship still holds. Within this framework (in a closed economy) national
saving(s) and domestic investment (I) are considered to be always
equal ex post. This can be expressed thus:

S = Y-C
I = Y-C
S I
where Y = income
C = consumption

In this neoclassical analysis, a high rate of saving leads to a high
rate of investment. Three steps are considered necessary for the
saving-investment link to hold. First, there must be an increase in the

~ volume of real saving so that additional resources become available

for investment. Second, a means of collecting and channelling the
savings to make them available to investors is necessary. Third, there
must be some act of investment by which saving is transformed into
productive capital (James, Naya and Meier 1987).

The mobilization of additional savings to increase investment and
initiate higher economic growth can come from internal and external
sources. Internally, savings can be mobilized through self-finance
(ploughing back of profits or borrowing from relatives), government
appropriation through additional taxes, and by financial inter-
mediation (both formal and informal).

The first two options represent the neo-Keynesian formulation that
emphasizes the importancé of investment incentives in generating
higher investment rates that, in turn, create their own saving in the
form of retained earnings. Recent theoretical developments tend to
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explain the prominence of corporate saving as a source of investment
finance. By appealing to notions of market imperfections and market
failure in financial markets, the Keynesian framework also gives
prominence to government intervention (in terms of tax incentives or
disincentives) to correct the ills of market forces as a way of mobiliz-
ing resources for investment projects. The intermediation approach
to resource mobilization, on the other hand, represents the
Mckinnon-Shaw hypothesis, which proposes that "saving supply
creates its own investment demand". It was argued (Mckinnon 1973:
Shaw 1973) that investment was constrained not by high interest rate
but by lack of investible funds. Domestic savings in many developing
countries were barely sufficient to maintain the existing capital stock
and, hence, could not permit enough investment to sustain economic
growth. Mckinnon and Shaw, therefore, proposed that liberalizing
financial and credit markets can facilitate domestic savings
mobilization as well as encourage efficient allocation of investment
by eliminating distortions froni the capital market.

The second issue concerning the link between savings and
investment derives from the macroeconomic textbook approach that
emphasizes different sets of determinants for savings and investment.
While the former depends on income and weaith, the latter depends
on profitability and risk. Thus, they both result from independent
decisions and so in ex ante sense, they may not be equal. Planned
savings may also not be equal to planned investment in that what an
individual/society plans to save may not be the same as what he/it
actually saves. Similarly, what a businessman plans to invest may be
different from what he actually ends up investing due to unexpected
increase or decrease in his sales and, therefore, in his inventories. But
in contrast, ex post savings and investment are equal in the sense that
when a society saves (with output greater than consumption). it adds
to its stock of wealth; investment too being an addition to the society's
stock of wealth. And since they both amount to the same thing. ¢x
post savings must always be equal to ex-post investment.

Open economy framework provides the third approach for examin-
ing savings-investment linkage. Here, capital inflows introduce a
distinction between ex post national saving and domestic investment.

Savings, Investment & Growth Patterns in Developed & Developing Countries 7

In an open economy, national saving need not be used for domestic
investment; it may be invested abroad if the international private rate
of return is relatively attractive. Thus, an increase in national saving,
rather than raise domestic investment, may be reflected in a larger
current account surplus or reduced deficit. The theoretical framework
often used to examine this relationship is the two-gap model. The
model holds that in a world characterized by unfettered capital flows,
countries with high level of investment need not rely on an equally
high domestic saving (Feldstein and Horioka 1980). The gap between:
domestic saving and gross ivestment must equal the difference
between imports and exports and is financed by external capital or
foreign savings (Feldstein and Horioka 1980; Germany, Humplireys
and O’Brien 1992). Nevertheless, empirical evidence from Feldstein
and Horioka (1980) contrasted with the sign of the theoretical
relationship. They found that, in the long run. gross national saving
and domestic investment rate show a strong positive correlation for
both developed and developing countries.

2.3 Investment and Growth

The theoretical relationship between investment and growth has been
well articulated in the literature. The production function formulation
and the Harrod-Domar model coupled with the works of early
development economists such as Rosentein-Rodan, Ragnar Nurkse,
Arthur Lewis, etc., accorded a crucial role to capital formation,
especially infrastructure, in the growth process. They give primary
importance to domestic capital formation. This critical role of invest-
ment in the growth process was, however, challenged by the
neoclassical growth theorists of the 1960s and 1970s. Robert Solow’s
model indicates that capital accumulation affects growth only during
the transition to the steady state and that long-term growth is deter-
mined only by the rate of technical change, which is assumed to be
exogenous. The endogenous growth theory of Roemer (1986) and
others further stress the insufficiency of capital accumulation to
guarantee long-term growth. The new theorists argue that sustained
growth depends not only on accumulation of physical capital. but on
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two fundamental ingredients: human capital and technical
knowledge. \

The theoretical proposition of the neoclassical theorists was given
aradically different interpretation by the non-neoclassical, especially
the UNCTAD economists (e.g., see Akyuz and Gore 1994; Singh
1996). They brought about the resurgence of interest in the critical
role of investment in the growth process. Their trenchant argument
is that the relationship is inherently dynamic and transcends the
simple productivity-capital intensity relationship that results from a
"well behaved" production function. Investment does not just
augment a factor of production but is the means by which new
technologies are put into practice. In this framework. contrary to the
neoclassical argument, there is no reason why eventual decreasing
returns should set in with high rates of investment since technical
changeisregarded as being "embodied" in new capital goods. Inother
words. high rates of investment lead to faster technical progress.
greater learning-by-doing, greater learning-by-using. improved
workers® skills, increase in human capital through cumulative
causation to a virtuous circle of greater competitiveness and faster
economic growth (De Long and Summers 1993; Haque 1995; Singh
1996). While these represent the supply-side benefits. the demand-
side is equally important. Given the intersectoral linkages. investment
in one sector stimulates investments in the others and encourages
technical progress. B

The contrary argument to the above (i.e., correlation moving from
growth to investment) has also been presented in the literature (e.g..
Serven and Solimano 1993). The sensitivity of investment tocyclical
variations in output (or other short-term factors) suggest that a
short-term recession may have long-term effects by causing a deep
investment slump that permanently traps the economy in a
" low-growth, low-investment equilibrium. By implication, it shows
that the growth process may be path-dependent. Theoretically.
thetefore, the relationship between investment and growth is

bidirectional.

35
Trends of Growth, Savings and Investment
in Developed and Developing Countries

3.1 Economic Growth Performance

Variation in growth performances have been adjudged to be one of
the most striking phenomena of economic development after World
War II. Aggregate economic performance varied markedly among
countries and even regions. Growth of economic activities improved
consistently in Asia, particularly the High Performing East Asian
Economies (HPAEs), namely, Singapore, Republic of Korea,
Taiwan, Hong Kong, Indonesia, Malaysia, and Thailand. The growth
rate of GDP consistently rose through the 1960s to the 1990s, ranging
between 3.4-and 7.1 per cent. Evidence from Figures 1 and 2 shows
that the East Asian region outperformed other regions in growth of
economic activities between the 1960s and mid 1990s. Specifically,
the performance of four HPAEs, namely, Indonesia. Malaysia,
Thailand and Phillipines, was far above the regional average between
1965 and 1979 (see Table 1), while the performance of the.four
Tigers, namely, Singapore, Republic of Korea, Taiwan and Hong
Kong was remarkably higher between 1980 and 1993 (World Bank
1993). The impressive performance of the four HPAEs between 1965
and 1996 is shown in Table 2 and Figure 3.

Evidence from the World Bank (1998: 24-25) further shows that
the HPAESs performed exceedingly well between 1965 and 1996. For
instarice, the Republic of Korea and Singapore recorded an average
growth rate of 8.9 and 8.3 per cent between 1965 and 1996. The
long-term growth prospects also showed that Indonesia, Malaysia

9



10 Obadan & Odusola

and Thailand recorded 6.7, 6.8 and 7.3 per cent for the same period
(Figure 4). Technological innovations, outward orientation and
remarkable savings performances have been adduced for this
tremendous growth in the region. Progress, however, slackened in
most of these countries in the mid-1990s because of flagging exports
and, more recently, the financial crisis that struck several of the
economies. L

Growth performance in other regions was irregular and. some-
times, disappointing. The growth performances in Africa and Latin
America in the 1950s and early 1960s were quite impressive. The
arithmetic average of the annual GDP growth rates in these regions
then was more than four times faster than in Asia. But, by the end of
the 1960s, the HPAEs had caught up with African and Latin
American countries. Thus, by 1980, the Asian Tigers had an income
per capita of 25 per cent higher than that of Latin America and over
30 per cent higher than those of African economies (World Bank
1993; Palma 1996) The weak performances of African, Middle East
and Latin-American economies between 1980 and 1993 significantly
contributed to the low performance recorded for developing countries
in this period. The three regions experienced serious dips between
1980 and 1984; 1985-89 was also bad for the Middle East just as
Africa and Latin America also found 1990-93 to be quite
strangulating (see Table 1). The industrial economies were not
immuned from this recession, either. With the exception of 1965-69,
the growth performance of Asia was consistently better than that of
the industrial countries. Indeed, the industriai countries’
performances were similar to what obtained in Africa and Latin
America between 1980 and 1993 (see Table 1).

A closer examination of Table 2 shows that the growth perfor-
mance of the four HPAEs was better than that of the selected OECD
countries between 1990 and 1998. The second column of Table 3 also
presents a clearer picture of the regional performances. Yet, during
the past three decades, two issues have been very obvious on the
performances of the OECD countries. First, there has been a clear
convergence among these countries with less country-by-country
variations than among all other regions put together (World Bank

Savings, Investment & Growth Patterns in Developed & Developing Countries 11

Table 1. GDP Growth Rates (at Constant Prices)
in Developed and Developing Countries

Regions 1965- 1970- 1975- 1980- 1985- 1990- 1996-
69 74 79 84 89 95 97
Industrial Countries 44 3.6 39 1.9 38 2.6 29
Developing Countries 5.3 49 5.2 33 4.4 5.1 4.8
Africa 4.0 49 3.1 1.9 32 1.8 4.2
Asia 43 49 6.3 6.7 7.1 7.6 7.1
4 HPAEs 6.5 7.6 7.2 5.0 5.4 6.8 5.6
Middle East 8.4 9.3 6.3 0.1 13 5.3 4.1
Latin America and 4.6

Western Hemisphere 7.1 6.7 5.0 1.4 25 25

Note: ¥ Indonesia, Malaysia, Thailand, Phillipines
Source: Computed from /FS Yearbook, 1995 and 1999.

1993). Japan, the only exception, had an increased output of 6.5 per
cent a year between 1965 and 1980; but thereafter, she began to
converge to the OECD averages. Critical among the factors that aided
rapid growth in this country were rapid technological progress
supported by a strong outward orientation, and a rise in savings rates.
supported by moderate fiscal policies. The second issue. (with fun-
damental implication for developing economies) is clearly evident in
Figure 2. Periods of serious economic dips in the group of industrial
countries coincided with the era of oil price hikes (e.g.. 1973/74. late
1979-82 and 1989-91). This tends to suggest that oil exporting
business is a kind of zero-sum game. What, therefore, has been the
gains of oil exporting countries (mainly -developing countries)
represent the losses of the oil importing countries (mainly the
advaneced economies). By implication, therefore, oil price stickiness
and price drops often experienced in recent times could be politically
motivated. This, perhaps, explains the rather disappointing growth
performances in most of the oil exporting developing economies.
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Table 2. GDP Growth Rate (at Constant Prices) in
Some HPAEs and OECD Countries

Countries 1965-69 1970-74 1975-79 1980-84 1985-89 1990-93 1994-98
4 HPAEs

Indonesia 5.4 9.6 7.0 6.2 5.3 6.8 7.1*
Malaysia _ 0.1 7.2 6.9 4.7 8.6 8.8*
Philippines 5.2 5.7 6.5 13 27 1.2 5.0*
Thailand 8.9 6.8 8.0 55 90 9.1 5.6*
Average 6.5 7.6 7.2 5.0 5.4 6.4 6.6*
OECD

USA 42 25 3.2 1.8 3.1 1.5 3.4
Japan 10.3 5.9 4.5 3.4 4.6 2.7 1.7+
France 5.2 4.7 2.7 1.5 3.1 0.8 2.2
Germany 4.2 3.4 2.8 1.0 26 1.9 2.0
UK. 2.6 2.7 2.2 0.8 40 0.1 3.1

Note:  *The figure excludes data for 1998
Sources: Computed by the authors from /FS Yearbook. 1995 and 1999.

This may not be far from the truth because most of the recessions in
advanced economies tend to affiect developing economies negatively
(see Figure 2).

While there are significant variations in the regional performances.
on the whole, developing economies have tended to lag behind the
advanced economies since 1960. More than 70 per cent of them grew
at a slower rate than the average for the economies of the OECD
countries. More disturbingly, as the World Bank (1993) has pointed
out, out of 118 economies surveyed for the periods 1960-70 and
1970-85, per capita income actually fell in 13 developing countries.
On the other hand, 11 highest performing economies came fromthe
northeastern part of Asia. Evidence from Figures 3. 4 and 5 clearly
shows that the Sub-Saharan African countries are the worst hit.
relative to the selected countries from OECD, Latin America and Asia
(see Figure 5). This is a clear case of high-level lopsidedness in

Savings, Investment & Grawth Patterns in Developed & Developing Countrivs

Figure 1. Growth Rates of GDP in Aftrica,
Latin America and Asia (1965-93)
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Figure 3. Regional Average Growth of GNP Per Capita (1965-1990)
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income distribution and endemic poverty, which was also lent
credence to by World Bank (1993, 1998). Figure 5 also shows that
while there was a total stagnation in living conditions in the selected
African countries, those of OECD, Asia and Latin America recorded
remarkable improvement.

Figure 4 presents a clearer picture of the growth performance
between 1980 and 1996. The Asian countries could be regarded as
the highest performing economies in the world between 1980 and
1996. In comparison, it is clearly evident from the selected OECD
countries that they all recorded declining trend between 1980-1990
and 1990-1996. The selected countries from Latin America showed
some remarkable improvements in growth performance between
1980-90 and 1990-96, with outstanding performance from Chile.
Out of the six selected countries from Sub-Saharan Africa. Zambia
and Cameroon recorded negative growths in 1990-96 while Ghana.
Nigeria, Kenya and Cote d’Ivoire actually improved, with Ghana
having an excellent growth performance, relative to others (Figure
4). The regional averages of per capita incomes for 1996 show that
Sub-Saharan Africa, South Asia and East Asia and the Pacific
(excluding the high performing economies) ranked worst in the
world, which is a reflection of their growth performances over time.
Asreflected in Figure 6, Sub-Saharan Africa could be categorized as
the core of the lowest income group of the world. In 1996, per capita
income for South Asia was ‘$377.6; that of Sub-Saharan Africa was
$494.9. Latin America, the Middle East and North Africa, and
developing Europe and Central Asia recorded some marginal
performance. This performance is less than one-sixth of the records
of the high income economies of the OECD and High Performing
Asian Economies. Going by the classification:in Figure 6, countries
in the Middle East and North Africa as well as those in developing
Europe and Central Asia could be categorized as lower middle
income group, while those in Latin America and the Caribbean could
be grouped under upper middle income category (also see Figure 5).
Per capita incomes for those groups in 1996 were: $2,072.5 for the
Middle East and North Africa; $2,196.6 for Developing Europe and
Central Asia; and $3,711.9 for Latin America and the Caribbean.
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Figure 5. Per Capita Income in Selected Countries (1970 and 1996)
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Figure 6. Per Capita Incomes of Some Regions (1996) ($)
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The varying economic performances among the regions/countries
can be traced to many different economic. political and institutional

. factors, but probably none more important than their respective

national savings and investment rates.

3.2 Savings Performance

Most development economists now give prominent attention to
savings in explaining differences in growth performance across
regions. The recent miraculous performances of the Asian countries
provided a basis for this. But then, generally, developing countries’
savings and investment rates have been below what could propel
meaningful economic growth. The increasing disparity of saving
rates across regions, especially in the developing world has been
recognized in the literature (Palma 1996; Agosin 1994; World Bank
1991 and 1993). From the earty 1960s to the 1990s. gross domestic
saving more than doubled n East Asia relative to gross domestic
product. It rose from about 14 per cent of GD? in the early 1960s to
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Table 3. Savings, Investment and Growth in

Regions

Industrial Countries
Developing Countries
Africa

Asia

Europe

Middle East

Latin America

Different Regions (1965 - 1997)

Growth Rate of

GDP

5.1
4.6
3.1
6.0
5.2
42

2.4
6.3
2.8
8.3
3.6
3.8

Investment as %
of GDP

1965-93 1993-97 1965-93

22.3
224
22.8
23.0
27.3
23.5
21.7

1993-97 1965-93

19.9
26.9
19.5
326
23.5
21.5
21.4

Source: Computed by the authors from /FS Year Book, 1995.

Saving as % of
qhp

22.1
26.8
219
214
27.0
25.7
22.1

Table 4. Saving as a Percentage of GDP in Different

Regions

Industrial Countries
Developing Countries
Africa

Asia

Europe*

Middle East

Latin America

1965- 1970-
69 74
229 242
23.1 313
21.7 240
13.1 17.2
180 297
247 327
202 2238

Note:  *The data cover 1965 =92
Source Computed from /FS Yearbook, 1995 and 1999

Regions (1965-1993) .

1975- 1980-
79 84
226 213
345 231
239 217
21.1 229
285+ 279
339 247
227 220

1985-
89

20.9
243
20.6
26.0
32.1
17.6
23.8

1990-
93

304
24.0
19.2
29.5
249
19.1
20.6

1993-97

20.5
26.2
17.8
325
19.5
23.1
20.3

1994-
97

20.8
263
17.5
32.6
19.5
20.7
20.6
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more than 35 per cent in the 1990s (Schinidt-Hebbel, et al 1996). The
performance of this subregion enhanced the Asian region’s savings
profile between the 1960s and 1990s. Excepting the fall from 14 per
cent in 1965 to 9 per cent in 1966, Asia’s savings rate has generally
maintained a rising trend (see Figures 7 & 8). Evidence from these
figures shows that this region ranked best among all regions of the
world. As shown in Table 4, savings rate (total savingsas apercentage
of GDP) in Asia rose from 13.1 per cent in 1965-69t021.1in1975-79
and 29.5 per cent in 1990-93. And by 1994-97, it had reached 32.5
per cent.

Case studies of the HPAEs are quite revealing in this respect.
Countries such as Singapore, Republic of Korea, Indonesia, Malaysia
and Thailand have been consistent in their savings performance over
time. As indicated in Table 5, these countries saved about 40 per cent
of their incomes. Singapore’s case was exceedingly spectacular
among the Tigers. It consistently rose from 21 per cent in 1970 to 50
in 1996 and 51 per cent in 1998. The Malaysian experience was also
a remarkable performance among the HPAESs, jumping from 22 per
cent in 1970 to 48 per cent in 1998. Evidence has shown that these
countries increased savings by avoiding inflation (World Bank
1993), thereby ensuring generally positive real interest rates on
deposits relative to other countries outside the Asian region. For
example, average real interest rates (between 1970 and 1990) were -
44 per cent in Argentina, -15 per cent in Turkey and -28 per cent in
Zambia. Besides, in the high performing economies, interest rates
were highly stable with minimal deviations. For instance, an average
standard deviation of 3.5 per cent was recorded for the subregion, a
performance very close to the OECD record of 2.8 per cent. The
average standard deviation was 40 per cent in Latin America and 14
per centin Sub-Saharan Africa (World Bank 1993).

The high performing economies also created secure bank-based
financial systems through strong financial regulation, good
supervision and institutional reforms. Furthermore, policies were put
in place to attract small savers, e.g., mobile and postal saving systems
(Page 1994; James, ef al 1987). Some governments also used a variety
of more interventionist mechanisms to increase savings. For instance,
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while Singapore and Malaysia guaranteed high minimum private
savings rate through mandatory provident fund contributions., Korea
and Taiwan imposed stiff taxes on conspicuous consumption. Credit
rationing for consumption and mortgages were also imposed on most
of these countries (Palma 1996). In addition to the forced savings
imposed on them, the Republic of Korea also encouraged voluntary
savings of the household sector by developing an attractive long-term
savings scheme while increases in corporate savings also resulted
from varied forms of incentives from the government (Wade 1990).
Nevertheless, private sector failures caused by unsound banking
practices and overinvested property sectors, which led to the serious
liquidity problems in some of the economies of the HPAEs in 1997.
may have some negative impacts on this excellent performance in the
next few years. Thisis particularly evidentin Indonesia’s savings rate
performance i 1998. It dropped from 33.0 per cent in 1996 to 24.0
per cent in 1998 (Table 5).

During the same period, saving rates'in Latii America stagnated
at about 20 per cent of their incomes (Table 4). This region’s perfor-
mance was lower than the average level for the developing countries.
The recorded performance in 1990-93 was even worse than that of
the early 1980s, and also worse than the 1970-74 performance.
Evidence from individual countries also shows that only Chile and
Mexico recorded savings rates that were more than the regional
average between 1990 and 1996. Brazil and Argentina were two
percentage points lower than the region’s average. Apart from the
explanations in the previous paragraph, this dismal performance has
also been attributed to the collapse of household savings (Palma
1996). In addition, government savings, which showed a substantial
improvement between 1988 and 1990, collapsed thereafter. Only
corporate savings maintained a steady increase from 1989. Neverthe-
less, the marginal propensity of the corporate sector to save was still
below expectation. Financial and trade liberalization policies of the
adjustment period have been blamed for the collapse of household
savings in Latin America. These policies generated some degree of
household intertemporal substitution in consumption with disas-
trous effects on savings (Palma 1996). Trade liberalization
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Figure 7. Savings Ratios in Africa. Asia and Latin America (1965-93)
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Table 5. Gross Domestic Savings (as Percentage of GDP)
in Selected Countries

1996

Country 1970 1980 1990 1993 1998
OECD .

United States 17.8 19.4 157 16.3 15.0 17.0
United Kingdom 20.5 18.6 16.4 13.8 15.0 15.0
France 274 - 230 224 19.3 21.0 21.0
Japan 40.3 313 33.5 323 30.0 30.0
Some HPAEs

Republic of Korea 15 23 38.6 344 34.0 34.0
Singapore 21 38 46.0 479 50.0 51.0
Indonesia 11 29 36.7 343 33.0 24.0
Malaysia 22 31 334 359 42.0 48.0
Philippines 20 25 18.7 13.8 14.0 i6.0
Thailand 22 21 347 348 35.0 42.0
South Asia

India 18 20 26.8 27.4 24.0 21.0
Nepal. 2 11 7.3 11.7 9.0 10.0
Pakistan 9 7 13.5 14.8 14.0 13.0
Sri Lanka 19 12 143 160° 170 19.0
Sub-Saharan Africa

Cameroon 19.1 17.3 17.0 NA 21.0 210
Cote d’Ivoire 250 204 113 105° 200 250
Kenya 20.2 18.6 19.1 21.0 17.0 7.0

Ghana 135 49 3.6 5.9 8.0 13.0
Nigeria 16.0 27.7 394 14.3 24.0 12.0
Zambia 43.2 19.3 17.8 9.5 8.0 5.0

Latin America

Argentina 22.2 23.8 19.7 16.6 13.0 17.0
Brazil 243 21.5 244 22.6 18.0 19.0
Chile 17.1 17.7 29.7 26.5 26.0 25.0
Mexico 20.8 249 20.7 17.7 23.0 220
Middle East

Iran 179 26.0 23.2 30.4 34.0 15.0
Israel 40 7.2 7.8 8.0 13.0 9.0

Saudi Arabia 46.7 62.2 29.6 26.9° 30.0 26.0
United Arab Emirate 7% 718 460 368 270 -

Notes: a. The figure is for 1992;
c. The figure is for 1992;

b. The figures is for 1991;
d. The figures is for 1972.

Sources: Data for 1970 and 1980 were obtained from James, et al (1987:72)
while others were obtained from /FS Yearbook, 1995. Figures for
1996 and 1998 were obtained from World Development Indicators,

1998 and 2000 (World Bank 1998 and 2000).
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substantially increased the amount of luxury goods available in most
of the economies of the region while financial liberalization lifted the
borrowing constraints of households, thereby leading to a boom in
househoid consumption and indebtedness.

Evidence from. selected countries from Sub-Saharan Africa and
Middle East further confirm the seriousness of savings collapse. For
instance, Cameroon, Cote D’lvoire, Zambia. Saudi Arabia and
United Arab Emirate saved more before 1980 than in the 1990s
(Table 5). Overall, the average savings rate between 1965-93 was
better in the Middle East than in Africa (see Table 3). Most of these
countries relied heavily on foreign savings, which became extremely
difficult to get, after the debt crisis of the early 1980s. Consequently.
savings rates declined very sharply in Africa and Middle East. But
it was only in Africa that the savings rate declined consistently {rom
1970-74. and by 1990-93, it had fallen below the 1965-69 record
(Table 4). A similar pattern is observable in the Middle East.

In most developing countries, especially in Sub-Saharan Africa.
agriculture accounts for a significant part of household income. But
then, agriculture as well as the income derived from it is subject to
considerable uncertainty that can spread to other economic activities
closely linked to it. At the same time, imperfections in financial
markets ‘may have prevented households from borrowing against
future income, thereby mwaking savings rate more responsive to
changes in expectations about future income. Thus, the morc
uncertain the future, the larger will be the demand for savings as a
buffer stock. Even where government was able to generate more
revenue from tax or from commodity or oil boom. expenditure tends
to rise faster than the revenue growth.

The gyration of savings rate in industrial countries and developing
Europe was relatively marginal and predictable compared with other
regions (excluding the high performing economies of Asia). Among
these countries Japan was more disposed to higher savings rate. That
country’s savings rate oscillated between 30 and 40 per cent of her
income. Contrary to expectation. however. the USA and U.K saved
relatively little (15 per ceat each in 1996). The attraction of
substantial foreign savings as a result of these countries” developed
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money and capital markets, might be responsible for the low savings
rate. The propitious and stable economic and financial environment
has a role to play in attracting foreign savings, which, theory says.
may substitute domestic savings. The performance of savings relative
to income was better in developing Europe than in the industrial
countries. The decline in performance during 1990-93 was as a result
of sharp decline in growth (more than 20 per cent in some countries)
at the same time. This was particularly so in Eastern Europe and the
Soviet Union.

3.3 Investment Performance

Like savings. the performance of investment (ratio of investment to
GDP) differs markedly across regions. The ratio has been relatively
stable in the developed countries within the range of 20.4 and 22.9
per cent (Table 6 and Figure 9). Figure 9 shows that the industrial
region recorded the least gyration in investment ratio between 1965
and 1993. with the highest recorded figure during this period being
about 25 pet cent in 1973 and 1974, and the lowest, about 18 per cent
in 1993. Though the performance was relatively stable, lower
investment rates were recorded between 1980 and 1993 than in the
previous subperiods. Japan had the best performance among the
selected OECD countries (Table 7). One notable point about these
countries’ stable investment ratios in relation to the savings ratios is
that the saving-investment gap was very minimal. When Tables 4 and
6 are compared, the domestic-savings rate was even higher than the
investment ratio in 1965-69; 1970-74, and 1990-93 by 0.1. 0.1 and
10.0 per cent. The relative stability of investment rates in these
countries tends to confirm the endogenous growth theory: the
fundamental determinant of growth is not physical capital
accumulation but human capital-and technological innovations. Thus.
as the capacity of the economy expands, attention is focused on
absorbing technology and upgrading workers’ skills that may not be
directly reflected in gross fixed capital formation.

The economies of Asia, especially.the HPAEs, have performed
exceedingly well for a long period of time. The investment rate in the
Asian region grew steadily from 16.3 per cent in 1965-69 to 29.1 per

Savings, Investment & Growth Patterns in Developed & Developing Countries 25

Figure 9. Investment Ratios in Africa, Asia and Latin America (1965-93)
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Figure 10. Investment Ratios in Asian, Industrial. Middle East
and Developing Countries (1965-93)
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Table 6. Investment as a Percentage of GDP in Various Regions

1965-69 1970-74 1975-79 1980-84 1985-89 1990-93 1993-97

Regions

Industrial

Countries 22.8 24.1 229 21.9 215 20.4 19.9
Developing

Countries 17.3 20.1 254 24.6 23.1 23.9 26.9
Africa 20.8 245 283 23.8 19.8 19.1 19.5
Asia 16.3 19.3 23.1 25.8 25.7 29.1 32.6
4 HPAEs 16.8 21.6 25.5 294 26.0 333 32.1
Europe 222 30.9 332 273 268 22.7 235
Middle East 18.7 20.2 26.5 28.6 22.4 247 21.5

N
~

Latin America 20.0 23.4 23.4 21.8 20.9 20.4

Source: Computed from /FS Yearbook, 1995 and 1999

cent in 1990-93 and 32.6 per cent in 1993-97. This very impressive
performance is better appreciated from Figures 9 and 10 where the
trend of the investment ratios showed almost continuous upward
movement between 1965 and 1997. The only serious dip experienced
was between 1981 and 1984, the period of global economic recession.
which significantly affected their external orientation strategy. The
performances of the individual HPAEs were more remarkable. A
cursory examination of Table 7 shows that representative countries
in the region, such as Korea, Singapore, Malaysia and Thailand,
performed creditably well. Investment rates ranged from 29.1to 41.1
per cent between 1980 and 1996.
The evidence is more graphically portrayed in Figure 11. It is
obvious from the figure that'the Asian Tigers consistently improved
" upon their investment rates betwgen 1970 and 1993. The crucial
features among these high perforting economies were high and
rising levels of education and outward orientation. In addition, the
East ‘Asian economies encouraged investment by several means.
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First, unlike other developing economies, they created infrastructure
to complement private sector investment. Second, they created an
investment-friendly environment through a combination of tax
policies and measures that kept the relative prices of capital goods
low, largely by maintaining low tariffs on imported capital goods.
These fundamental policies had an important impact on private
investment (World Bank 1991; page 1994). Third, because savings
werenot very responsive to changes inreal interest rates (above zero).
they kept deposit and lending rates below the market levels, a practice
that runs contrary to the Mckinnon-Shaw hypothesis of financial
liberalization. Besides, policies were also geared toward engendering
macroeconomic stability such as stable prices and exchange rates.
Investment performance in Latin America has been less
impressive. Although the investment rate rose from 20.0 per cent in
1965-69 to 23.4 per cent in 1970-74, it stagnated between 1970 and
1979 and thereafter collapsed (excepting some marginal improve-
ments in 1993-97). The investment ratio took a serious dip during the
debt crisis of the early 1980s. It fell from about 24 per cent in 1980
to about 17 per cent in 1984 (Figure 10). In 1990-93, the region
achieved an investment rate that was sirhilar to the one recorded three
decades earlier (Table 6 and Figure 11). Moreover, the investment
ratios of the selected countries, with the exception of Chile. werc
lower in the latter period than in the period immediately betore the
debt crisis. Three factors contributed immensely to the outstanding
performance of Chile in the region. First, private investment consti-
tuted the largest chunk of the gross investment. Second, there was a

consistent improvement in the investment in machinery and equip-

ment over a long period of time in Chile. And third, the macro-
economic environment was relatively more stable than in any other
country of the region. The environment in which investment
decisions took place in the other countries of the region was highly
unpredictable relative to future prices and demand conditions. which
are irreversibly related to macroeconomic stability.

As indicated in Figure 10, investment ratios in Africa between
1966 and 1977 were quite impressive relative to other regions of the
world. This was a result of the commodity booms recorded in the
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Table 7. Gross Domestic Investment (as a
Percentage of GDP) in Selected Countries

Regions/Countries 1970 1980 1990 1993 1996 1998
OECD

United States 17.7 20.0 16.9 16.6 18.0 19.0
United Kingdom 19.5 16.8 293 21.5 16.0 16.0
France 26.9 24.2 225 17.1 18.0 17.0
I:pan 39.0 32.2 32.8 29.9 29.0 29.0
ASIA

Republic of Korea 25.4 31.7 36.9 35.1 38.0 21.0
Singapore 38.7 46.3 39.5 43.8 35.0 34.0
Indonesia 13.6 20.9 36.1 33.2 32.0 14.0
Malaysia 20.3 30.4 31.3 35.0 41.0 27.0
Phillippines : 21.2 29.1 242 245 24.0 21.0
Thailand 25.6 29.1 41.1 40.1° 41.0 25.0
Sub-Saharan Africa i

Cameroon 17.0 21.8 28.8 NA 16.0 18.0
Cote d’lvoire 22.0 26.5 6.7 7.5 14.0 18.0
Kenya 219 30.0 243 16.0 20.0 14.0
Ghana 14.2 5.6 12.3 22.0 19.0 23.0
Nigeria ~ 15.7 22.8 11.9 10.7 19.0 20.0
Zambia 29.6 233 17.3 10.7 15.0 14.0
Latin America

Argentina 222 253 14.0 18.4 19.0 20.0
Brazil 25.7 23.2 229 20.4 19.0 21.0
Chile 16.4 21.0 26.3 28.8 28.0 27.0
Mexico 22.7 29.6 21.9 22.0 21.0 24.0
Middle East

Tran 34.6 29.6 28.6 29.2 29.0 16.0
Israel 28.4 224 18.7 24.0 24.0 20.0
Saudi Arabia 16.1 21.7 19.5 23.7° 20.0 21.0
United Arab Emirate 27.3¢ 283 20.6 24.5° 17.0 —_—

Notes: a. The figure is for 1992; b. The figure is for 1991;
c. The figure is for 1992; d. The figure is for 1972.

Source: Data for 1970-93 were compiled from /FS Yearbook, 1995. Data for
1996 and 1998 were obtained from World Developnient Indicators,
1998 and 2000.
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Figure 11. Investment Ratios in Different Regions (1970-93)
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period. The increased revenues from these booms snowballed into
government spending on capital projects. But, between 1978 and
19¢6, investment ratios seriously plummeted. The adoption of
structural adjustment programmes by most of these countries
preduced a temporary relief for some of them uptill 1989. The perfor-
mence thereafter has not been quite encouraging. The declining
inrestment performance is also shown in Table 6 and Figure 11.
Srecifically, the average gross domestic investment of Sub-Saharan
African countries relative to their incomes has been lower than the
corresponding average for all developing countries, and especially
for the East Asian countries since the 1960s. SSA’s investment rate
mse to 14 per cent in 1965, against 22 per cent for East Asia and the
20 per cent average for developing countries. These later grew to
‘8.0, 26.0 and 23.0 per cent for SSA, East Asia and developing
tountries (Oyejide 1998). The performance in the early 1990s was
marginally below the achievement of two decades ago. Very few of
the African countries recovered from the investment collapse of the
early 1980s and were by 1993 able to achieve an investment rate of
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at least 25 per cent, e.g., Guinea Bissau and Mauritius (25.0 - 29.0
per cent) and Mozambique and Tanzania (over 35 per cent). As
pointed out by Oyejide (1998), investment performance in these
countries was a result of large foreign resource transfers. The
performances of Cameroon, Cote d’Ivoire, Kenya, Ghana. Nigeria
and Zambia between 1970 and 1996 are as shown in Table 7. Only
Ghana recorded an average investment rate between 1990 and 1998
that was consistently higiier than that of 1970.

The performances of developing Europe and Middle East were not
significantly different from the experiences of other regions (see
Tables 6 and 7, and Figures 9-11). Specifically, developing Europe
recorded its ever lowest investment rate in 1990-93 as a result of the
crises in Eastern Europe and Soviet Union. This development created
an unconducive environment for investment in the region.

Trends of Savings, Investment and
Growth in Nigeria

The various theoretical strands on the link between savings,
investment and growth have already been explored. In spite of the
contending theoretical propositions and among other factors, the role
of savings and investment in the growth process cannot be
discountenanced. These other factors include human capital
formation, increased productivity and technological progress, as well
as the discovery of new natural resources. But then the split between
consumption and investment, as well as the nature and quality of the
capital stock. is a major determinant of the rate at which an economy’s
capacity can be expanded. Thus, higher capacity growth requires
policies that favour investment and saving. Although a considerable
increase in output can be achieved in the short run through more

efficient and fuller utilization of existing resources, economic

growth, over the longer term. requires an increase in productive
capacity. And this can be achieved through increasing the rate of
investment and improving its quality.

4.1 Trend of Savings

Saving, which is income less consumption, should, other things being
equal, give rise to investment. But then, evidence from Tables 8 and
9 shows that Nigeria’s domestic savings have been low and in-
adequate to fund and sustain the level of investment that is consistent
with the country’s economic growth targets and potentials. The
savings rate rose consistently from 17.3 per centin 1970 to 35.7 per

31
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i}
cent in 1974 because of the good economic climate prevailing then,

as reflected by the growth of economic activities. Thereafter, the
performance of the savings rate has been very dismal (Table 8). In
fact, between 1981 and 1984, it continuously decelerated, perhaps.
due to the serious economic recession of the time. The same
experience was recorded between 1992 and 1995 partly as a result of
the interest rate policy revisions in 1991, 1994 and 1995; and partly
because of other indices of macroeconomic instability in the system
(e.g., inflation). This declining trend is clearly evident in Table 9. At
an average of 14.3 per cent over the period 1987-90 and 10.7 per cent
in 1991-98 (see Table 9 ), the ratio of gross national savings to gross
domestic product is low compared to the over 30 per cent range for
some other developing countries with growing economies. In 1996,
for example, Nigeria’s savings/GDP ratio was only 12.5 per cent
compared to the figures for some other developing countries as
follows: Malaysia (42 per cent); SouthKorea (34 per cent); Indonesia
(33 percent); Singapore (50 per cent); Thailand (35 per cent); Chile
(26.0 percent); Iran (34.0 per cent); Saudi Arabia (30.0 per cent), etc.
(World Bank 1998). Some of the factors accounting for the low level
of saving in Nigeria include high incidence of poverty and low
nominal disposable income, underdeveloped savings channels,
reflecting undeveloped capital markets, financial sector distress (in
the last ten years), conspicuous consumption, and unfavourable
economic environment characterized by high unemployment and
inflation.

4.2 Trend of Investment

Reflecting the pattern of domestic savings, domestic investment has
also performed dismally over the past two decades. Gross domestic
investment performed much better before SAP than after. Available
statistics show that the percentage share of gross domestic fixed
capital formation (GDCF) in GDP declined for most of the years since
the 1970s. As shown in Table 8, the investment ratio rose from 16.9
per centin 1970 to a peak of 32.2 per cent (the highest ever recorded)
in 1976. 1t later nosedived to 6.5 and 5.8 per cent in 1984 and 1995/
1996 (though with some intermittent marginal improvements).
Evidence from Table 8, however, shows some improvement in 1997
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Table 8. Nigeria's Savings. Gross Domestic Investment.
Consumption and Economic Growth Rate (1970-98)

Real GDP  GCF (% GCF Gross Con-  Gross GNS
Growth Share of  (Growth  sumption  National (Growth of
Rate (%) GDP) Rate of % Expenditure Savings % Share of
Share of (% Share (GNS) GDP)
GDP) of GDP) (% Share
in GDP)

1970 - 16.9 — 827 17.3 —_
1971 21.3 19.4 14.8 79.0 21.0 214

1072 5.5 19.4 0.0 77.2 228 8.6
1973 6.4 23.8 22.7 69.7 303 329
1974 11.7 17.3 =273 643 35.7 17.8
1975 3.0 26.3 52.0 729 27.1 325
1976 1.1 322 52.2 68.2 31.8 17.3

1977 8.2 28.9 -10.2 69.1 30.8 -4.1
1978 -7.4 28.6 -1.0 81.3 18.7 -38.7
1979 24 22.8 -20.4 75.5 245 310

1980 4.1 233 2.2 74.1 259 5.7
1981 -2.6 25.7 10.3 81.2 18.8 -27.4
1982 0.3 22.0 -14.4 87.7 12.3 -35.1
1983 -5.4 12.1 -45.0 90.3 9.3 =244

1984 -5.1 6.5 -46.3 90.3 93 0.0
1985 5.9 7.3 12.3 89.0 11.0 18.3
1986 22 10.7 46.6 95.5 4.4 -60.0
1987 -03 9.0 -15.9 90.7 9.3 111.4
1088 7.0 6.6 -26.7 93.9 6.1 -34.4
1989 7.3 5.7 -13.6 88.3 11.7 91.8
1990 8.2 8.8 54.4 85.6 14.5 239
1991 438 11.0 250 71.7 223 53.8
1992 30 10.7 -2.7 86.7 13.4 -399
1993 2.1 11.6 8.4 91.2 8.8 -343
1994 1.3 9.3 -190.8 96.4 3.6 -59.1

1995 2.2 5.8 -37.6 96.4 3.6 0.0
1996 3.4 5.8 0.0 86.8 13.2 2006.7
1997 3.2 10.0 72.4 88.9 1.1 -15.9
1998 24 9.9 -1.0 90.1 9.9 -10.8

Note:  GCF - Gross Domestic Capital Formation
GNS -Gross National Savings
GDP - Gross Domestic Product

Sources: Compiled from: CBN dnnual Reports and Statement of Accounts,
1993, 1996 and 1997, Statistical Bulletin. 1997 and 1998; and Nigeriu:
Major Economic, Financial and Banking Indicators. April 1997 and
April 1999; and National Planning Cothmission's Economic ane Stati-
stical Review, 1998 and other issues.
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Table 9. Nigeria’s Gross National Savings, Gross Domestic Investment,
Consumption and Economic Growth Rates for Different Subperiods

Real GDP  Gross Domestic ~ Gross Consump- Gross National
Growth Investment (% tion Expenditure  Savings (% Share
Rate Share of GDP) (% Share of GDP) of GDP)
1970-80 5.8 259 71.4 28.6
1981-86 -0.9 14.1 89.1 10.9
1987-90 5.6 7.5 85.7 14.3
1991-98 28 9.3 89.3 10.7

Sources: Compiled from: CBN Annual Reports and Statement of Accounts,
1993, 1996 and 1997, Statistical Bulletin, 1997 and 1998; and Nigeria:
Major Economic, Financial and Banking Indicators, April 1997 and
April 1999; and National Planning Commission’s Economic and Stati-
stical Review, 1998 and other issues.

and 1998. The share of GDCF in GDP, which averaged 16.4 per cent

over the-1970-96 period, was as high as 25.9 per cent over the

1970-80 subperiod. Thereafter, it declined to 14.1, 7.5 and 9.3 per
cent in 1981-86, 1987-90 and 1991-98. Indeed, from 1987 to 1990,
the share of GDCF in GDP averaged only 7.5 per cent compared to
an average share of 85.7 per cent for private and public consumption.
Thus, in comparison to modern growing economies where
investment accounts for about 20 percentor more of GDP, in Nigeria,
the same accounted for only 5.8 per cert in 1996 (Table 8), and that
was too insignificant to have stimulated any meaningful economic
growth. In the developing countries of Asia, the performance was
even better than the 20 per cent average — e.g.. it was 38 percent in
Korea; 35 per cent in Singapore; 41 per cent in Malaysia; 41 per cent
in Thailand; and 28 per cent in Chile (World Bank 1998).

The resultant savings-investment gap arising from the above
analysis is shown in Table 10 and Figure 12. The oscillations in the
savings-investment gap can be largely ascribed to monetary (interest
rate) policies pursued during the period. Periods of substantial surplus
gaps often coincided with the time of high interest rates while the
converse holds for most periods of substantial negative gaps (see
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Figure 12). Specifically, interest rates were deregulated to stimulatc
higher savings and mobilize funds for investment.

Table 10. Nigeria’s Savings-Investment Gap (1970-98)

Savings-Investment Gap Savings-Investment Gap as
(Current Market Prices) Proportion of GDP (%)
' (Billion Naira)

1970-74 443 9.18
1975 0.34 1.58
1976 0.11 0.40
1977 1.90 5.80
1978 -2.84 -7.87
1979 1.00 i 232
1980 2.03 4.1
1981 -3.42 -6.73
1082 -4.94 -9.55
1083 -1.53 -2.68
1984 1.82 2.86
1985 2.76 3.81
1986 -4.49 -6.14
1987 0.51 047
1088 -0.58 -0.39
1989 13.39 5.96
1990 14.49 5.56
1991 36.30 11.20
1992 14.53 2.64
1993 -19.90 -2.84
1994 -52.20 -5.71
1995 -186.1 -9.4
1996 -9.5 -0.3
1997 36.0 12

1998 -320.8 -11.3

Source: Compiled-and Calculated from: National Planning Commission. The
Econemic and Statistical Review (various issues).
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Nevertheless, while savings mobilization is vital for meaningful
capital formation, there are also the concerns of low rate of invest-
ment resulting from high lending rates. For instance, between 1989
and 1991, when substantial surplus gaps were recorded, the prevail-
ing lending rates ranged between 24.6 and 30.0 per cent. Even when
the monetary authorities realized the negative implications of the
existing interest rates profile for investment in 1990 and pegged them
at a maximum of 21 per cent in 1991, the actual lending rate still
remained at about 30 per cent. There were indications that lending
rates for investment purposes were out of line with the prevailing
rates of returns on investment in the real sector. Hence, the actual
investment fell short of the savings mobilized within the system. In
line with this realization, itbecomes imperative to harmonize the rates
of interest with the rates of return on investment. This, however,
requires a delicate balance in order not to jeopardize the goal of
savings mobilization.

4.3 Trend of Economic Growth

Fora long time now, Nigeria’s economic climate has not been favour-
able to both local and foreign investment. It is not that the country
lacks investment opportunities; indeed, such opportunities abound in
sectors such as oil and gas, agriculture, manufacturing, commerce,
infrastructure, etc. Rather, the investment climate has been
unattractive and characterized by macroeconomic instability, slow
growth —even negative growthin the early 1980s, political instability,
high production costs, financial sector distress, poor infrastructure
and utility services, crisis in the educational system, problems created
by insecurity and crime, pervasive corruption, and unsatisfactory
institutional and regulatory framework, among other things (Obadan
2000). Perhaps, as a result of the low savings and investment profiles
in the country, the relatively weak growth of the economy is hardly
surprising. Although real economic growth rate averaged 5.8 per cent
over the 1970-80 period, its performances in the early 1980s and the
1990s have been daunting. Growth was actually negative inthe early
1980s as a result of the collapse of prices in the international crude
oil market (see Tables 8 and 9 and Figure 13). Both savings and
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Figure 12. Savings-Investment Gap (SIGAP)
and Lending Rate in Nigeria (1970-95)
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Figure 13. Growth Rates of GDP (GGDP), Saving (GGDS)
and Investment (GGCF) in Nigeria (1970-96)
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Table 11. Nigeria’s GNP Per Capita (1970-97)

Years GNP Per Capital (US$) Growth of $ GNP
Per Capital (%)
1970-74 128.5 35.8
1975-79 573.7 30.1
1980 1,281.4 26.4
1981 1,074.1 -16.2
1982 962.6 -10.4
1983 979.1 1.7
1984 997.4 1.9
1985 949.4 , -4.8
1986 498.7 -47.5
1987 280.7 -43.7
1988 300.0 6.8
1989 280.0 -6.7
1990 274.0 -3.6
1991 250.0 -7.4
1992 240.0 -4.0
1993 361.0 50.0
1994 320.0 -114
1995 220.0 -31.3
1996 260.0 18.1
1997 270.0 3.8

Source: CBN, Perspectives of Economic Policy Reforms in Nigeria. A Study
Report (CBN, Research Dept, 1993) for 1970 to 1987; and National
Planning Commission and UNICEF, Child Survival, Protection and
Development in Nigeria — Key Social Statistics, April 1998, for 1988-97
figures.

investment ratios declined significantly during that period. A similar
pattern of dismal performance is exhibited by trends in per capita
income level and its growth (Table 11). Per capita gross national
product that was as high as $1,281.4 in 1980 declined continuously
to its lowest level of $240.0 in 1992. As at 1997, it stood at $270.0,
about the same figure as in 1972. With this level of per capitaincome
Nigeria became one of the twenty poorest countries in the world.

Apart from the factor of weak savings, investment and overall growth
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performance, rapid population growth and macroeconomic policies,
e.g., the massive devaluation of the national currency (the naira), also
accounted for the observed low and declining level of per capita
income in US dollars. For example, the naira depreciated by 98.8 per
cent against the US dollar between 1985 and 1997 when the exchange
rate moved from N0.9996 : $1.00 to X81.6494 : $1.00. On the other
hand, the country’s population steadily increased from 55.6 million
in 1963 to 108 million in 1998.

The exact connection between savings, investment and growth has
been contentious in the development literature. Preliminary evidence
from Figure 8 shows some correlation between them. A casual
analysis of the trend suggests that income growth tends to lead to
savings and investment. Any temporary fluctuation in income,
therefore, tends to generate a similar behaviour in savings and
investment in Nigeria, thereby confirming the theoretical position.
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Savings, Investment and Growth
Correlations: Analysis with Graphs

As discussed in the last section, the interrélationship between savings,
investment and growth has been contentious in the development
literature. The debate has been quite intense —but not yet resolved —
about what really propels growth. Proponents of the neoclassical
synthesis hold the view that growth is often brought about by
fundamentals and, in most recent times, also by some exogenous
factors such as technological innovations and human capital
development. The non-neoclassicals contend that the crucial role of
savings and investment cannot be underrated. They strongly argue
that the neoclassical concept of "exogenous factors" are embodied in
physical capital accumulation. They also argue that savings,
investment and growth are interlinked. The focus of this section,
therefore, is to examine, in a descriptive way, the links between these
variables in the developing and developed countries. A thorough
understanding of the interrelationship is critical to policy design.

5.1 Savings-Growth Correlation

The fundamental psychological law, as proposed by Keynes, that
men are disposed as arule, and on average, to increase their consump-
tion as their income increases, but not as much as income increases,
shows that saving is directly related to income growth. In light of this,
Germany,” Humphreys and O’Brien (1992) assert that declining
income leaves fewer resources for public and private consumption
and savings. Carroll and Weil (1994), however, present a reverse

40
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causation argument, that saving is automatically translated into
capital accumulation and thereby growth, and that this translation is
simply the mechanism underlying the positive correlation between
savings and growth. What does the data show about this relationship?

Evidence from Figure 14 shows a linear relationship between
growth of income and savings trend in Africa. A casual analysis of
the trend tends to suggest that growth of income leads savings. Ary
temporary fluctuations in income tend to generate a similar behaviour
in savings, thereby confirming the theoretical position. Figure 15
further shows some element of convergence between the savings rate
and growth. With the exception of some war-ridden countries such
as Republic of the Congo, Angola and Cameroon. all countries with
savings rate of 20 per cent and above recorded a minimum growth
rate of 2.4 per cent.

The same pattern of relationships was observed for Middle East
countries. Savings also tend to lag behind growth performance
(Figure 16). With the exception of Macedonia and, perhaps. Yemen
Republic that recorded 2.8 per cent growth, having recorded a saving
rate of 40 per cent, most other countries recorded savings rates that
were commensurate with their growth performances (Figure 17).

Prior to 1967, growth and savings rates in Latin America tended
to move in opposite directions (Figure 18). Thereafter, they tended
to move in the same direction. It is, however, interesting to note that
the rate of adjustment in savings tends to be gradual when there is
any sharp perturbation in growth performance. Evidence from Figure
19 shows some pockets of correlation, but the prevalence of many
exceptions suggests that the correlation might be weak.

Figure 20 suggests that in Asia savings rate has tracked income
performance since 1967. This close tracking tends to be more obvious
in Figure 21 where the emergence of convergence between growth
and savings is clearly obvious. Evidence from industrial economies
on growth-savings interactions tend to be contradictory. While the
relationship tends to show a near perfect match in Figure 20, it shows
evidence of insensitivity of savings to growth performance in Figure
22. Only Ireland and Austria’s savings showed some evidence of
linkage between the variables.



42 Obadan & Odusola Savings, Investment & Growth Patterns in Developed & Developing Countries 43

Figure 15. Sub-Saharan Africa: Savings, Investment
and Growth Correlations
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Figure 17. Middle-East Countries: Savings, Investment
and Growth Correlations
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Figure 19. Latin America: Savings, Investment & Growth Correlations
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Figure 20. Savings, Investment and Growth in Asia (1965-93)
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3.2 Savings-Investment Correlation

The link between savings and investment has long been predicted b
early development economists like Arthur Lewis, Rosenstein—Rodar}ll
and Nl}rske. The recent development on financial repression
s.ynthesm of Mckinnon-Shaw and its refinements also emphasize the
link bet\')veen the two variables. From Figure 14, it is clearly shown
that_ savings performance leads investment. Thus, the behaviour of
Afru.:an savings tends to predict the performance of investment. But
th.e time lag could not be clearly determined through this appr(;ach
Figure 15 tends to show some element of convergence up to a savin s
rate pf about 15 per cent of GDP. Countries such as Zimbabwe 'Soutgh
Afr}ca, Kgnya and Mauritius tended to have rougl;ly an
€quiproportional relationship. between savings and investment
perfom}ance; others such as Lesotho, Mozambiique and Congo
Republic appeared to rely more on foreign savings. ¢
Thg re.lationship between savings and investment in the Middle
Eas.t 1s mixed. Between 1965 and 1972, investment tracked savings
wl}lle. the opposite was the case between 1973 and 1975 Tl%i;
coincided with the period of oil price shock of 1973/74. Duril;g this
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period, savings tended to rise while investment fell. Between 1976
and 1990, savings led investment before it lost its bearing during the
Gulf War of 1991/92. Evidence from Figure 16 shows that the war
disturbed the savings and growth process of the region. At that time.
investment exceeded savings unlike the period of oil price shock
(1973/74) that recorded excess of savings over investment. This con-
trasting relationship accounts for the absence of convergence in
Figure 17. The situation in Latin America was similar to what
obtained in the Middle East with no unique pattern emerging between
1965 and 1975 and 1988-1993. Savings and investment tended to
move in the same direction between 1976 and 1988. Thus. Figures
18 and 19 do not show any clear correlation between savings and
investment. J

Asia and the industrial countries recorded some similarities in the
tracking between savings and investment (Figures 20 and 23).
Investment closely tracked the trend of savings rate in the iwo
regions. Could this relation be the result of a close link between
savings and investment or the result of some exogenous factors that
have unique influence on both of them? Well, some things have been
common to the two regions: macroeconomic stability and an
integrated financial market. These factors have been argued to greatly
influence the integration between savings and investment (James, ef.
al 1987). Perhaps, countries with market fundamentals tend to
suggest an integrated link between domestic savings and capital
accumulation.

5.3 Growth-Investment Correlation

Although the emergence of neoclassical endogenous growth models
has introduced some controversy into erstwhile sacrosanct perception
that investment is the engine of growth, yet investment is still recog-
nized as a crucial propellant of growth. Most development
economists hold the view that the level of output of a country is
proportionately linked to the reproducible inputs or capital. The
resurgence of counter-neoclassical argument, mostly from the
UNCTAD school, has logically shownthat technological innovations
and skill improvement are embodied in capital accumulation. The
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reverse causation argument has also been presented in the literature. Figure 21. Asian Countries: Savings, Investment & Growth Correlafions
What does the data say about this linkage?

African data (1965-93) tend to portray a close association between
investment and growth. The existence of a close relationship between
investment and growth does not help in identifying which cne leads
the other (Figure 17). Evidence from Figure 15 shows some elements
of convergence between growth and investment. All countries with
negative growth rates recorded investment rates of less than 20 per
cent. e.g., Togo. Sierra Leone, Zambia. Rwanda, Congo Republic.
Burundi, Chad and Angola. Some of these countries have been

Savings - Growth Correlation
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engaged in one or more tribal/ethnic conflicts. Invariably. such Growth Rate (1990-96)

conflicts are not conducive for meaningful investment. Conversely.

countries with high investment profile, e.g., Uganda and Lesotho

experienced remarkable growth. i | Savings - Investment Correlation |
Evidence from the Middle East presents a mixed pattern. While 45

there is an indication that investment leads growth (Figure 16). the
same conclusion could not be drawn from Figure 17. The Latin
American experience, on the other hand, shows a very close
relationship. This close linkage makes any categorical direction of
causation to be difficult (Figure 16). There is also evidence of partial
convergence in Figure 19. Majority of countries with high investment

Investment Rate (1996)
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profiles experienced appreciable growth. A cursory look at Figures 0 10 20 30 40 50 60
18 and 20 (for Asian and industrial countries) point to the fact that Savings Rate (1996)

the two variables are linearly related. Figures 21 and 22 portray the

close relationship in a more vivid manner. There is a positive
association between investment and growth in Asia. with minimal.
exceptions. Evidence of convergence among countries of the
industrialized nations tend to suggest a special correlation between
investment and growth. Only Switzerland (-0.1 per cent) and Ireland
(6.1 per cent) showed some signs of exceptional growth performance.
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Figure 22. Industrial Countries: Savings, Investment
& Growth Correlations
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Savings, Investment and Growth
Correlations: Evidence from Granger
Causality Test

6.1 Model Specification

The existence of apparent correlations in the descriptive analysis
given in the previous sections does not necessarily imply causality.
Two variables may show correlation even when they are not directly
related. It might be possible that they share the same trend from a
third variable, i.e, an external factor may influence the two variables
in the same way. Thus, the concept of causality is indispensable and
fundamental to economic analysis. It is along this line that Wold
(1954) .argues that the use of causal hypothesis makes scientific
analysis more determinate and the resulting conclusions more
specific. Feige and Pearce (1979) also consider this approach to be
the "bread" and "butter" of econometric analysis.

The commonly used causality tests in econometric modelling are
Granger and Sims tests. The former uses the lagged values of a
particular variable to explain the behaviour of another variable, the
latter uses lead values. The loss of degrees of freedom often associa-
ted with the Sims approach makes its application restricted in
econometric analysis. Hence, this study employs the Granger
causality-test.

_The standard Granger causality test examines whether past
changes in one variable, X, help to explain the current changes in

another variable, Y, over and above the explanation provided by past

changes in Y. If, otherwise, then one concludes that X does not
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Granger cause Y. To determine whether causality runs in the other
direction, from Y to X, one simply repeats the experiment, but with
X and Y interchanged (Odusola and Akinlo 1995). The above
scenario may be given in a Granger causality sense thus:

k k
yt=zayr—l + Zer—l-‘-“/ (1)
i=1 i=1
k k
X=3 wx_, + XYy, tv, -(2)
i=1 i=1
Ifp, =8,=.... =B, = 0 then, x does not Granger cause y. hence.

we accept the null hypothesis. The same applies to equation 2. The
results of the Granger tests are contained in Table 12 and discussed
as follows.

6.2 Savings and Growth

The theoretical proposition about the link between savings and
growth of income could not be empirically established in most
regions, e.g., Africa, Middle East and Asia (Table 12). By implica-
tion, savings tend to be forced; it is not voluntary. This tends to
support the forced savings imposed in countries such as Singapore.
Malaysia, Korea and Taiwan. Evidence from Latin America. on the
other hand, shows that growth Granger causes savings. In this region.
the savingsrate is procyclical. This typically reflectsthe development
in some Latin American countries, e.g.. Venezuela and Chile, where
governments tend to save more when income rises as opposed to what
obtained in most African countries. The reverse causation could.
however, not be established. The bicausal relationship between
growth and savings was established for the industrial countries. A
stronger causal relationship from growth to savings (1 per cent level
of significance) exists while the one moving from savings to growth
was established at the 5 per cent level of signiticance. Two policy
issues readily come to mind here. In countries where the evidence of
causality is absent, government should encourage voluntary savings
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among private and corporate bodies. When this behaviour is
entrenched for a long time, one can then use the behaviour of one of
the variables to predict the performance of the other one. Second,
where a bicausal relationship exists, such countries should try to
explore the possibilities of encouraging savings from the three major
sectors of the economy: private, corporate and public sectors.

6.3 Savings and Investment

Both early development economists and the proponents of the
Mckinnon-Shaw formulation of financial repression vehemently
argued that investment is constrained by inadequate and, in most
cases, non-availability of investible funds (savings). The post-
Keynesian formulations also hold the view that the surest way of
increasing savings is by increasing the profits of the corporate bodies,
since they save "more" and consume "less". Thus, savings and invest-
ment may be bicausally related.

Evidence from African data shows that causality runs from savings
to investment, and not vice versa. This suggests that African invest-
ment activities have been seriously constrained by inadequate
investible funds. Hence, the surest way of raising investment in
Africa is by raising savings. One may infer from the absence of
causality running from investment to savings that corporate bodies
and rich men consume more of their earnings rather than ploughing
them back into investments. A similar pattern of causal relatiqnship
between savings and investment was also obtained in Asia, with the
existence of causality running from saving to investment. This was
established at a higher level of significance.

Latin America and the Middle East show absence of any causal
relationship between the variables. Expectedly, the relationship was
established by data from the developed countries. The existence of
savings Granger causing investment was established at 99 per cent

confidence interval while the reverse causation was established at 90
per cent confidence intesval.
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Table 12. Granger Causality Tests for Rggions
of Developed and Developing Countries

i F-statistics Probability ~ Decision on
Variables Null Fomettois
Africa .
ngings —> Investment 4.39 - 0.02 E:ézctt
Investment —> Savings 1.98 0.16 Accept
Savings - —> Growth 0.56 0.58 p Cept
Growth -> Savings 0.17 0.85 ce pt
Growth -> Investment 4.52 0.02 :ejec
Investment —> Growth 0.22 0.80 ceept

in. America
é‘;:/ings —-> Investment 0.69 0.51 //:ccept
Investment —> Savings 1.28 0.29 Accept
Savings —-> Growth 1.39 0.26 Rcec.:Et
Growth —> Savings 2.59 0.09 i ;
Growth —> Investment 7.66 0.00 ie_!ect
Investment —> Growth 2.93 0.07 ejec

fiddle East

ASavings —> Investment 2.11 0.14 /::izptt
Investment —> Savings 1.34 0.28 Accept
Savings  —> Growth 0.17 0.84 Accept
Growth —-> Savings 0.90 0.42 N p
Growth —> Investment 0.05 0.95 cciep:
Investment —> Growth 3.49 0.04 Rejec
Asia ‘
Savings ~ —> Investment 6.24 0.20 Ezio:ectt
Investment —> Savings 1.57 0.23. qccept
Savings —> Growth 1.92 0.17 A‘cept
Growth —> Savings 0.01 0.98 AL: pt
Growth —-> Investment 1.36 0.23 Ru:'ept
Investment —> Growth 8.5 0.00 ejec
Industrial n
Savings  —> Investment 6.53 (())gg F;:Ztt
Investment —> Savings 2.70 ~03 Ré]ec[
Savings ~ —> Growth 4.28 0. Relee
Growth ~ —> Savings 5.()2 0.01 . i ,
Growth —> Investment’ 19.25 0.00 Rq-;
Investment —> Growth 5.59 0.01 ej
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6.4 Investment and Growth

Several scholars and policy-makers have emphasized the crucial role
of investment in the growth process. A predictable and stable
economic environment has also been argued to be a sine-qua-non to
progress in investment activities. Out of the five regions of the world
sampled, only African data could not establish the crucial role of
capital formation in the growth process. Causality running from
investment to growth was established at 1 per cent level of
significance in industrial and Asian countries; 5 per cent inthe Middle
East; and 10 per cent in Latin America. Could this be the result of the
quality of investment in Africa, or is it a result of African countries
not being able to incorporate the endogenous growth model into their
investment activities through adequate innovations and continuous
skill improvement that could increase total factor productivity? Since
these are the major attributes of Industrial countries and Asian Tigers.

and since ‘African countries have been accused of not engaging in

quality investment (World Bank 1989; 1991), one could infer that
this was the missing link between investment and growth in Africa.
Thus. attention may have to be given to qualitative investment,
research and development to enhance technological innovations and
improvements in human capital. This should, however, be taken with
caution since it was not directly inferred from the study.

The reverse causation relationship between investment and growth
was established in Africa, Latin America and industrial countries. It
was established at 1 per cent for Latin America and industrial
countries and at 5 per cent for Africa. The results show that
investment is procyclical and that any perturbations in the growth
process will be reflected in investment behaviours. The absence of
this relationship in the Asian region could be partially traced to the
close link of Asian economies to external orientation. Investment
activities could have a direct linkage with the aggressive external
orientation of the Asian investment decisions. In spite of this.
however, more attention needs to be given to growth-inducing
policies such as the one encouraging a stable macroeconomic
environment. An unstable macroeconomic environment distorts
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investment planning and, hence. earnings. Thus. an appropriate 1vva)
of encouraging corporate investment is to enhance stable growth.

6.5 Evidence from Nigerian Data ‘ "
The empirical evidence from the application ot the Granger Causality
Test on Nigerian data is shown in Table 13.

i h
a. Savings and Growt | -
The table shows that growth of income 'does 1‘.101 Gxax?gzl LeaC;J?;
i i that saving is not income-inauc
ving. This tends to suggest ome-induced
;?igergia This probably reflects the government $ behaviour to

windfalls in foreign earnings. Experience has shown that windfalls

in external earnings tended to generate hrigher levels of consumpnom
that resulted mostly in overbloated budget deficits. The experience

i 3 970s- and, during the Gult War

le in 1973/74, the late 19 g the W
(\;f'n%elel)ls from oil in 1991 as well as the corresponding tiscal dehc\t's
at}test to this. Evidence on the reverse causation argument also shows

that saving does not Granger cause income. The findings. therefore.

. . . : )
do not show any direct relationship between savings and income

growth.

\

i t
b. Savings and Investnten ' | -
The empirical evidence suggestes that investment 1S sa\t/mgst
i ity 1 ings to investment.
i i f causality is from savings men
constrained. The direction 0 : . vings o tes e
i i Nigerian setting, savings It Vs
thus confirming that in the | bilization »
1 i level of investment. The reve :
a veritable way to raise the _ C e o ety
i d by the evidence. The absenc ity
is, however, not supporte : . e O e High
i i t to savings may be a reflecti ‘
running from investmen : : of th r
ropengsity of corporate bodies to consume (1.;.. preference 't;)d
I<;ividend declaration instead of additional 'capltal reservest?oi
wealthy people’s higher preference for conspicuous consumption.

th

c. Investment and Grow . | |

The evidence in Table 13 shows that the relationship betwietn
idirecti ing from investment to

i 1 directional. running from inves

investment-and growth 1s uni tio : ent 1o

growth. This relationship was statistically established at 10.0 per ce
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Table 13. Savings, Investment and Growth in Nigeria:
Evidence from Granger Causality Test!

Variables F-Statistics Probability ~ Decision on
Null Hypothesis

Growth -~ Savings 0.81 0.46 Accept
Savings ~  Growth 0.29 0.7¢ Accept
Savings -~ Investment 3.75 0.05 Reject
Investment —  Savings 0.20 0.80 Accept
Investment — Growth 3.19 0.07 Reject
Growth -~ Investment 1.79 0.20 Accept
Note:

The data for the test was compiled from: CBN® Annual Reports and
Statement of Accounts, 1993, 1996 and 1997, Statistical Bulletin, 1997

and Nigeria: Major Economic, Financial and Banking Indicators, A pril
1997.

level of significance. Evidence from the finding gives credence to the
crucial role of capital formation in the growth process. Although the
absence of reverse causation, i.e., growth leading investment, was

confirmed by the study, it is, however, important for government to
recognize the role of a stable macroeconomic environment in invest-
ment planning. A stable macroeconomic environment is germane to
sustainable investment planning and rapid capital accumulation.

d. Policy Implications of the Findings

The majorimplication of the foregoing analysis is the need to increase
the rate of savings and investment in the Nigerian economy by
implementing policies that favour public and private savings. As
Onosode (1998) correctly observed, Nigeria, with its large population
and earnings from petroleum oil, has the potential to mobilize sub-
stantial savings from its domestic sources. To him, it is high time the
country invested as much energy and ingenuity on stimulating
domestic savings. Enhancing domestic savings will ensure that we
can kick-start the development process and thereby ensure that:

e the interest of foreign investors is re-enforced by our own

demonstrated confidence ir ‘he economy;
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e Nigerians are not reduced to onlookers in the development
process; and

e the real potential of the economy i.s unlocked by the
combination of domestic and foreign savings.

The raising of private saving and improvement .in its allocation (_:an,

be realized through a variety of measures alrr{ed gt removmtg
distortions 'in financial markets, having approprlfite mtefest ra ef
policies, eliminating tax disincentives,. and fostering a chgm@ od
confidence and stability. A stable <.3nv1r0nment can 'be mamtau:ie
with monetary and fiscal policies aimed at keeping 1nflat1(;_n un .erl
control and the exchange rate stab}e. I.ntelrest. rate and }lr.lantc'la
reforms are indispensable measures for _s’umulatmg the mobl.lza 1;)]1;
of private domestic savings in developing cpuntrles. There 1s 50 ‘
evidence of a positive impact of the effect of fnterest rate; on;avmg,ai
Specifically, positive real interest rates are 1.1kely to leaf to man1c1to
deepening as savers switch some f)f their savings hrorln9 (;;%187)
financial, and from foreign to domestic asset.s (I\‘/Ioustap. a k t t(;
Also, there is need to promote a well-functhnlng capltaldmar' l;a t
mobilize and allocate savings among competing uses. An a vi {;111;
capital market cannot be built with(?ut the savings to sg;tamtl. : e
current reforms of the Nigerian capital market are s_1gn1f1can. 12ome
regard. Furthermore, there is the argument tbat a sw1tc‘h rogl 1? ome
to consumption taxes may encourage private saving. Bu tor,l
selective tax measures to promote savings may have more 1lr:1pac on
the allocation than the total amount of savings. 'And for t }:: p{t_l 1a 1
sector, raising savings will require steps to 1mprove the fisc
pos(l)trllgn.of the quickest ways of al.ter'mg. th'e savingsd r:itte in 3;1-
economy, as has been demonstrated in Chile, 1s t!1e lfun teh C'O:Ipthe
sory pension scheme. The scheme also helps in engh elr.ubfg,liiies
maturity of investible funds in an economy given that the (11a i s
carried by such funds are largely long tf:rm. Itis, therefo.re, esillza °
to fully fund both public sector and private sector pension sc oTn s
so that the savings can be used materially to supportffegont e
development and allocating them to users through an efficien
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transparent market. Besides, there is need for a better regulatory
environment for pooled savings schemes, such as Mutual Funds and
Unit Trusts, and by further reducing the multiple taxation to which
such schemes are subjected. Finally, policies to enhance the recovery
of real incomes will provide a basis for increased individual and
institutional savings.
With respect to increasing the rate of investment, measures aimed
at boosting domestic savings are likely to yield gains in terms of
increased rate of domestic private capital formation, and therefore a
higher rate of capacity output. Secondly, the investment climate must
be improved upon to reflect confidence in the future of the economy
and its management, macroeconomic stability and consistent
policies, transparent rules and regulations, political stability,
adequate infrastructure, security of life and property, improved
education, public accountability, acceleration of anti-corruption
measures, etc. An improved investment climate or investment-
friendly environment can also be created through a combination of
tax policies favouring investment and policies that keep the relative
prices of capital goods low, largely by avoiding the effects of high
tariffs on imported capital goods. Thirdly, the quality of investment
is as important for growth as the quantity. The results of empirical
studies generally show that less than half the growth in output is
attributed to increases in labour and capital, with higher productivity
aceounting for the rest. Therefore, measures aimed at improving the
quality of investiment are vital, notably having positive real rates of
interest. This, reflecting real rates of return, will ensure that produc-
tive private sector investments are selected, resulting in an increase
in the average productivity of investment. Also, a more effective
system of project evaluation will enhance the overall quality of
investmen* and ensure that public investment programmes yield
returns that are commensurate with the cost of borrowing,
particularly foreign loans. Finally, the quality of invéstment may also
be improved with measures that raise public investment in education
and health (human capital), and in infrastructure. The latter can

complement the expansion of private investment in the most efficient
sectors. :

]

Summary, Conclusions and Policy
Recommendations

7.1 Summary and Conclusions | |
This paper has examined the linkages between sgvings., }:nves;n:ve?c:
and growth in developing and de.velop.ed countries, wit 1.a'v1t' o
learning important lessons and art}culatlng appropriate po 1(;:'68 (o] o
the pace for sustainable economic growth. In grder tofac ieve in
objective, the paper was divided into seven sections. A terh covetr_ 5
the back ground issues in the first section, we exalmlned f[hg: theoretic
link between savings, investment and growth in section 2. Ans;ng
from the review of the theoretical expositions, among tbese Yalila ets,
three things are considered necessary for the theoretical lin age 10
hold. First, there must be an increase in the vol}lme ofreal savmg:l SO
as to make additional resources available for myestment. Seconh .a
means of collecting and channelling the savings to make t elr)n
available to investors is crucially im;}ortant. 'And. third, there m:s.t e
some effective means through which saving 1s transformed 1nto
i ital.
prc;gus?;lc\;?o(r:lagl,t we examined the trends (?f these variables a;;:‘rc?ss
regions. Evidence from the trend analys_ls shgws that thc:f 5121;
region, particularly the NICs and the Aglan T}gfar.s, outpe ormrld
other regions in the growth of economic act1v1t1e§, savmgi a{) 1
investment. The factors that accounteq for' this remarka el
performance were aggressive external o.rlentatlon, techn.ologl‘ca
innovations, adoption of market principles in macroe_conorr.nc policy
management and avoidance of volatile macroeconomic environment.

63
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For most of the periods considered, the variables in Africa, Latin
America and the Middle East stagnated and, in some cases,
plummeted. The industrial countries, on the other hand. recorded the
least gyration in growth, savings and investment. These variables,
though lower than those of Asia, were relatively more stable and
predictable than in the other regions.

In section 4, we provided a developing country case study using
Nigerian data. Here, we examined the trends of savings, investment
and growth. Results from the trend analysis clearly show that
Nigeria’s domestic savings have been too low and inadequate to fund
and sustain the level of investment that is consistent with the
country’s economic growth potentials. Arising from this develop-
ment, there were serious oscillations in the savings-investment gap,
thereby generating weak economic growth performance.

The graphical analysis of the correlations between savings,

‘investment and growth were also presented in section S. Evidence
from the graphical illustrations tends to suggest that growth ofincome
leads savings in Africa, the Middle East, Latin America and Asia
(though with varying degree of tracking). It, however, produced a
mixed result for the industrial economies. Also, investment appeared
to closely track the trend of savings in Asia and industrial economies.
The savings-investment tracking appeared to be relatively weak in
Africa but with no unique pattern over the period under consideration
in Latin America and the Middle East. These results have been
ascribed to differences in the state of macroeconomic stabitity and
the integration of financial market as well as exposures to external
shocks. Evidence of linear relationship was also observable between
growth of income and investment particularly in Latin America,
Africa, and the industrial economies. While the use of graphical
illustrations makes the linkages very obvious, however. it cannot be
used for determining the direction of causation.

To address this limitation, on the direction of causation, Granger
Causality tests were employed in section 6. Evidence from these tests
tends to support the results from the graphical analysis presented in
section 5. Notable among our findings are the following:
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i. investment was Granger caused by savings in Africa (and

‘ specifically in Nigeria), Asia and the industrial countries.
This tends to suggest that African investment activities (and
that of Nigeria, in particular) have been seriously constrained
by inadequate investible funds. The reverse causation was
only established in the industrial countries;

ii. no direct linkage could be established between savings and
growth in all regions except the developed region. where a
bicausal relationship was established, and in Latin Ametica
where causation ran from growth to ‘'savings;

iii. causality ranfrominvestment to growth in all regions except
Africa. This result tends to underscore the quality of
investment in Africa. In Nigeria, however, the direction of
causality is from investment to growth. The reverse relation-
ship of growth leading to investment was established in
Africa and the industrial regions;

iv. one important lesson from our findings is that the level of
financial development and integration is the prerequisite for
savings, investment and growth correlations. Countries with
relatively integrated financial markets tend to have strong
correlations between savings and investment. on the one
hand, and investment and growth, on the other. This
presupposes the need to develop financial markets if develop-
ments in savings, for instance, are expected to mirror
developments in investment and growth.

7.2 Policy Recommendations

Arising from these findings are some key policy issues. In countries
where the evidence of bicausal relationship between savings and
growth is absent, government should try to encourage voluntary
savings by private and corporate bodies as obtained in Korea and
Singapore. When such habits are entrenched for a long time, the
behaviour of savings can then be used to track developments in
growth. And where bicausal relationships exist, income-enhancing
policies should be put in place for the marginal saving propensity of
both the private and corporate bodies to be improved upon.
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Evidence from the study also shows that investment activities have
been seriously constrained by inadequate investible funds. Follow-
ing the examples of the Asian Tigers, maintaining a relatively stable
and positive real rate of interests on deposits would be very crucial
to savings mobilization. They were able to maintain high levels of
savings by avoiding inflation and any serious macroeconomic
perturbations. Also, since saving is the surest way of raising invest-
ment in most of these countries, imposition of mandatory provident
fund contributions that would raise private savings as obtained in
Singapore and Malaysia as well as attractive long-term savings
scheme should be entrenched. Besides, imposition of stiff taxes on
conspicuous consumption is also very important for savings
mobilization. An appropriate dividend policy should be put in place

to enhance effective accumulation of reserved earnings without -

discouragirg investors.

Increasing the total factor productivity is the surest way of linking
investment with growth. This would. therefore. require increase in
skill improvement and funding of research and development to
encourage technological development. All these were germane to the
success stories of the East Asian countries.

Since the results from the study confirm that countries with
relatively developed financial systems tend to have high correlations
between savings, investment and growth, attempts should be made
to lay a solid foundation for an integrated financial system and well
developed capital markets. Developing countries should, therefore,
create well secured bank-based financial systems through strong
financial regulation, good supervision, and regular and sustainable
institutional reforms. The present wave of banking crisis should be
seriously addressed with appropriate regulatory. frameworks
instituted to prevent its recurrence in the future.

In the specific case of Nigeria, where the empirical evidence
strongly supports the crucial role of savings in promoting investment,
and hence growth, policies that favour active public and private
savings as well as the creation of a conducive environment for invest-
ment and growth, are indispensable. The raising of private saving and
improving its allocation can be realized through measures aimed at
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removing distortions in financial markets, ha\{in.g approprlat(e;.l 1?;ecree ;E
rate policies (positive real interest rates), eliminating ta:l isi o
tives, and fostering a climate of confidence and.stablllty. soblmg "
tant is the maintenance of fully funded pension schemes by bo

public and private sectors. Besides, policies to enhance the recovery

of real incomes will provide a basis for increased individual and

institutional savings. . N .
The suggestion from the empirical analysis 1s that measures aimed

at boosting domestic savings are '1ik§1y to yielfi gains 1r11l ter;nseo;
increased rate of domestic private (?apltal format¥on and.t 1erre ’ore;:d
higherrate of capacity output. Spemﬁcal!y,t'here 1s .acon;)pe tmgil n6 ;
to improve the investment clima?e as mdlcatfad in su sect: 10rlt éré
Also, measures aimed at improving the guallty of inves r:ile Lo
vital, notably having positive real rates of 1qterest/return, and raising
public investment in education, health and infrastructure.
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