THE IMPACT OF HUMAN CAPITAL ON ECONOMIC GROWTH IN NIGERIA

ABSTRACT

A nation cannot experience economic growth without human capital. And for human capital to actually have any impact on economic growth some investments have to be made. Investment in human capital consists of; investment in education, training, health and other social services that will help in enhancing the productive capacity of labour. This project examines the impact of human of capital on economic growth in Nigeria from 1975-2015. The study used the ordinary least square technique (OLS) to determine the relationship between human capital and economic growth. The research result shows that foreign direct investment does not have much impact on economic growth while human capital which was proxied by total government expenditure, labour life expectancy and stock of physical product, and their impact on economic growth.  Comparing Nigeria to most countries we can see that the rate of investment in human capital is low. Therefore in order to increase its formation and thereby accelerate economic growth, much attention should be paid to expenditure on education, health and other socio-economic infrastructure that will enhance the productivity of labour. Attempts should be made t restructure the educational system to meet the challenges of the society. 

CHAPTER ONE

INTRODUCTION

Background of the study

The concept of human capital is a relatively recent idea in the realm of economic theory. While economists have long paid close attention to the concept of investments in physical capital in recent years they have placed emphasis on the concept of human capital investments. Largely, this shift occurred as a result of the failure of classical economist’s theory to explain the dominance of developed countries over undeveloped ones in the international market. Human capital covers a broad range of concepts but the most essential feature is increased productivity through investing in employees, it can mean education acquired from elementary school level, training of basic reading and writing skills, to job training, both of general  and specific skills. The use of the term human capital in the modern neoclassical economic literature dates back to Jacob Mincer pioneering article “Investment in Human Capital and Personal income distribution” in the Journal of Political Economy in 1958. And the best known application of the idea of ‘Human Capital’ in economics revolves around the work of Mincer, Schultz and Gary Becker of the Chicago school. Becker’s book entitled Human Capital published in 1964 became a standard reference for many years. According to Gary Becker; Human Capital is similar to “physical means of production”( example factories and machineries) one can  invest in human capital (via education, training and medical treatment) and one’s income depends partly on the rate of return on the human capital one owns, which allows one to receive a flow of income which is like interest earned. Human capital is substitutable though it will not replace land, labor or capital  it can be substituted for them to various degrees and be included as a separate variable in a production function.  Human capital can also be defined as a way of defining and categorizing people’s skills and abilities as used in employment and otherwise contribute to the economy. It is also used to refer to the skills and knowledge intensity of the labor force in an economy which are essentially acquired through schooling and training. The organization and economic co-operation and development define human capital as “The knowledge, skills competences and attributes embodied in individuals that are relevant to economic activity” (Schuller 2001) while duration of schooling and levels of qualification are the standard measures. Laroche et al (1999) further extend this notion to include “innate abilities”. Innate abilities are;
They are not part of the physical body and there is therefore no chance of double counting.

They cannot be separated from such things in human capital such as experience.

Nakamura (1981) also defines human capital broadly as labor skills, managerial skills and entrepreneurial and innovative abilities plus such physical attributes as health and strength. Newland and San Segundo (1996) see human capital as that ability and education of an individual and on the other hand as the costs of physically raising a child and health.

Human capital refers to a conscious and continuous process of acquiring requisite knowledge, education, skills and experiences that are crucial for the rapid economic growth of a country (Harbison 1973, Salleh 1992). It involves investment in education, training and other social services like transport facilities and housing. Underdeveloped countries are faced with two diverse manpower problem; they lack the critical skills needed for the industrial sector and have a surplus labor force. The existence of surplus labor is to a considerable extent due to the shortage of critical skills and these problems are interrelated.  The need for investment in human capital formation in such economies is more obvious from the fact that despite the massive imports of physical capital they have not been able to accelerate their growth rate because of the existence of undeveloped human resources although growth of course is possible from the increase in the conventional capital even though the available labor force is lacking in skills and knowledge growth rate will be seriously limited without the latter. Human capital is then needed to staff and expand government services to introduce new system of land use and new methods of agriculture, it develops new means of communication to carry forward industrialization and to build the educational system. People are the most important asset a nation can have and there cannot be any form of economic development if the people don’t develop themselves. When we talk about human capital the capital being referred is the one embodied in human beings that yield income and other useful outputs over long period of time it could be schooling, a computer training course, expenditure of medical care and lectures on the virtues of punctuality and honesty are also capital. This is because it raises earnings, improve health, or add to a person’s good habit over much of his lifetime. The expenditures on education, medical care and so on are called investments in human capital; they are called human capital because people cannot be separated from their knowledge, skills health or values in the way that they can be separated from their financial and physical effect (Gary Becker 1964). We can therefore say that it is those innate abilities and various skills acquired by a person that makes up his capital. Due to this factor there can be no significant economic growth in any economy without adequate human and natural resources. The stock of human capital like the stock of natural and physical capital will deteriorate and decay if not increased and maintained through improvements in public health and sanitation, social welfare services, good nutrition and guaranteed employment schemes. The human capital formation indices should be integrated into the planning process in order to achieve a sustainable growth and development. The importance of human capital formation can be seen in the Khartoum declaration of 1998 which asserted that, The human dimension is the sine qua non of economic recovery … No SAP or economic recovery programme should be formulated or can be formulated or can be implemented without having at its heart detailed social and human priorities. There can be no real structural adjustment or economic recovery in the absence of the human imperative (Adedeji et al 1990). Yesufu (2000) as cited in ‘Impact of Human Capital on Economic Growth in Nigeria: An error correction approach opines that “The essence of human resources development becomes one of ensuring that the work force is continuously adapted for and upgraded to meet the new challenges of its total environment”. This is because the economy is a dynamic entity, which is constantly changing in response to various stimuli such as introduction and discovery of new techniques of production. Okojie (1995) as cited in ‘the impact of human capital on economic growth in Nigeria: an error correction approach concludes that human capital formation “is thus associated with investment in man and his development as a creative and productive person “. The totality of the effort and cost involved in this massive upgrading of the productive capacity of the people constitutes investments in human resources, which is also referred to as manpower development or human resources development.  Human capital can be acquired and developed in different ways namely; education, training, health promotion, as well investment in all social services that influences mans productive capacities including, telecommunications transport and housing. In the words of Yesufu (2000) as cited in ‘the impact of human capital on economic growth in Nigeria: an error correction approach “education and training are generally indicated as the most important direct means of upgrading the human intellect and skills for productive employment”. However human capital formation transcends mere acquisition of intellectual ability through formal education system to include the family, the educational system ,formal or informal institutions, special professional and training organizations; enterprise in- house arrangements, and even individual self efforts. For a nation to be termed or described as developed it must have the following characteristics and according to (Todaro2003) these are;
To raise levels of living including, in addition to higher incomes, the provision of more jobs, better education and greater attention to cultural and human values all of which will serve as not only to enhance material well being but also to generate greater individual and natural self esteem.

To increase the availability and widen the distribution of basic life sustaining goals such as food, shelter, health and protection.

To expand the range of economic and societal choices available to individuals and nations by freeing them from servitude and dependence not only in relation to other people and nation states but also to the forces of ignorance and human misery.    

If these three objectives are anything to go by then we can rightly say that Nigeria is still underdeveloped and exhibiting the characteristics of a low -income developing country this includes low levels of living, low per-capita national income, income inequality, poverty etc. Nigeria can be categorized as a country that is primarily rural, depends on primary product, exports, has high population growth, suffers from widespread poverty and rising unemployment and must deal with tribal and ethnic conflicts. Since the advent of Nigeria’s independence in 1960 it has experienced ethnic, regional and religious tensions, magnified by the significant disparities in economic and educational development between the south and the north.

Nigeria’s social indicators placed it among the poorest in South Saharan Africa  with a human development index of 0.401 was ranked 137th among 174 developing countries considered in 1993(Odusola 1998). Infant mortality rate was about 144 per 1000 live births in 1981 (Odusola 1998). 

 The performance of the economy has not been satisfactory, from 1980s using conventional indices. The periods 1960-65, 1970-75, 1976-80, 1981-85 and 1986-92 are very significant and they represent important episodes in the economy. The 1960-65 period attempts to capture both the independence and the commodity export boom at that time. The period 1970-75 reflects the era of oil windfall while 1976-80 period incorporates part of the oil boom and austerity measures and various stabilization packages finally, the period represents the structural adjustment years. 

The oil boom and the consequent neglect of agriculture in the 1970s and early 1980s caused a massive movement of people from rural to urban centers. Moreover regional and income disparities are among the worst in the world (Todaro 2003). For Nigeria to turn the tides of its economic misfortune and mismanagement, which includes a high rate of unemployment, poverty, illiteracy and so on, it will have to take steps to raise domestic food production and labor productivity; use oil revenues more rationally to diversify economic activity and reduce the burden of its’ foreign debt; lower population growth through a combination of effective family planning programme Improved rural health and education and a reduction in absolute poverty: seek increased foreign aid and investment, including significant debt relief (which was achieved recently): make greater use of market price incentives to allocate resources while endeavoring to improve public and private decision making and maintain political stability between rural ethnic and religious groups (Todaro2003).

All these can rightly be achieved through human means and therefore the role of human capital to economic growth cannot be overemphasized and the development of human capital has been recognized to be an important prerequisite and an invaluable asset for a country’s socio-economic and political transformation. Over the years, with the large population, Nigeria has not been able to do much in terms of economic development and poor leadership was blamed for the nation’s underdevelopment. This brings about the question; does the large human resource available not able to affect economic growth? The answer to this question is clear in the sense that most countries which are less populated then Nigeria has done relatively well in economic good. Taking the case of Japan for example, it was a highly populated country that was able to harness its large human resource and transform the country into a developed one. In the view of the fact that populated countries can still achieve economic growth, this study is embarked upon to assess the impact of human capital on economic growth in Nigeria

1.2 STATEMENT OF THE PROBLEM

There can be no significant economic growth in any country without adequate human capital development. In the past, much of the planning in Nigeria was centered on the accumulation of physical capital for rapid growth and development, without recognition of the important role played by human capital in the development process”. This view was expressed by Ogujiuba and Adeniji (2003) in their paper economic growth and human capital development: the case of the Nigerian. They are of the view that people are a country’s most valuable assets. Going by this view, investment in human capital in terms of education, on-the –job training and health will surely raise productivity in Nigeria. Much is still to be desired in educational and health sector of the economy as we have seen that investment in human capital was the triggering factor that led to the economic growth in other developed countries. In the light of this, the following questions and more will need to be answered in order for human capital to take its place in the growth process and planning horizon of Nigeria these questions include:

How strong and significant will an increase in investment in education have on the economy.

Does education and health have any link in the increase in productivity?

1.3 OBJECTIVE OF THE STUDY

This study is aimed at examining empirically the effect of human capital on economic growth and the objectives of the study include;

To ascertain the impact of education on economic growth in Nigeria.

Does openness to trade and human capital promote faster economic growth?

To make policy recommendations based on the findings of the research.

To ascertain the relationship between human capital and economic growth

1.4 RESEARCH HYPOTHESES

For the successful completion of the study, the following research hypotheses were formulated by the researcher;  

H0: there is no impact of education on economic growth in Nigeria 

H1: there is impact of education on economic growth in Nigeria 

H02: there is no relationship between human capital and economic growth

H2: the relationship between human capital and economic growth

1.5 SIGNIFICANCE OF THE STUDY

The significance of this study on the impact of human capital on economic cannot be over emphasized as the result will help in policy making. The study is to help come to a solution on how to accelerate economic growth.
1.6 SCOPE AND LIMITATION OF THE STUDY

There are various investments that can be made in order to contribute to the formulation of human capital. But investment in education has been chosen. The scope of the study will cover the year 1975-2015 and it will be restricted to the Nigerian economy. The researcher encounters some constrain which limited the scope of the study;

 a) AVAILABILITY OF RESEARCH MATERIAL: The research material available to the researcher is insufficient, thereby limiting the study


b) TIME: The time frame allocated to the study does not enhance wider coverage as the researcher has to combine other academic activities and examinations with the study.

c) Organizational privacy: Limited Access to the selected auditing firm makes it difficult to get all the necessary and required information concerning the activities.  

 1.7 DEFINITION OF TERMS

HUMAN CAPITAL: Human capital is a term popularized by Gary Becker, an economist from the University of Chicago, and Jacob Mincer that refers to the stock of knowledge, habits, social and personality attributes

ECONOMIC GROWTH: Economic growth is the increase in the inflation-adjusted market value of the goods and services produced by an economy over time. It is conventionally measured as the percent rate of increase in real gross domestic product, or real GDP.

1.8 ORGANIZATION OF THE STUDY

This research work is organized in five chapters, for easy understanding, as follows 

Chapter one is concern with the introduction, which consist of the (overview, of the study), historical background, statement of problem, objectives of the study, research hypotheses, significance of the study, scope and limitation of the study, definition of terms and historical background of the study. Chapter two highlights the theoretical framework on which the study is based, thus the review of related literature. Chapter three deals on the research design and methodology adopted in the study. Chapter four concentrate on the data collection and analysis and presentation of finding.  Chapter five gives summary, conclusion, and recommendations made of the study   

CHAPTER TWO

LITERATURE REVIEW

 
The current debate on the development of an economy is rested on the development of human capital which has been overlooked over the years by the government. From all angles, it is human capital development that determines the extent of economic development of any country. This is because every other input of production depends on human capital, in other words the higher the human capital development the higher the productivity of labour, thus the extent of this human capital development rests on formal education, in-formal education and on-the-job training. As such this review will be focused on issues relating to human capital development and economic development. 

2.1 THEORETICAL LITERATURE

2.1.1 CONCEPTUAL OVERVIEW


HUMAN CAPITAL refers to the stock of competencies, skills, knowledge and personalities attribute embodies in individuals which facilitate their ability to perform labour for the creation of personal, economic and social value (OECD, 2001), labour is one of the factors of production and can also be referred to as workforce. One of the major investments on human capital is education and that is why Schultz (1961) and many other American economists in the early 60s found that investment on education is one of the significant factors responsible for the swift growth of the American economy, they pointed that a dollar investment on education brings greater increase in their country’s GNP relative to a dollar expenditure on physical capital like dams, road, street light etc. Galbraith (1996) emphasized that the larger part of their country’s industrial growth is from investment in human and improvement brought about by improved men not from more capital investment. One can invest on human capital via education, training, medical treatment, and one’s output depends partly on the rate of return on human capital one owns. Thus human capital is a means of production into which additional investment yields addition output. Human capital is sustainable, but not transferable like land and other fixed capital. An effort to promote investment in human capital will be seen to result in rapid economic growth and development for society (Olaniyan and Okemakinde, 2008). Adebayo (2009) observed that it is the human resources of any nation, rather than its physical, capital and material resources, which ultimately determine the character and pace of its economic and social development. Human capital is similar to “physical means of production” e.g factories and machines.

According to (Babalola, 2003) the rationale behind investment in human capital is based on the following arguments; that the new generation must be given appropriate part of knowledge which has already been accumulated by previous generation, that the new generation should be taught how existing knowledge which has already been accumulated by previous generation, that the new generation should be taught how existing knowledge should be used to develop new product to introduce new process and production methods and social services, the people must be encouraged to develop entirely new idea, product processes and methods through creative approaches. Human capital theory suggests that education or training raises productivity of workers by imparting useful knowledge and skills, hence raising workers future income by increasing their lifetime earnings (Becker, 1994) and Mills (1978) opined that “the worth of the state in the long run, is the worth of individuals composing it”.

Ojo and Oshikoya (1995) in their study found that literacy rate is positively related to per capita output growth, using other indices such as school enrolment, they found out that the sign of the coefficients were statistically significant in the Zimbabwean economy, the incorporated human capital variables such as school enrolments into the standard growth model and found a very strong long run relationship between human capital investment and economic growth which somehow transforms into economic development. Garba (2002) showed that there are positive correlation between educational attainment and economic growth and development carrying out a cross-country analysis using regressions. Loening(2002) investigated the impact of human capital on economic growth through the application of error correlation methodology. He examined two different channels by which human capital is expected to influence growth. The result revealed that a better educated labor force appeared to have positive and significant impact on economic growth via factor accumulation as well as on evaluation of total factor productivity. Adamu (2003) undertook an empirical investigation to determine the impact of human capital formation on economic growth in Nigeria between 1970 and 2000, using cointegration and error-correlation mechanisms. The result indicated that investment in human capital in form of education and training can lead to economic growth because of its impact on labour productivity. Lawanson (2009) in his work used an ordinary least square model to estimate the role of education and health in human capital investment and economic growth in Nigeria. He found that on the average, human capital actually enhances economic growth in Nigeria although, the government expenditure on health and primary education enrollment have negative coefficient which are inconsistent with a prior expectation. Dauda(2010), in his study on human capital formation and economic growth in Nigeria used the endogenous growth model in his investigation into their relationship, he employed enrolment in the different levels of education, primary, secondary and tertiary as proxies for human capital and found long-run positive relationship between human capital formation and economic growth in Nigeria with a feedback mechanism. Arora (2001) in his study discovered that there is a co-integrated relationship between health and income; innovations in health according to him lead to economic growth and not vice versa. Bloom and Sachs (1998) have obtained empirical evidence that health and demographic variables play an important role in determining economic growth rates. Taniguchi (2003) in his work showed that both education and health cause each other and thus contribute to economic growth. Agiomirgianakis et al (2002) conducted panel study consisting of 93 countries on impact of education on economic growth, their results showed a significant positive long run impact of education (primary, secondary and tertiary) on economic growth. Bloom et al (2004) tried to investigate the impact of human capital on economic growth by utilizing 2 stage least square approach, it was discovered that schooling and life expectancy both positively contribute to economic growth. Seebens and Wosbst (2003),

Moser and Eliot (2005) both have asserted that in the long run education increases substantially household income as well as economic growth while Bils and Klenew (2000), Easterly and Levine (2001), Temple (2001),

Bosworth and Collins(2003) have failed to establish positive association between human capital (years of schooling) and economic growth. Khan (2005) tries to analyze the relationship between human capital and economic growth in 72 developing countries for the period 1980-2002. The study concludes that which invested significantly in human capital have achieved higher returns in terms of economic growth. Khan and Rehman (2012) used analytical techniques, which are OLS and Johansen co-integration to investigate the impact of human capital in economic growth of Pakistan. The result support significant positive association between secondary education and economic growth.

HUMAN CAPITAL DEVELOPMENT: According to Oyinlola and Adeyemi (2014) human capital development refers to the acquired and useful abilities of all the inhabitants or members of the society. Audu, Igwe and Onoh (2013) assert that human capital development consists of conscious efforts to amplify human knowledge, improve skills, productivity and inspire resourcefulness of individuals. Hines (2000) defines it as the combined knowledge, skills, innovativeness and ability of the company’s individual employees to meet the task at hand. It obviously includes intangibilities such as the company values, culture and philosophy. Paul, Wada, Audu and Omisore (2013) believes that human capital development is the process that relates to training, education and other professional initiatives/interventions in order to increase the levels of knowledge, skills, abilities, values, and social assets of an employee which will lead to the employee’s satisfaction and better performance, and eventually improved economic development.

 According to Erhurua (2007) human capital development is a presuppose investments, activities and processes that produce vocational and technical education knowledge, skills, health or values that are embodied in employees. Marimuthu (2009) human capital development is the process that relate to training, education and other professional initiatives in order to increase the levels of knowledge, skills, abilities, values, and social assets of an employee which will lead to the employees job satisfaction and performance. Human capital development is a combination of the following four factors: genetic inheritance; education; experience; and attitudes about life and business (Bontis, 2001).

2.1.2 HUMAN CAPITAL DEVELOPMENT THROUGH EDUCATION 

Education affects every individual of a country. The general consensus has been that there is a high positive relationship between a rise in educational expansion and economic development. The 6-5-2-3 inherited from the colonial masters was replaced with the 6-3-3-4 education system in 1998. That means that pupils will spend six years to get primary education, six years to get secondary education (that is three years at junior secondary education level and three years at senior secondary level) and four years of higher education.


In Nigeria, the federal government is primarily responsible for the tertiary institutions. However several state government and private individuals also fund this level of education. The secondary is mainly a state government responsibility though there are some federal secondary schools. Primary education is a local government responsibility but there also exist a National Primary Education Commission (NPEC) that draws out curricula for the schools in this category.


The value for school enrolment in the primary school was 93.90% as at 2010 (Net percentage value) and in 2007 it was 69.99%, during the third decade (i.e, 1990s) the value declined to 61.87%. thus following this trend , there was a steady increase in primary school enrolment from 1970 till mid 1980s.

The importance of investing in education and health is well appreciated and understood in economics that wish to attain sustainable growth. Nigeria is rated by international standard as “less developed” that is a country that has little or no industrial activities and income level of the citizens is generally low, anthus, has economic growth as a Major goal , indeed, the importance of a prime sector such as education has been stressed in Nigeria since the early sixties, following the submission of the Ashby Report (1960), during a key note address, Samusi (2002), stressed the importance of human capital development for Nigeria, saying that the Nigeria economic has to be efficient and competitive in the new world order in national Frontiers no longer constitute barriers to human, material and capital flows. He noted that one of the greatest barriers facing Nigeria in this millennium is the issue of capacity building to enhance productivity in the economy.

Government of the country or Nigeria as explained by Ogujiuba and Adeniyi (2005), primarily controls education. The summarized the breakdown of this control from the federal to the state and to the local government is primarily responsible for the tertiary institutions, although some state and private individual fund that run this level of education. Secondary education is a mainly a state responsibility, although, there are some federal secondary schools. Primary education is a local government responsibility but there also exists a national primary education commission (NPEC), which draws up the curricular for corporate bodies, individuals, religious or organizations, international agencies, non-governmental agencies and community based organization with the three times of government importance of higher education in national development in Nigeria is reflected in the goal for tertiary education as enunciated in the national policy on education (NPE1988),which are to:-

1. Contribute to national development through high-level manpower training

2. Development and inculcated proper value for the survival of individuals and the society.

3. Develop individual’s intellectual capacity to understand and appreciate their local and external environments.

4. Acquire both physical and intellectual skills, which will enable individual to be self-reliant and useful members of the society.

5. Promote and encourage scholarship and community services

6. Forge and cement national unity.

7. Promote national and international understanding and interactions.

There set goals are expected to be achieved by tertiary institutions through teaching, research and development, sustainable staff development

programmes, generation and disseminations of knowledge and a variety of modes of programmes.

Aigbokhon et al (2007) noted that a cursory look at the magnitude and tread of increase in allocation might be misleading in passing judgment on the budgetary performance until they are placed side by side with their percentage allocations. The characteristic pattern of the government’s allocation to education and health in Nigeria as a percentage of the total budget, revealed in consistency, that is, health and education expenditure were not considered as policy targets in the overall budgeting or else, they would have maintained an increasing proportion of the annual budget of the nation.

The National Economic Empowerment and development strategy (NEEDS), which is presently Nigeria’s development plan and poverty reduction strategy paper, stipulates a goal of increasing government budgetary allocation on health and education from 8% to 10% between 2004 and 2007. While listing selected targets, education and health are rightfully noted as worthy of closer attention. Under its sectorial strategies the government and the private sector are identified as the key players in tackling issues that are critical for effective economic growth. One of each issues is inadequate human capital development. Furthering the discussion on these specific sectorial strategies the first discussed is education.

Under NEEDS, education is considered the key bridge to the future. In this regard, the strategy aims at empowering the citizenry to acquire skills and knowledge that would prepare them for the world of productivity. In order to achieve this, NEEDs is to address the following crucial issues.

Faithful implementation of the free, compulsory universal basic education law to among others:

i. Improve educational infrastructure

ii. Expand institutional capacity to produce quality manpower

iii. Expand total school enrolment

iv. Review of school curriculum from primary to tertiary and incorporate vocational and entrepreneurial skills.

V Re-tooling and repositioning of technical schools to be able to address the technical manpower needs of the economy.

Vi. Establishment of more vocational centers to encourage Nigerians to embrace vocational education.

Vii. Review of school curricular to incorporate the study of Information and Communication Technology (ICT).

Viii. In view of Nigeria position in, and vision of economic community of West African state (ECOWAS) sub-region, review school curricular to make the study of French compulsory for primary through secondary schools.

ix. Expand existing special education programmes, including the virtual library project, the distance learning programme and the nomadic education programme

X. Sustain the existing vocational/on-the job training programme of the federal government and encourage the states to do the same.

XI. The National Youths Service Corps (NYSC) will be review with a view to using a good part of the service year to develop entrepreneurial and basic business skill in corps members.

XII. The orientation period of the corps members will be extended to include a one month period for formal training, on entrepreneurship. Following the training, corps members will be posted mainly to industrial

(including small scale enterprises) and agricultural concern so that the exposure will expose them to consider the possibility of post-service self-employment.

2.1.3 HUMAN CAPITAL DEVELOPMENT THROUGH HEALTH 

Less research has been done on the returns to health and nutrition than on the returns to education. This is partly because the non-monetary aspects of these returns - greater longevity, reduced suffering and absence of disability - are arguably more central than in the case of education. Attempts have been made to put financial values on these non-monetary outcomes, but the judgements involved are complex and subject to considerable controversy. More promising are attempts to assess the cost-effectiveness of various interventions in improving particular health indicators (see, for example, the analysis of cost-effectiveness in terms of “disability life years” in the World Development Report, 1993).

Barro (1996) argues that better health can reduce the depreciation of education capital, and thus increases the favourable effect of education on human capital development. This specifically explains the linkage between education and health in stimulating growth. Barro (2001) also examined a panel data of around 100 countries. It was observed from the study that expenditures are found to constitute a form of investment. It increases the individual’s chances of employment in the labour market, and allows him to get returns and gives him opportunities for job mobility. It is well known and widely accepted that education plays a great and significant role in the economy of a nation, investment in education is critical for economic growth and social cohesiveness of any society. 

Ill-health and poor nutrition may have indirect effects on labour productivity by adversely affecting schooling. Illness often leads to absence from school and nutritional deficiencies can reduce the ability to learn. Some experimental studies imply substantial benefits from particular interventions. One African example found positive effects of deworming medication on school attendance and achievement in Kenya (Jamison and Leslie, 1990). Cross-sectional evidence is more difficult to interpret but still suggestive. In Ghana, one econometric study attributed delayed primary school enrolment to low height for- age (Glewwe and Jacoby, 1995). A study of Kenya found no effect of height-for-age on children’s school performance (Sigman, Newman, Jansen and Bwibo, 1989). However, calorie intake did affect school performance by affecting time off task for girls. Ill-health inhibits school attendance; this may be true of the ill-health of other household members as well as morbidity of the pupil herself. Adult mortality- such as that from AIDS - is likely to pose grave threats to the schooling of bereaved children (Ainsworth and Koda, 1993)

Lustig (2006) examined a direct relationship between health and growth in Mexico uses 1970-1995 data and uses life expectancy and mortality rates for different age groups as health indicators. He observed that health is responsible for approximately one-third of long term economic growth. He considered health to be an asset with an intrinsic value as well as instrumental value. According to him, good health is a source of wellbeing and highly valued throughout the world. 

There has been a large literature on the effects of nutritional status on labour productivity and wages. Behrman (1993) provides a recent review of the literature on two types of evidence. The first type of evidence is provided by data from socio-economic surveys which enable the association between measures of nutrition and worker productivity (or wages) to be investigated. One African study, Strauss (1986), studied the link between calorie intake and agricultural labour productivity in Sierra Leone. Care was taken to control for the simultaneity of the relationship. A one standard deviation increase in calories per equivalent adult was predicted to raise farm output by 20%, compared to the 33% impact of a one standard deviation in labour input. In a study of farm productivity in Ethiopia, Croppenstedt and Muller (1997), find a one standard deviation increase in the household head’s weight-for-height would increase output by 27%. The second kind of evidence is experimental: different groups of workers are given different kinds of nutritional supplement. One experiment gave Kenyan construction workers supplements of 1,000 calories per day. Since less food was consumed at home, this translated into an increase of 500 calories per day (a low-calorie supplement of 200 calories per day was almost completely offset by reduced consumption at home). Workers on the high-calorie supplement increased their productivity by 12.5% per day, a large increase (implying an output elasticity of 0.5 compared with the 0.33 estimated for Sierra Leone)

Major strategies of NEEDs to improve the service delivery of this key sector (health) are as follows:

i. Redefinition of the roles and responsibilities of the federal ministry of health (FMOH) and other federal public health structure and institution in the provisions and findings of quality services to Nigerians.

ii. Reorganization and restructuring within the context of the redefined roles and responsibilities.

iii. Review of existing health policies and strategies as well as health legislations culminating in the publication of a new National Health Policy and the enactment health system and the health functions of each of the three levels of government.

iv. Improving the existing and/or setting up a new mechanism to generate and use evidence and information for health policy, programme, plan, development and implementation.

V. Increase in antenatal, post-natal and family planning services and outlets to reduce material and infant mortality from the present 704/100,000 and 77/1000 respectively.

Vi. Intensification for the campaign of the eradication of harmful traditional

practices such as female genital mutilation and child marriage.
2.1.4 MEANING OF ECONOMIC DEVELOPMENT
Economic development is a policy intervention efforts targeted at the economic and social well-being of people (Salmon Valley Business Innovation Centre, 2014). Its concern is on improvement in the quality of life of people, introduction of new goods and services using modern technological, mitigation of risk and dynamics of innovation and entrepreneurship (Hadji Michael et al., 2014). The objective of economic development is to create an enabling environment for local communities and regions to develop new ways of production of goods in such quantities that may lead to exportation to other countries. Availability of financial resources from exportation leads to more investment in infrastructure for the benefit of the society and improvement in living conditions of the people, in education, transportation networks, health conditions, water supply, sewage and sanitation conditions (SVBIC, 2014). The changes create the conditions for long-run economic growth by positioning the economy on a higher growth trajectory (Hadji Michael et al., 2014). 

Economic development differs from economic growth. Economic growth specifically means an increase in the value of goods and services produced by a country over a period and Economists use an increase in country's GDP to measure it. Thus, it is possible to have economic growth without economic development in the short or even medium term (Hadji Michael et al., 2014). In other words, there could be an increase in GDP without any increase in standard of living of people in a state. Environmental conditions that would enhance economic growth must be created through an investment of the national income in infrastructural development for subsequently improvement in the standard of life of the population of a country (Wilkins and Zarawski, 2014). 

Writers use economic growth and development interchangeably and also use GDP as measurement indicator for both. However, since the two are differentiated, any attempt to use GDP as a measure for the two gives incorrect result on economic development. Robert et al. (2009) emphasize the need for a new measure of progress in the well-being of people, arguing that GDP is not a good measure because economic growth is not synonymous with improved well-being. The authors suggested that indicators promoting sustainable development should be used to replace GDP. Tejvan (2015) opines that one of the several measures of economic development is the Human Development Index (HDI). Diffen (2015) argues that HDI is a measurement indicator that takes into consideration the literary rates and life expectancy that affect productively and could lead to economic development. This means economic growth accompanied by structural changes and a total transformation in a given country. This implies more output and changes in technical and structural and institutional arrangement by which goods and services are produced.  For Meier, Krause and mellor, economic development is a process by which a population or less developed country increases the efficiency which she provides the desired per capita income or improvement in the general well-being of her people. Economic development is characterized by:

Increased standard of living

Higher participation in education activities

Reduction in level of unemployment 

Reduction in the extent of personal and regional inequality

Raise in the level of output of goods and services

Greater ability to draw from local resources (human and material) to meet local needs which indicates self-reliance

Reduction in level of absolute poverty

For economic development to occur the above mentioned desired changes must manifest in various aspect of life the society.

THEORETICAL FRAMEWORK

2.2.2 THEORIES OF HUMAN CAPITAL DEVELOPMENT 
Contemporary discussions on human capital development and economic development have been dominated by these theories below:

1. HUMAN CAPITAL THEORY: As the global economy shifts towards more knowledge based sectors (e.g., the manufacture of ICT based services, R&D) skills and human capital development becomes a central issue for policy makers and practitioners engaged in economic development, both at the national and regional levels (OECD, 1996). Yet, the impact of education and vocational training activities exert upon changing national and regional economies remains less than thoroughly explained and analyzed. Since the introduction of human capital theory in the 1960s, a number of studies have attempted to address this and other related issues.

Human capital theory views schooling and training as investment in skills and competences (Schultz, 1960 and 1961). It is argued that based on national expectation of return on investment, individuals make decisions on the education and training they receive as a way of augmenting their productivity. A similar strand of studies focuses on the interaction between the educational/skills levels of the workforce and measurements of technological activities (Nelson and Phelps, 1966). According to this theory, a more educated/skilled workforce makes it easier for a firm to adopt and implement new technologies, thus reinforcing returns on education and training. Empirical studies provide evidence supporting the aggregate effects of education and training to development of the economy. This theory shows how education leads to increase in productivity and efficiency of workers by increasing the level of their cognitive skills. Theodore, Schultz, Gory Bucker and Jacob Mincer introduced the notion that people invest in education or as to increase their stock of human capabilities which can be formed by combining innate abilities with investment in human beings (Babalola, 2000). Examples of such investments include expenditure on education, on- the- job training, health, and nutrition. However, the stock of human capital increases in a period only when gross investment exceeds depreciation with the passage of time, with intense use or lack of use. The provision of education is seen as a productive investment in human capital, an investment which the proponents of human capital theory considers to be equally or even more equally worthwhile than  that in physical capital. Human capital theorists have established that basic literacy enhances the productivity of workers low skill occupations.

They further state instruction that demands logical and analytical reasoning that provides technical and specialized knowledge increases the marginal productivity of workers in high skill or profession and positions. Moreover, the greater the provision of schooling society and consequently, the greater the increase in national productivity and economic well-being and development.

2. RESOURCE BASED THEORY: This theory recognizes human capital development as the most valuable, non-substitutable and imperfectly imitable resource that can successfully utilize to achieve economic development. Resource-based theory is linked to human capital theory in these theory emphasize that investment in people adds to their value to the economic (Baron & Armstrong, 2007).

3. THE MODERNIZATION THEORY: This theory focuses on how education transforms an individual’s value, belief and behavior. Exposure to modernization institutions such as schools, factories, and mass media inculcate modern values and attitudes. The attitude include openness to new idea, independences from traditional authorities, willingness to plan and calculate further exigencies and growing sense of personal and social efficacy. According to the modernization theorists, these normative and attitudinal changes continue throughout the life cycle, permanently altering the individual’s relationship with the social structure. The greater the number of people exposed to modernization institutions, the greater the level of individual modernity attained by the society. Once a critical segment of a population changes in this way, the pace of society’s modernization and economic development quickens. Thus, educational expansion through its effects on individual values and benefits sets in motion the necessary building blocks for a more productive workforce and a more sustained economic growth and development.

4. THE DEPENDENCE THEORY: This theory arose from Marxist conceptualizations based on the dynamic world system that structures conditions for economic transformation in both the core and periphery of the world economy. Certain features of the world polity such as state fiscal strength, degrees and regime centralization and external political integration may contribute to economic growth in the developing world.

5. ENDOGENOUS GROWTH THEORY: According to Temple (2009) endogenous growth theory has stimulated economists’ interest in the empirical evidence available from cross country comparisons, bearing on the main level relationship between human capital development and economic growth. He describes physical capital accumulation as sufficient to determine the dynamic evolution of output. To specify the growth path when human capital is included, it is necessary to consider an additional sector where the growth of human capital has taken place. Given the physical capital still has diminishing returns, the required assumption for the model to exhibit a positive growth rate of output per worker in the steady state is that the technology for generating human capital has constant returns; meaning that the growth of human capital is assumed to be the same for a given effort, whatever the level of human capital attained. With the assumption, the rate of output growth (per worker) is positive and increasing in the productivity of education or on-the-job training in the creation of human capital.

2.2.3 ECONOMIC DEVELOPMENT THEORIES

2.2.3 Classical Theories of Economic Development

Although development economics became established as a discipline within economics only in the 1950s, several early economists had written extensively about the nature of economic society and prosperity. Among them, Adam Smith and Karl Marx are the two most famous thinkers for their two opposite views on the nation’s system of economic arrangements: one called capitalism and the other called socialism.

On the one hand, Adam Smith’s (1976) (original work published in 1776) “The Wealth of Nations” focuses on the market. Adam Smith saw that division of labour could create more productive processes. The mechanism for enhancing the nation’s wealth therefore is through specialization and exchange. Adam Smith argued that under competition, private investors while pursuing their own interests guided by the “invisible hand” would maximize national output and thus promote public interests. The “invisible hand” doctrine has become the foundation for the working of the market economy or capitalism (Skousen 2007). In the system, government interference is seen as inefficient in looking after economic activities. Meanwhile, free trade, private property and competition are seen as the foundations that would spur economic development, reduce poverty and bring on social and moral improvements of humankind. However, freewheeling capitalism is often criticized for bringing wealth only to the rich, whereas the poor get poorer.

On the other hand, Karl Marx in “Capital” (Marx 1933) (original work published in 1867) argued that the feasible system should be based on social or public ownership of property. Karl Marx emphasized that the wealth of the capitalists comes from the exploitation of the surplus value created by the workers. Hence, private property and free market were seen as causes of poverty for the many millions of workers. Therefore, private property should be completely abolished. A nation’s economy should be planned and managed by the state to serve the interests of the masses. Marx believed that a revolution would be inevitable to break down the increasing concentration of the capitalists, and to establish socialism (Roemer 1988; Skousen 2007). But the socialism philosophy was not viable either. The historical experience of socialist economies showed little or even no improvement in the living conditions of the poor. The collapse of the Soviet Union in 1991 and the central planning paradigm appeared to demonstrate that the model would not provide the solution to poverty and inequality seen in human society (Meier 2000).

2.2.3.1 The Linear Stages of Growth Models

The first generation of economic development models was formulated in the early years after the World War II. These early models focused on the utility of massive injections of capital to achieve rapid GDP growth rates. The two famous models are Rostow’s stages growth model and the Harrod–Domar model (Todaro and Smith2009).

Theorists of the 1950s and early 1960s viewed the process of development as a sequence of historical stages. This view was popularized by Rostow (Ingham 1995). Building on the historical pattern of the then developed countries, Rostow (1960) claimed that the transition from underdevelopment to development would pass through five stages: the traditional society, the preconditions for take-off, the take-off, the drive to maturity and the age of high mass consumption. The decisive stage is the take-off, through which developing countries are expected to transit from an underdeveloped to a developed state. Increasing rate of investments is considered to be necessary to induce per-capita growth. Like Rostow’s stages growth model, the Harrod–Domar model emphasized that the prime mover of the economy is investments (Ghatak 2003). Every country therefore needs capital to generate investments. The principal strategies of development from the stage approach were commonly used by developing countries in the early post-war years. With a target growth rate, the required saving rate can then be known. If domestic savings were not sufficient, foreign savings would be mobilized.

Although Rostow (1960), Harrod (1948) and Domar (1947) were right about the important role of investments that is most closely correlated with the economic growth rate, this is not the only condition for a country to develop. The key weakness of these models lies in their simplifying assumptions. A single production function is simply assumed for all countries (Adelman 2000). Every economy is assumed to have the same necessary conditions and would pass through the same phasing, stage by stage. But that economic growth path, which historically had been followed by the more developed countries, is not the only one pathway. The development process is actually highly nonlinear (Chenery 1960; Chenery and Syrquin 1975). Countries may pursue distinct development paths (Morris and Adelman 1988). Economies may miss stages, or become locked in one particular stage, or even regress depending on many other complementary factors such as managerial capacities, and the availability of skilled labour for a wide range of development projects (Todaro and Smith 2009).

2.2.3.2 STRUCTURAL CHANGE MODELS

During most of the 1960s and early 1970s, economists generally described the development process as structural change by which the reallocation of labour from the agricultural sector to the industrial sector is considered the key source for economic growth. Two well-known representatives of this approach are the two-sector model (Lewis 1954), and the structural change and patterns of development (Chenery 1960). In Lewis’ (1954) two-sector model or theory of surplus labour, labour increasingly moves away from the agricultural sector to the industrial sector. However, with unlimited supply of labour from the traditional sector, these transferred workers continually received only subsistence wages. The excess of modern sector profits over wages and hence investments in the modern sector continued to expand and generate further economic growth on the assumption that all profits would be reinvested. Both labour transfer and modern sector employment growth were in turn brought about by output expansion in that sector. This process of modern sector self -sustaining growth and employment expansion facilitated the structural transformation from a traditional subsistence economy to a more modern developed economy to take place. Like the Harrod–Domar model, the Lewis model considered savings and investments to be the driving forces of economic development but in the context of the less developed countries. However, several Lewis’ assumptions are not valid such as those relating to rural surplus labour, and the proportional rate of expansion in capital accumulation in the modern sector (Todaro and Smith 2009).

Although promoting the roles of savings and investments, the structural change and patterns of development analysis extended in comparison with the Lewis model. The analysis identified that the steady accumulation of physical and human capital is among conditions necessary for economic growth, apart from savings and investments. Moreover, the structural changes occurred not only in the two sectors but also in all economic functions, including the change in consumer demand from an emphasis on food and basic necessities to desires for diverse manufactured goods and services, international trade and resource use as well as changes in socioeconomic factors such as urbanization and the growth and distribution of a country’s population. The most significant explanation of this approach was provided by Chenery (1960), Chenery and Taylor (1968), Kuznets (1971) and Chenery and Syrquin (1975).

By focusing on the pattern of development rather than theory, the structural change models may mislead policy-makers. Since the reallocation of labour from the agricultural sector to the industrial sector is considered the engine of economic growth, many developing countries implemented policies that often promote the industry and neglect agriculture. But the negative effects of policies that turned against that vital sector have come to be widely recognized (World Bank 2000). Criticisms of these models were reinforced by the fact that in many developing countries, poverty was prevalent. Following the pattern recommended by structural change economists, in the late 1960s, the attention of policy-makers began to shift towards an emphasis on human capital, i.e. education and health (Meier 2000). Then again, investments in health and education alone do not guarantee development. “In Sub-Saharan  Africa, for example, life expectancy and school enrolment rates have increased dramatically in recent decades, but as a group the economies in the region have had slow and even negative growth since the early 1970s” (World Bank 2000, p. 16).

The structural change models focused on the pattern of development and hypothesized that the pattern was similar in all countries and was identifiable. However, empirical works, such as Chenery (1960), Chenery and Taylor (1968), and Chenery and Syrquin (1975), on the process of structural change does recognize that pattern of development can be different among countries, which is dependent on the countries’ particular set of factors including “a country’s resource endowment and size, its government’s policies and objectives, the availability of external capital and technology, and the international trade environment” (Todaro and Smith 2009, p. 120).

2.3.2.3 International Dependence Models

The international dependence theory was very popular in the 1970s and early 1980s. The dependence theorists argued that underdevelopment exists because of the dominance of developed countries and multinational corporations over developing countries. The theory is considered an extension of Marxist theory (Hein 1992). The poor countries are said to be dependent on the developed countries for market and capital. However, developing countries received a very small portion of the benefits that the dependent relationship brought about. The unequal exchange, in terms of trade against poor countries, made free trade a convenient vehicle of “exploitation” for the developed countries. Developed countries can exploit national resources of developing countries through getting cheap supply of food and raw materials. Meanwhile, poor countries are unable to control the distribution of the value added to the products traded between themselves and the developed countries (Cohen 1973; Dos Santos 1973). The growth of international capitalism and multinational corporations caused poor countries to be further exploited and more dependent on the developed countries. Poor countries therefore could not expect sustained growth from that dependence. Following the international dependence theory, developing countries should therefore end the dependence by breaking up their relationships with the developed world, as well as by closing their doors on the developed countries (Elkan 1995; Ghatak 2003; Ferraro 2008).

The models gained increasing support among the developing countries because of the limited results of the stages and structural change models. However, the failures of the model were clearly reflected in the developing countries that followed the autarky policy. These countries often experienced stagnant growth and finally decided to open their economies once again such as China, Tanzania and India (Ferraro 2008; Todaro and Smith 2009). Meanwhile, the experience of the newly industrialized economies of East Asia, namely Hong Kong, Singapore, Taiwan and South Korea, during the 1970s and 1980s showed that their success had been the result of emphasizing trade with the advanced industrial countries. The negative impacts of the policy of autarky rendered the theory out of favour in the 1980s (Hein 1992; Ferraro 2008).

2.3.2.4 Neoclassical Counter-Revolution Models

In the 1980s, neoclassical counter-revolution economists used three approaches, namely the free market approach, the new political economy approach and the market-friendly approach, to counter the international dependence model. In contrast with the international dependence model, these approaches mainly argued that underdevelopment is not the result of the predatory activities of the developed countries and the international agencies but was rather caused by the domestic issues arising from heavy state intervention such as poor resource allocation, government-induced price distortions and corruption (Meier 2000). As a response to public sector inefficiency, economists of the counter-revolution thinking, for example Bauer (1984), Lal (1983), Johnson (1971), and Little (1982), focused on promoting free markets, eliminating government-imposed distortions associated with protectionism, subsidies and public ownership.

Another strand of neoclassical free market thoughts called the traditional neoclassical growth theory actually originated from the Harrod–Domar and Solow models. Expanding the Harrod–Domar formulation, Solow neoclassical growth model stresses the importance of three factors of output growth: increases in labour quantity and quality (through population growth and education), increases in capital (through savings and investments) and improvements in technology (Solow 1956). Technological change in Solow’s model is provided exogenously. Thus, with the same provided rate of technological progress, the growth rate would be expected to converge across countries. By opening up national markets, developing countries can draw additional domestic and foreign investments, thus increasing the rate of capital accumulation and returns on investments. Consequently, developing countries tend to converge to higher per-capita income levels (World Bank 2000).

Neoclassical economists focused on the market to find a way out for the developing countries. Policies of liberalization, stabilization and privatization therefore become the central elements of the national development agenda. Foreign trade, private international investments and foreign aid flowing into the developing countries are expected to accelerate economic efficiency and economic growth of these countries. Empirically, the models, however, did not bring about the expected results. The growth rates per capita have diverged among countries (Azariadis and Drazen 1990). Several African countries focusing on these issues achieved an average growth rate of only 0.5 % per year. With weak and inadequate legal and regulatory framework, not to mention the different institutional, cultural and historical context of the developing countries, free market in these countries fails to stimulate economic development (World Bank 2000).

2.3.3.1 New Growth Theory

Endogenous growth or the new growth theory emerged in the 1990s to explain the poor performance of many less developed countries, which have implemented policies as prescribed in neoclassical theories. Unlike the Solow model that considers technological change as an exogenous factor, the new growth model notes that technological change has not been equal nor has it been exogenously transmitted in most developing countries (World Bank 2000). New growth theorists (Romer 1986; Lucas 1988; Aghion and Howitt 1992) linked the technological change to the production of knowledge. The new growth theory emphasizes that economic growth results from increasing returns to the use of knowledge rather than labour and capital. The theory argues that the higher rate of returns as expected in the Solow model is greatly eroded by lower levels of complementary investments in human capital (education), infrastructure, or research and development (R&D). Meanwhile, knowledge is different from other economic goods because of its possibility to grow boundlessly. Knowledge or innovation can be reused at zero additional cost. Investments in knowledge creation therefore can bring about sustained growth. Moreover, the knowledge could create the spillover benefits to other firms once they obtained the knowledge. However, markets failed to produce enough knowledge because individuals cannot capture all of the gains associated with creating new knowledge by their own investments.

Policy intervention is thus considered necessary to influence growth in the long term. The new growth models therefore promote the role of government and public policies in complementary investments in human capital formation and the encouragement of foreign private investments in knowledge-intensive industries such as computer software and telecommunications (Meier 2000).

Although the new growth theory helps to explain the divergence in growth rates across economies, it was criticized for overlooking the importance of social and institutional structures (Skott and Auerbach 1995). Its limited applicability lies in its assumptions. For example, it treats the economy as a single firm that does not permit the crucial growth-generating reallocation of labour and capital within the economy during the process of structural change. Moreover, there are many other factors which provide the incentives for economic growth that developing countries lack such as poor infrastructure, inadequate institutional structures and imperfect capital and goods markets (Cornwall and Cornwall 1994). Policy-makers will therefore need to pay careful attention to all of the factors that determine the changes and their impacts on the aggregate growth rate.

2.3.3.2 Theory of Coordination Failure

The foundation of the theory of coordination failure is the idea that the market may fail to achieve coordination among complementary activities. When complementaries exist, that is when returns of one investment depend on the presence or extent of other investments, there exist two scenarios. On the one hand, optimally, all investors as a whole are better off with all investments to be achieved at the same time. On the other hand, it would not make sense for an investor to take similar actions when he believes that others may not do the same as well. The market is said to have failed to coordinate investors’ actions in this way. Coordination failure therefore leads the market to an (equilibrium) outcome inferior to a potential situation in which resources would be optimally allocated and all agents would be better off. As a result, underdevelopment equilibrium is possible (Hoff and Stiglitz 2000). 

The theory of coordination failure became influential in the 1990s. However, it has a history of more than half a century. Coordination issues among complementary industries were first raised by Rosenstein-Rodan (1943). Like Rosenstein- Rodan (1943), early coordination failures economists Nurkse (1953) and Hirschman (1957) emphasized the role of the government to solve the problem. In order to reach an optimal level of coordination, the policy they recommended was a “big push”—a public-led massive investment program—which can cause complementarities to take place in the rest of the economy.

Like other early development models, “big push” strategies ran out of favour when the world witnessed the collapse of centrally planned economies and the slow growth, stagnation or worst results of state-led industrialization in the underdeveloped countries (Meier 2000). However, development economists have recently returned to emphasize the problem of complementarities between several conditions necessary for successful development to take place (Glãvan 2008). Hoff (2000), and Bowles Durlauf and Hoff (2006) described the economy as an ecosystem where the behaviour of one can affect the others’. The coordination failure among many different individuals lead the economy to multiple equilibria, but not all of them are good for every member of the economy, and some in fact are very undesirable. As a result, the market fails to coordinate everyone to achieve the optimal equilibrium. In other words, “A firm’s productivity depends not only on its own efforts, and abilities, and on general economic conditions (for example, the macroeconomic environment and the legal system), but also on the actions of other firms, infrastructure, regulation and other public goods” (Rodriguez-Clare 2005, p. 3). In a similar vein, Rodrik (2004) also indicated that success or failure of an action could depend on its milieu. In a market mechanism, there are uncertainties that a good equilibrium can be obtained. A bad equilibrium can exist when firms have pessimistic expectations and thus show their reluctance to invest, and consequently fail to coordinate their businesses. “And whereas in the past we thought the implication was that the economy would be slightly distorted, we now understand that the interaction of these slightly distorted behaviours may produce very large distortions. The consequence is that there   may be multiple equilibria and that each may be inefficient” (Hoff and Stiglitz 2000, p. 390). The existence of coordination failure cannot therefore be disputed and has become important. When the market mechanism does not work, the active roles of the government need to be highlighted. According to coordination failure economists, in the multiple equilibria circumstances described above, the government can coordinate firms to move them into the domain of good equilibrium.

The theory of coordination failures offers some important overall lessons for policy-makers. The theory often highlights the problems of market failure that require selective government intervention to ensure that several things work well together at the same time. However, to get sustainable development underway is obviously not an easy task. The “big push” strategy is recommended recently by United Nations Development Programme (2005). The programme suggests that for developing countries to break out of the poverty trap, a big push of basic investments between now and 2015 in public administration, human capital and key infrastructure is necessary (United Nations Development Programme 2005).

However, the theory of coordination failure has been criticized for its overemphasis on the roles of government. Critics have asserted that the government is ineffective and could choose a bad policy (Killick 1976; Hoff and Stiglitz 2000). If a bad policy is implemented, it can push an economy into a bad equilibrium for years to come and even into a worse equilibrium than the one with which the country began (Hoff and Stiglitz 2000). Moreover, the policies recommended by coordination failure models lacked details of how the government can coordinate the economy. Policy-makers therefore need to be more cautious of these strategies to address coordination failure issues.


PREMISES OF INVESTMENT IN RESOURCES

Meier and rauch (2000) posited that the development of human resources is premised on first, building skills and then, providing productive employment for non-utilized or under-utilized manpower. These relates to investment in man in form of education and training which constitute the process under which human capital is accumulated.

Also since man is the creative and productive resources that can be harness economic development there are bound to be fundamental premises under which a resource is developed. According to Schultz (1961,1992,1994) jhinhgan (2000), there are five premises under which a nation can invest and develop its human resources and these includes;

Health facilities and services, broadly conceived to include all expenditure that affects the life expectancy, strength and stamina and the vigor and vitality of the people. 

On-the-job training, including apprenticeship organized by firms

Formally organized education at the elementary, secondary and higher levels.

Study programs for adults that are not organized by firms including extension programmes notably in agriculture

Migration of individuals and families to adjust to changing job opportunities.

DEVELOPMENT AND FORMATION OF HUMAN CAPITAL

The idea of higher earnings of educated people has made it significant for the demand and development of education and the formation of human capital; and which, in all economies of which we have knowledge, people with more education earn more average income than those with less education (Musgrave 1966, lewis 1961, Blaug 1970).

For instance, if Nigeria economy requires an increasing supply of highly educated manpower, the country might encourage students to stay on in school as a way of investing in the future production capacity of the people. In this sense, education remains a form of investment for both the individual and the society in general. According to jhinghan (2002), that lack of investment in human capital has been responsible for the slow transformation of developing countries. Therefore unless such economies spread education knowledge, technical know-how and raise the level of skills and physical efficiency of people, the productivity of physical is reduced.


Apparently, Blaug (1976) argued that the fact that most decision to invest in education is made by parent on behalf of their children rather than the children themselves does not give rise to fundamental differences between material and human agent of production. clarily, this is a strong endorsement of the concept of capital formation as we are ever likely to find them elsewhere.

THE EFFECTS OF HUMAN CAPITAL ON ECONOMIC DEVELOPMENT

HUMAN AND PHYSICAL CAPITAL

Human capital is a broad concept which identifies human characteristics which can be acquired and which increase income. It is commonly taken to include peoples’ knowledge and skills, acquired partly through education, but can also include their strength and vitality, which are dependent on their health and nutrition. Human capital theory focuses on health and education as inputs to economic production. This is in contrast to the concept of human development which views health and education as intrinsically valuable outcomes to be placed alongside economic production as measures of human welfare. In understanding the role of human capital as an input into development it is necessary to consider the possible links between human capital, other forms of capital, income and growth. While it is true for every country, for which there is data, that more educated people earn more than less educated ones it does not follow that there is a simple relationship between investing in people and countries becoming richer. Human and certain forms of physical capital may be complementary. The problem in investing is to match skills with machines. It is not a question of either investing in people or investing in machines, both are necessary. Even more important is the issue of how much to invest in alternative forms of capital equipment and skilled labour. The answer to that question is unlikely to be the same for all countries or to remain unchanged over time.

LIMITATION OF HUMAN CAPITAL DEVELOPMENT:

Human capital development is faced with challenges that impede the actualization of human capital formation in Nigeria. Some of these includes:

The problem of misappropriation of funds by the various educational sectors.

Poor funding and in adequate infrastructure to facilitate learning.

Poor law enforcement agencies to check and balance some excesses. 

Lack of institutional linkage among various unit and department responsible for manpower planning in Nigeria.

EMPIRICAL LITERATURE

Several studies have attempted to empirically determine the relationship between human capital; education and health. Regardless of the model that was adopted, there seem to be a consensus that education stimulates productivity and development. The interrelation between human capital investment and economic development has a long history. Alfred Marshal (1930) in his research on “Principle of economics” asserted that the most valuable of all capital is that invested in human being and that it stimulates development in any nation. Adams Smith (1937) and Shultz (1961) also affirmed the importance of education on national development. Harbison and Myer (1964) in their study of education and economic growth concluded that since education is very crucial for national development, the political and economic forces in modern world will be such that practically all countries will have to raise their expenditure on human capital. Wilson and Briscoe (2003) in their study on impact of education and training found out that increased investment in education is shown to lead to higher productivity and earnings for the individual and similarly, such investment results in significant social rates of return. They also discovered that there is a spill over gain of investing in education to other sectors of the economy.

Barro (1996) argues that better health can reduce the depreciation of education capital, and thus increases the favourable effect of education on growth. This specifically explains the linkage between education and health in stimulating growth. Barro (2001) also examined a panel data of around 100 countries. It was observed from the study that expenditures are found to constitute a form of investment. It increases the individual’s chances of employment in the labour market, and allows him to get returns and gives him opportunities for job mobility. It is well known and widely accepted that education plays a great and significant role in the economy of a nation, investment in education is critical for economic growth and social cohesiveness of any society. 

Lustig (2006) examined a direct relationship between health and growth in Mexico uses 1970-1995 data and uses life expectancy and mortality rates for different age groups as health indicators. He observed that health is responsible for approximately one-third of long term economic growth and development. He considered health to be an asset with an intrinsic value as well as instrumental value. According to him, good health is a source of wellbeing and highly valued throughout the world. 

Musibau and Rasak (2005) carried out a study on the long-run relationship between education and economic growth in Nigeria using the Johansen’s Co integration techniques. It was discovered that there is a long-run relationship between education and economic growth development and  in Nigeria. They also found out that a long-run effect of a 1 percent increase of average years of schooling on output per worker while keeping the other variable constant is approximately 0.86 percent while the long-run elasticity of capital is 0.139 percent. 

Bakare (2006) investigated the growth implications of human capital investment in Nigeria using the vector autoregressive error corrections mechanism. The study revealed that there is a significant functional and institutional relationship between the investments in human capital and economic growth in Nigeria. It was revealed that 1% fall in human capital investment led to a 48.1% fall in the rate of growth in gross domestic output between 1970 and 2000. Dauda (2010) examined investment in education and economic growth in Nigeria using annual time series data from 1977 to 2007. The paper employs Johansen cointegration technique and error correction methodology. Empirical results indicate that there is a long-run relationship between investment in education and economic development. The main variable of interest, the growth rate of educational expenditure had positive and significant effect on economic growth in Nigeria. The result indicates that educational investment plays a crucial role in developing an economy and it enhances growth in the nation’s income. The coefficient of growth of gross fixed capital formation has positive and statistically significant effect on the Nigerian economy.
According to Oyinlola and Adeyemi (2014) human capital development refers to the acquired and useful abilities of all the inhabitants or members of the society. Audu, Igwe and Onoh (2013) assert that human capital development consists of conscious efforts to amplify human knowledge, improve skills, productivity and inspire resourcefulness of individuals. Hines (2000) defines it as the combined knowledge, skills, innovativeness and ability of the company’s individual employees to meet the task at hand. It obviously includes intangibilities such as the company values, culture and philosophy. Paul, Wada, Audu and Omisore (2013) believes that human capital development is the process that relates to training, education and other professional initiatives/interventions in order to increase the levels of knowledge, skills, abilities, values, and social assets of an employee which will lead to the employee’s satisfaction and better performance, and eventually improved economic development indicated by the human development index (HDI).

 According to Erhurua (2007) human capital development is a presuppose investments, activities and processes that produce vocational and technical education knowledge, skills, health or values that are embodied in employees. Marimuthu (2009) human capital development is the process that relate to training, education and other professional initiatives in order to increase the levels of knowledge, skills, abilities, values, and social assets of an employee which will lead to the employees job satisfaction and performance. Human capital development is a combination of the following four factors: genetic inheritance; education; experience; and attitudes about life and business (Bontis, 2001).

Several studies, both in Nigeria and abroad, have been carried out to examine the relevance of human capital development in the achievement of economic development. There seems to be a consensus from these studies that the development of human capital triggers economic development. Sankay, Ismail, and Shaari (2010) investigated the impact of human capital development on economic growth in Nigeria during the period of 1970 to 2008. Johansen co-integration technique and vector error correction analysis were used to ascertain this relationship. The basic macroeconomic variables of concern were Real Gross Domestic Product (RGDP), Real Capital Expenditure (RCE) on Education, Real Recurrent Expenditure (RRE) on Education, Real Capital Stock (RCS), which used to proxy Human Capital Development. The result indicated that human capital development has a significant impact on Nigeria’s economic development

Dauda (2010), using the human capital model of endogenous growth developed by Mankiw, Romer and Weil (1992), empirically examined the role of human capital in Nigeria’s economic development. The paper employed a variety of analytical tools, including unit root tests, co-integration test and Error Correction Mechanism (ECM). The empirical results indicated that there is, indeed a long-run relationship amongst the human capital proxies and economic development proxies, human capital formation proxy by spending on educational institutions in Nigeria. Thus, the policy implication of the findings is that government should place a high priority on human capital development. Efforts should be intensified to increase investment in human capital to achieve the growth which would stimulate economic development. Most importantly, education should be given prominence in Nigeria’s developmental efforts. This would propel the economy to higher levels of productivity.

Adenuga (2002) examined the relationship between economic growth and human capital development using Nigerian data from 1970 to 2000. They applied co-integration analysis incorporating the Error Correction Mechanism and found that investment in human capital, through the availability of infrastructural requirements in the education sector, accelerate economic growth. This study concludes that there will be no significant economic growth in any economy if there is no human capital development. 

Lawal and Wahab (2011) examined the relationship between education and economic growth. The study stressed that investment in the quality and quantity of Education would boost Human capital which brings about growth and sustainable economic development. Ordinary Least Square technique was used to estimate the model of the study. The findings showed that there is a direct relationship between investment in education and economic growth in Nigeria. 

Oluwatobi and Ogunrinola (2011) examined the relationship between governmental efforts on human capital development and economic developmnt in Nigeria. It sorts to find out the impact of government recurrent and capital expenditures on education and health in Nigeria, and their effects on economic development. The data used for the study were from secondary sources while the augmented dickey-fuller model was also adopted. The dependent variable in the model is the level of real output while the explanatory variables are government capital and recurrent expenditures on education and health, gross fixed capital formation and the labour force. The result shows that there exists a positive relationship between government recurrent expenditure on human capital development and the level of real output, while capital expenditure is negatively related to the level of real output. The study recommends appropriate channeling of the nation’s capital expenditure on education and health to promote economic development.

In conclusion, evidence from the literature showed that education and health(indicators of human capital development)  are crucial for economic development. However, little emphasis has been placed on the health component of human capital. There is the need to explore the twin concept; education and health and how they stimulate development and reduce poverty.

CHAPTER THREE

RESEARCH METHODOLOGY

3.1 INTRODUCTION

This chapter presents the methodology adopted for the purpose of the study, which is pertinent in any research. It talks about the various technique engaged in the execution of the research work. It acts as a guideline to give further understanding on the findings of this research work and also a stepping stone for further research works to be embarked upon. It entails the model specification for analysis, the a-priori expectation, the method of data collection, definition of analytical variables and the estimation technique. The focus of this study is to examine the effect of human capital development on economic growth in Nigeria; so the focus here will the effect of government expenditures on health and education on literacy rate, life expectancy, and standard of living.

3.2 MODEL SPECIFICATION

Going by the framework and analysis so far in chapter one and two, it reveals a strong linkage (a positive relationship) between human capital development such as investment in education and health and economic development shown in the level of Human development index etc. Hence to be able to empirically confirm this, the relationship between Human Capital Development and economic development is given implicitly as;

ED=F(HCD)…………………..1

HCD=F(GeED,GeHE,GeEGCS)…..2

Therefore,

ED=F(GeED,GeHE)……………3

ED=HDI= F(GeED,GeHE GeEGCS)

HDI= F(GeED,GeHE,Ms,GeEGCS)………….4

Where 

ED= Economic development

HCD= human capital development

GeED= government expenditure on Education

GeHE= Government expenditure on Health

HDI= Human development index

GeGCS = Government Capital Expenditure on General Community Service
The implicit function above shows that human development index is actually a function of Government Total Expenditure on Education and Health. This function above is in its implicit form as stated hence it lacks the potent of being used as a tool for forecasting. This, therefore, leads to the transformation of the model form the implicit form to the explicit form.
The explicit form of the model is also known as the Econometric form of the model which can be used as a predictor after its parameters are estimated. The explicit form of the function above is thus;

Econometrically:

LOGHDI=[image: image17.emf]-60
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Where:

β0= constant

(β1, β2, β3,)=parameters

μ= stochastic or error term

its predicted that β0, β1, β2, β3>0

3.2.
Definition of Analytical Variables:
3.2.1.
Dependent Variable: human development index (HDI) Human Development Index measures long-term progress in three basic areas of human development namely: access to safe and healthy life, access to education, and a decent living standard.
3.2.2.
Independent Variables:

Government Expenditure on Education (GeED): This is the total expenditure of the government on the educational sector that involve infrastructural provisions. In other words, it involves spending by the government such as; salaries and other financial allocations of lecturers and other lecturing agents recognized by the government within the educational system and providing infrastructural facilities
Government  Expenditure on Health (GeHE): This is the total expenditure by the government on the health sector that involve infrastructural provisions. It serves as a motivating means in the health sector. Such expenditure includes the salaries of the doctors, nurses and other government recognized medical practitioners and provision of infrastructural facilities.
Government Expenditure on the General Community Service (GeGCS): The General Community Service encapsulates the Education Sector, the Health Sector and other general community services that is beneficial to the entire public. Hence government capital expenditures on this sector covers the provision of infrastructures for the educational and health sectors. This expenditure is essential in the evaluation of the existing human resource.
3.3 JUSTIFICATION OF MODEL

The explicit model above is the Double-Log Functional Model used for the analysis of the research work. The capital expenditure on education and health is imbibed in the capital expenditure on General Service Community hence the use of it as a variable that affects the dependent variable (HDI). There are other independent variables that affects the dependent variable which are not included in the model and as a result of this the µ is seen as the unexplained variable that represents the other variable not included in the model.

3.4.
A-Priori Expectation:

The model above shows a positive relationship among the variables i.e. an increase in the independent variable will result to an increase in the dependent variable which conforms to the theoretical literatures in the previous chapter. Therefore, the a-priori expectation is thus;

β1 ≥ 0, β2 ≥ 0, β3 ≥ 0, 

The above a-priori expectation say that the coefficient of each explained variable should be positive which conforms to theoretical expectations.

DATA AND SOURCES  


The data used for this research is secondary data. They exist in the form of published data and can be obtained from internet, libraries, public offices e.t.c. The data used for the study were sourced from Central Bank of Nigeria (CBN). The sample period runs from 1975 to 2015 and also National Bureau Of Statistics (NBS) Economic and Statistics.  The data used include Government recurrent expenditure on health and education for human capital and human development index for economic development.

The data used for this analysis is a time series data (secondary) data of human development index, expenditures on education, expenditures on health. These data and other relevant information used in this research work was resourced from CBN statistical bulletin, CBN annual reports, national bureau of statistics (NBS) statement of accounts, world economic outlooks, world development indicators, journals, seminar papers, textbooks, internet from the period 1975-2015.

3.7 ESTIMATION TECHNIQUES

The research used historical research design and ordinary least square regression to analyze data and it was gathered from the Central Bank of Nigeria statistical Bulletin and bureau of Statistic. The sample period is for 35-years from 1975 to 2015. Human development index is used as a proxy for economic development while human capital development is the independent variable proxy as investment in education and health. Using the e-view software and data obtained from secondary source were tabulated and analyzed using multiple regression models.
3.8 METHOD OF DATA ANALYSIS

The technique used in this study are the unit root test, Ordinary least square method which will help to explain the variation and other explanatory variables in the model, correlation and error-correction modeling technique. To estimate the co integration and error-correction, three steps are required: these are testing for order of integration using ADF and Phillip Perron, the co-integration test (Johassen co-integration) and the error correction estimation. To test the hypothesis, it is necessary to ensure that some tests are carried out to make adequate allowance for the dynamic relationship, non-stationarity, and spurious regression problems. 
Unit Root Test

The unit root test involves testing the order of integration of the individual series under consideration. Several procedures has been developed for the test of order of integration including the choice for this study: Augmented Dickey-Fuller (ADF) test due to Dickey and Fuller (1979, 1981), and the Phillip-Perron (PP) due to Phillips (1987) and Phillips and Perron (1988). Augmented Dickey-Fuller test relies on rejecting a null hypothesis of unit root (the series are non-stationary) in favor of the alternative hypotheses of stationarity. To check for unit root we employ the Augmented Dicky-Fuller (ADF) test on the following 
To run the root unit test, we specify the equation
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Equation (1) is with trend, while 2 is without trend.


The null and the alternative hypothesis for the existence of unit root in t he variable  [image: image11.png]
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H0:     There is a unit root

H1:
There is no unit root.
CO-INTEGRATION TEST

To ascertain the long-run relationship between the dependent and independent variables, the Johnansen co-integration procedure is utilized (johnansen 1991) and johnansen and juselius (1990). The procedure involves the estimation of a vector error-correction model (VECM) in order to obtain the likelihood ration (LR) 

ERROR CORRECTION MODEL

This is only carried out when co-integration is proven to exist; it includes error correction mechanism to model dynamic relationship. The purpose of the error correction model is to indicate the speed of adjustment from the short-run equilibrium to the long-run equilibrium state. The greater the coefficient of the parameter, the higher the speed of adjustment of the model from the short-run to the long-run used as a guide in determining what combinations of the explanatory variables are responsible for multi-colinearity. It is a simple guide used to specify the right combination of the explanatory variables.
REGRESSION: 

A simple linear ordinary least square technique is used to address some of the objectives of the study. Data used for this analysis are converted into rate which makes a linear regression model appropriate for this study. 

CHAPTER FOUR

PRESENTATION OF DATA AND ANALYSIS

Introduction: 

This chapter presents the regression results as well as their interpretation. The study has attempted to examine empirically the impact of human capital development on Economic development in Nigeria. In the previous chapter, we specified the econometric model that captured the effect of the independent variables on the dependent variable. Here, this work aims at presenting and interpreting the result.

4.1 DATA DEFINITIONS 

In analyzing the results obtained as regards to the validity of the variables used in terms of their statistical significance, decision making will be made based on the following criteria: 

1. Signs and magnitude of the parameter: The signs (+ or -) are the economic a priori condition set by economic theory and usually refers to sign and size of parameters of economic relationships. Thus they should conform to the a priori expectations sated in table 1 above. Parameters in the model are expected to have signs and sizes that conform to economic theory, if they do they are accepted, otherwise they are rejected. Unless there is an explanation to believe that in this instance the principles of economic theory do not hold. 

2. Coefficient of Determination (R2): This shows the percentage of the total variation of the dependent variable that can be explained by the independent variable(s). It shows the extent to which the independent variable(s) influences the dependent variable. It is a measure of the goodness of fit of the model; the closer the R2 is to zero the worse the fit. 

3. Adjusted Coefficient of Determination: Also the adjusted R2 is needed because it gives a better measure of the goodness of fit having been adjusted for loss of degree of freedom as more explanatory values are added. It lies between zero and one and the closer it is to one the better he goodness of fit. 

4. The t-test: It is used to determine the statistical significance of the parameters in the model. which will be tested at 1%, 5% and 10% levels of significance. The rule of thumb states that t≥2 is statistically significant. Any value below this is insignificant. 

5. F-statistic: It is meant to test the overall significance of the entire model as regards the dependent variable. It checks the joint variance of the explanatory variables. The level of significance to be used is 5%. Hence, if the probability is ≤ 0.05, the explanatory variables’ parameter estimates will be jointly statistically significant. Any value greater than 5% makes them jointly statistically insignificant. 

6. The Durbin-Watson Statistic: The D.W. test is used to test for the presence of positive or negative autocorrelation in a model. The simple correlation matrix of the variables would be used as a guide in determining what combinations of the explanatory variables are responsible for multi-colinearity. It is a simple guide used to specify the right combination of the explanatory variables. 

7. Standard Error: The standard error of estimates (SEE) will be used to measure the standard error of the stochastic term. If the standard error of the estimates is small relative to the mean value of the dependent variable, the model equation is preferred and vice versa.

4.2 PRESENTATION OF DATA

This is of presentation data used in the analysis, the data was gotten from the Central bank of Nigeria statistical bulletin from 1975-2015 and also from world development indicators for the time period under consideration

TABLE 4.1: the table below shows the Human development index, expenditures on education, health and general community service for the years under consideration. 

	YEAR
	HDI
	GeHE
	GeGCS
	GeED

	1981
	0.35
	0.08
	0.04
	0.17

	1982
	0.39
	0.10
	0.05
	0.19

	1983
	0.44
	0.08
	0.04
	0.16

	1984
	0.38
	0.10
	0.05
	0.20

	1985
	0.35
	0.13
	0.07
	0.26

	1986
	0.48
	0.13
	0.07
	0.26

	1987
	0.25
	0.04
	0.03
	0.23

	1988
	0.44
	0.42
	0.23
	1.46

	1989
	0.55
	0.58
	0.64
	3.01

	1990
	0.53
	0.50
	0.49
	2.40

	1991
	0.65
	0.62
	0.80
	1.26

	1992
	0.39
	0.15
	0.89
	0.29

	1993
	0.39
	3.87
	1.91
	8.88

	1994
	0.33
	2.09
	0.61
	7.38

	1995
	0.64
	3.32
	0.75
	9.75

	1996
	0.37
	3.02
	1.47
	11.50

	1997
	0.38
	3.89
	3.32
	14.85

	1998
	0.39
	4.74
	3.11
	13.59

	1999
	0.43
	16.64
	11.12
	43.61

	2000
	0.45
	15.22
	11.61
	57.96

	2001
	0.46
	24.52
	15.23
	39.88

	2002
	0.46
	40.62
	31.03
	80.53

	2003
	0.47
	33.27
	4.56
	64.78

	2004
	0.49
	34.20
	23.66
	76.53

	2005
	0.47
	55.66
	13.19
	82.80

	2006
	0.48
	62.25
	12.90
	119.02

	2007
	0.48
	81.91
	23.99
	150.78

	2008
	0.48
	98.22
	70.73
	163.98

	2009
	0.48
	       90.20 
	    126.87 
	    137.12 

	2010
	0.49
	       99.10 
	    281.00 
	    170.80 

	2011
	0.50
	    231.80 
	    217.84 
	    335.80 

	2012
	0.50
	    197.90 
	    243.76 
	    348.40 

	2013
	0.53
	    179.99 
	    273.66 
	    390.42 

	2014
	0.53
	    194.96 
	    109.26 
	    311.12 


Source: CBN statistical bulletin 2014

GROWTH RATE OF THE GOVERNMENT EXPENDITURES ON EDUCATION, HEALTH AND GENERAL COMMUNITY SERVICE

	YEAR
	HDI
	GeHE
	GeGCS
	GeED

	1981
	0.000
	0.000
	0.000
	0.000

	1982
	11.42857
	25
	25
	11.76471

	1983
	12.82051
	-20
	-20
	-15.7895

	1984
	-13.6364
	25
	25
	25

	1985
	-7.89474
	30
	40
	30

	1986
	37.14286
	0
	0
	0

	1987
	-47.9167
	-69.2308
	-57.1429
	-11.5385

	1988
	76
	950
	666.6667
	534.7826

	1989
	25
	38.09524
	178.2609
	106.1644

	1990
	-3.63636
	-13.7931
	-23.4375
	-20.2658

	1991
	22.64151
	24
	63.26531
	-47.5

	1992
	-40
	-75.8065
	11.25
	-76.9841

	1993
	0
	2480
	114.6067
	2962.069

	1994
	-15.3846
	-45.9948
	-68.0628
	-16.8919

	1995
	93.93939
	58.85167
	22.95082
	32.11382

	1996
	-42.1875
	-9.03614
	96
	17.94872

	1997
	2.702703
	28.80795
	125.8503
	29.13043

	1998
	2.631579
	21.8509
	-6.3253
	-8.48485

	1999
	10.25641
	251.0549
	257.5563
	220.8977

	2000
	4.651163
	-8.53365
	4.406475
	32.9053

	2001
	2.222222
	61.10381
	31.18002
	-31.1939

	2002
	0
	65.66069
	103.7426
	101.9308

	2003
	2.173913
	-18.0945
	-85.3045
	-19.5579

	2004
	4.255319
	2.795311
	418.8596
	18.13831

	2005
	-4.08163
	62.74854
	-44.2519
	8.192866

	2006
	2.12766
	11.83974
	-2.19864
	43.74396

	2007
	0
	31.58233
	85.96899
	26.68459

	2008
	0
	19.9121
	194.8312
	8.754477

	2009
	0
	-8.16534
	79.37226
	-16.38

	2010
	2.083333
	9.866962
	121.4866
	24.56243

	2011
	2.040816
	133.9051
	-22.4769
	96.60422

	2012
	0
	-14.6247
	11.89864
	3.752233

	2013
	6
	-9.05003
	12.26616
	12.06085

	2014
	0
	8.317129
	-60.0745
	-20.3115


Source: From table 4.1

NOTE: Author’s Computation
FIGURE 1: TREND IN HUMAN DEVELOPMENT INDEX (1975-2015)
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Human Development Index measures long-term progress in three basic areas of human development namely: access to safe and healthy life, access to education, and a decent living standard (United Nations Development Programme (UNDP), 2014). Human Development Index (HDI) is a move towards a more holistic view of development which had previously focused more on per capita income. United Nation's Human Development released Human Development Index (HDI) first as part of her 1990 Report. The report stated that "development is much more than just the expansion of income and wealth; it should be a process of enlarging people's choices" (UNDP, 1990). The United Nations developed Human Development Index (HDI) as a measuring tool that ranks countries' levels of social and economic development based on three criteria: Health Index, Education Index, and Standard of Living Index. The health index represents life expectancy (i.e. the numbers of years) of a particular region or country under study. It correctly describes the extent to which life expectancy of the people in the area or country under study is greater than the minimum life expectancy. The trend of HDI in Nigeria has been seen to be on a consistent increase since 2013 and now stands at 0.527 (as at 2014).
FIGURE 2: TREND IN EXPENDITURES IN EDUCATION (GeED) 1975-2015
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SOURCE: TABLE 4.1

Figure 2 above shows the trend of Government expenditure on education which is the total expenditure of the government on the educational sector that involves infrastructural provisions. In other words, it involves spending by the government such as; salaries and other financial allocations of lecturers and other lecturing agents recognized by the government within the educational system and providing infrastructural facilities. It could be seen that GeED has been experiencing an unstable growth level from 1995 to 2015 peaking at 1993 after which the growth has been fluctuating.
FIGURE 3: TREND IN GOVERNMENT EXPENDITURE ON HEALTH (1975-2015)
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Figure 3 above shows the expenditure on health which is the total expenditure by the government on the health sector that involve infrastructural provisions. It serves as a motivating means in the health sector. Such expenditure includes the salaries of the doctors, nurses and other government recognized medical practitioners and provision of infrastructural facilities in Nigeria. It could be seen that also in 1993 that investment in health sector by government was at the peak, after which there has been slow growth of the GeHE 
FIGURE 4: TREND IN GOVERNMENT EXPENDITURE ON GENERAL COMMUNITY SERVICE (GeGCS) (1975-2015)
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SOURCE: TABLE 4.1

Figure 4 above shows the trend of government expenditure on general community service (General Community Service encapsulates the Education Sector, the Health Sector and other general community services that is beneficial to the entire public. Hence government capital expenditures on this sector covers the provision of infrastructures for the educational and health sectors. This expenditure is essential in the evaluation of the existing human resource in Nigeria.) It could be seen that at 1988 the GeGSC was its peak afterwards it dropped till in 2004 it rose again though not to march the 1988 spendings on the general community service by the government. 

NOTE: FIGURES 1-4 WAS AUTHOR’S COMPUTATION WITH THE E-VIEWS

4.3 DATA ANALYSIS
4.3.1 UNIT ROOT TEST: 

In econometrics, estimating econometric parameters that contains non-stationary time series will cause to a spurious econometric parameter estimate. We therefore conducted unit root test in order to arrive at conclusions concerning the co-integration properties of the time series used in this model. Table 4.1 displays the unit root test result. The decision rule in the ADF test is to reject the null hypothesis if the ADF test statistics of any of the variables is greater than the critical values at 5% level of significance. Although the result below shows the critical values at 1, 5 and 10 percent levels of significance, we use the 5% level of Significance because it is the standard level of significance majorly used in Nigeria. 
4.2.1 Augmented Dickey-Fuller Test Result:

	Variables
	ADF Statistics
	Critical Value(s)
	Order of Integration

	
	
	1% Level
	5% Level
	10% Level
	

	HDI
	-9.9114757
	-3.65373O
	-2.957110

	-2.617434

	I(1)

	GeED
	-7.253057
	-3.65373O
	-2.957110
	-2.617434
	I(1)

	GeHE
	-9.443972
	-3.65373O
	-2.957110
	-2.617434
	I(1)

	GeGCS
	-7.518955
	-3.65373O
	-2.957110
	-2.617434
	I(1)


SOURCE: COMPUTATION FROM EVIEWS7

From the above table, Column 1 shows the variables as already defined. Column 2 shows the value of the ADF statistics at which the variables became stationary at first difference. Columns 3 to 5 shows the critical values at 1%, 5% and 10%, while column 6 shows the conclusive order of integration of the variables. As shown in the table, GeED, GeHe and GeGCS become stationary at 1st difference and  HDI becomes stationary at first difference.

4.3.2 CO-INTEGRATION TEST

The table below shows that the dependent variable HDI is cointegrated with the independent variables. The trace statistics is greater than the critical values at 5% level of significance for at least 1 equation; this indicates a rejection of the null hypothesis of no co integration in favour of ONE cointegration relationship between the variables. The result further explains that there is long run relationship between the variables.
	4.3.3 Unrestricted Cointegration Rank Test (Trace)
Date: 10/21/17   Time: 21:51
	
	

	Sample (adjusted): 3 34
	
	

	Included observations: 39 after adjustments
	

	Trend assumption: Linear deterministic trend
	

	Series: LOGHDI LOGGeED LOGeHE LOGGeGCS 
	

	Lags interval (in first differences): 1 to 1
	

	
	
	
	
	

	Unrestricted Cointegration Rank Test (Trace)
	

	
	
	
	
	

	
	
	
	
	

	Hypothesized
	
	Trace
	0.05
	

	No. of CE(s)
	Eigenvalue
	Statistic
	Critical Value
	Prob.**

	
	
	
	
	

	
	
	
	
	

	None *
	 0.512570
	 49.01254
	 47.85613
	 0.0388

	At most 1
	 0.415355
	 26.01708
	 29.79707
	 0.1282

	At most 2
	 0.217392
	 8.841044
	 15.49471
	 0.3803

	At most 3
	 0.030678
	 0.997077
	 3.841466
	 0.3180

	
	
	
	
	

	
	
	
	
	

	 Trace test indicates 1 cointegrating eqn(s) at the 0.05 level

	 * denotes rejection of the hypothesis at the 0.05 level

	 **MacKinnon-Haug-Michelis (1999) p-values

The table above shows the result of Johansen cointegration test. The trace test shows that there is 1 co-integrated equation at 5% level of significance, The study adopted the Trace test criteria in judging the availability of co-integration among the variables considered, and it shows that the variables are co-integrated.

4.3.4 Result Of Vector Error Correction Model Equation

Dependent Variable: D(LOGHDI)

Method: Least Squares

Date: 10/23/17   Time: 08:01

Sample (adjusted): 4 34

Included observations: 38 after adjustments

D(LOGHDI) = C(1)*( LOGHDI(-1) - 0.0836741693298*LOGGESCS(-1) -

        0.0962064062617*LOGGEH(-1) + 0.172335409358*LOGGEE(-1) +

        0.27563350177 ) + C(2)*D(LOGHDI(-1)) + C(3)*D(LOGHDI(-2)) + C(4)

        *D(LOGGESCS(-1)) + C(5)*D(LOGGESCS(-2)) + C(6)*D(LOGGEH(-1)) 

        + C(7)*D(LOGGEH(-2)) + C(8)*D(LOGGEE(-1)) + C(9)*D(LOGGEE(-2)) 

        + C(10)

Coefficient

Std. Error

t-Statistic

Prob.  

C(1)

-0.422323

0.328314

-1.286340

0.0123

C(2)

-0.541430

0.285872

-1.893962

0.0721

C(3)

-0.138351

0.214289

-0.645629

0.5255

C(4)

0.042394

0.049851

0.850417

0.4047

C(5)

-0.001378

0.047981

-0.028728

0.9774

C(6)

-0.067234

0.118914

-0.565399

0.5778

C(7)

-0.207334

0.109733

-1.889436

0.0727

C(8)

0.110940

0.101993

1.087720

0.2890

C(9)

0.383766

0.102511

3.743669

0.0012

C(10)

-0.022656

0.016013

-1.414869

0.1718

R-squared

0.726192

    Mean dependent var

0.002656

Adjusted R-squared

0.608845

    S.D. dependent var

0.112582

S.E. of regression

0.070411

    Akaike info criterion

-2.213229

Sum squared resid

0.104113

    Schwarz criterion

-1.750653

Log likelihood

44.30505

    Hannan-Quinn criter.

-2.062441

F-statistic

6.188448

    Durbin-Watson stat

2.229063

Prob(F-statistic)

0.000286


	


SOURCE: RESEARCHER COMPUTATION

From table above, C(1) is the coefficient of error correction mechanism. It has a negative coefficient of -0.422323 and a probability value of 0.0123. The error correction mechanism shows the speed of adjustment to long run equilibrium. The coefficient is negative and significant because the probability value is less than 5%; this shows that the system has the capability of going back to a long equilibrium if any deviation should occur.

4.3.5
Ordinary Least Square (OLS) Estimation Result:

Table 4.3.5 presents the OLS results of the variables estimated in the stated econometric model. The equation was experimented using Double-log Functional Equation. The OLS result for the model was generated using E-views 7.0 econometric application 
The result in table 3 below shows that contrary to the a priori expectation, GeED exerts negative influence on the HDI in Nigeria as shown by its negative coefficient of -0.232434 which implies that government expenditures on education negatively related to human development index. However, the result further shows that Government Expenditure on Health, and expenditure on general community service, conformed to a priori expectations with the expected positive signs with coefficient of 0.339578 and 0.030844 respectively which shows positive relationship. 

The R2 is about 75 percent. By implication, this shows that over 75 percent of the variations in HDI can be explained by the independent variables GeED GeHE GeGCS while about 25% is explained by effect of other variables captured in the Error term (i.e. the residual) such as education enrollment private and public expenditures etc. This shows a goodness of fit of the regression. The F-statistics of 11.22 shows that the explanatory variables are important factors determining the human development index (HDI) in Nigeria and showed that the model was significant and correctly stated and when tested for significance, the effects of GeHE and GeGCS on economic development were statistically significant as evidenced by the t-statistic values of, 3.070479, and 0.564751 respectively and their corresponding probabilities of, 0.0046,  and 0.0036, respectively. Government expenditure on Education, show an insignificant effect on economic development in Nigeria judging from its t-statistic value of -2.060549, and probability values of 0.0413. The Durbin-Watson statistics of 2.485663 indicates that the estimated regression model is not spurious

Table 4.3.5
OLS Estimation Result:

	Dependent Variable: D(LOGHDI)
	
	

	Method: Least Squares
	
	

	Date: 10/21/17   Time: 21:32
	
	

	Sample (adjusted): 2 34
	
	

	Included observations: 38 after adjustments
	

	
	
	
	
	

	
	
	
	
	

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	
	
	
	
	

	
	
	
	
	

	C
	-0.009476
	0.017116
	-0.553600
	0.0041

	D(LOGGeED)
	-0.232434
	0.112802
	-2.060549
	0.0413

	D(LOGGeHE)
	0.339578
	0.110595
	3.070479
	0.0046

	D(LOGGeGCS)
	0.030844
	0.054615
	0.564751
	0.0036

	
	
	
	
	

	
	
	
	
	

	R-squared
	0.750700
	    Mean dependent var
	0.005237

	Adjusted R-squared
	0.283531
	    S.D. dependent var
	0.109511

	S.E. of regression
	0.092695
	    Akaike info criterion
	-1.805793

	Sum squared resid
	0.249178
	    Schwarz criterion
	-1.624399

	Log likelihood
	33.79559
	    Hannan-Quinn criter.
	-1.744760

	F-statistic
	11.221169
	    Durbin-Watson stat
	2.485663

	Prob(F-statistic)
	0.000261
	
	
	

	
	
	
	
	

	
	
	
	
	


The non contribution of government expenditure on education is not surprising considering the fact that the United Nations specified that basic education should be made free, universal and compulsory. it was also recommended that developing nations should invest a minimum of 26% of their budgetary allocation on the educational sector in order to trigger economic growth and development. Ironically, Nigeria’s budgetary allocation to education is nothing to write home about. The budgetary allocation to Education as a percentage of the total budget was a meagre 8.4% in 2012 (Source: 2012 National Budget- Provisional). 

Primary education is expected to be free across the federation but what is discovered is the contrary. In 1982, primary enrolment rate was 111.32 while in 2011 it was 89.688. This inefficient allocation to the education sector has its effect on the macro economic performance of the country especially in terms of rising literacy level, unemployment and inflation, low industrial productivity, increased poverty amongst others. Generally, the non contribution of education to economic development in Nigeria can be attributed to structural and institutional defects, inefficiency and ineffectiveness of the Government in general. Inadequate infrastructure such as lack of research materials and lack of well-equipped libraries, strikes and distortions in the educational sector also explains why investment in education exerts a negative influence on the HDI. The effect of this back drop is unemployment, balance of payment deficit as a result of increase in the importation of experts and ultimately poverty. Even though results of this research reflects health as a contributing sector to economic development occasioned by its positive and significant impact, the importance being placed on education and health in Nigeria is relatively low compared to other developing and developed countries.

The results from this corroborates with the findings of Ayara (2003) which indicated a negative insignificant relationship between government expenditure on education and economic growth and development , Bloom and Canning (2003) and Odior (2011) which indicated a positive and significant relationship between government expenditure on health and economic development. However, the result of the study does not tally with the findings of Ayeni (2003) and Dauda (2010) which suggest a positive significant relationship between government expenditure on education and economic development.

THE CHALLENGE OF HUMAN CAPITAL DEVELOPMENT IN NIGERIA

Nigeria is dismally ranked 151 among the 177 countries rated in the 2004 Human Development Report. Malaysia is ranked 59, Thailand 76, Tunisia 92, South Africa 119, India 127 and Ghana 131. A basic interpretation of this is that, Nigeria is only better off than 26 countries in the measurable human development indices (HDI) and by implication in the quality of life of citizens. The major indices considered in the ranking include: economic performance (Gross Domestic Product (GDP), Gross National Product (GNP), and per capita income), life expectancy, literacy rates, water, nutrition and sanitation status, health risks and technology diffusion and use. It is notorious that life expectancy in Nigeria is as low as 51, that about two-thirds of its citizens are poor; living on under One (1) US Dollar per day, that it is one of the costliest countries to operate industries mainly because of poor infrastructure, that the economy is still largely import dependent and unemployment soar at two digits level; that medical care is at infancy whereas a large number of its citizens are key practitioners in the best health systems abroad, and that confidence in its education system, once among the best in the world, has eroded. The list is on and on. These are symptoms and incontrovertible evidence of the low human capital status of our dear nation, Nigeria.

Nigeria's predicament can be squarely placed on poor human capital development and utilization policies encompassing balanced and progressive educational development and the creation of an enabling environment for the full and useful engagement of products of the education 'system. It should be emphasized that merely turning out large numbers of graduates is not enough. Products of our educational institutions must be sufficiently skilled, empowered and supported by enabling policies and operating environments to be competent service providers, job and wealth creators. Valuable foreign exchange is expended annually by Nigerians for the education of their children and for medical care in foreign countries which include India and South Africa. In many of these foreign institutions and medical facilities, numerous Nigerians who had their basic training here at home are among the key professionals. These are mainly victims of "Brain-drain" forced either to seek employment or further their careers outside because of the persisting unfavourable harsh working and economic environment in Nigeria. For comparison, Nigeria, according to estimates has 15 scientists and engineers engaged in research and development (R&D) per million persons; India has 158; Brazil has 168 per million, China has 459, while the United States has 4,103. It is doubtful if Brazil and India graduate as many scientists and engineers annually in proportion to their populations as Nigeria, yet the gap in the number engaged is so wide. According to a National Manpower Board survey, Nigeria lost more than 1,500 professionals to other countries in 1986 alone. In some specialized disciplines, the loss was as much as 70 per cent of the available workforce. UNDP Human Development Report (1996) estimated that more than 21,000 Nigerian doctors are practicing in the United States whereas there is a dearth of medical practitioners in the nation's healthcare system. In fact, the number as of today has increased considerably. This scenario similarly repeats itself in many other disciplines and professions. The gap in the n

umber of professionals trained and produced and the number engaged can be accounted for by "Brain-drain", low capacity utilization and unfavourable working environment. The negative implications and effects of this in Nigeria's development are devastating to say the least

CHAPTER FIVE

SUMMARY OF FINDINGS, CONCLUSIONS AND RECOMMENDATIONS

This chapter provides the summary and conclusions on the study carried out on the human capital development and economic development in Nigeria from 1975-2015 . It also offers some policy recommendations based on the findings that will help enhance economic development through human capital development.

5.1 SUMMARY OF FINDINGS

This study provided evidence on the impact of human capital development indicated by investment in Education, Health, and general community service on economic development in Nigeria from 1975-2015, using the trend analysis, co-integration and regression techniques. The study found that investment in education in Nigeria is insignificant and fall below the recommendations of the United Nations while health and expenditures on general community services contributed positively to economic development. Many researchers have done several works on this topic but have gotten different results, the used different variables, time frame and method of analysis which led to different results and conclusions. However, this study considered variable such as human development index as the dependent variable, while government expenditures on education and health was used as independent variables. The data used in the study where gotten from CBN statistical bulletins for various years, world development indicators, world economic outlook among others, covering a period of 34 years (1975-2015). 

In other to meet the objectives of the study and to arrive at a valid conclusion, standard econometrics procedures was employed. A unit root test analysis was carried out on the variables used in the study to ensure that spurious regression is avoided. 

The result of the unit root test analysis shows that all the variables used are stationary at first difference. The johansen co-integration analysis was carried out to determine whether there is a long-run relationship among the variables considered in the study. The result show that the variables are co-integrated, meaning that they have a long-run relationship.

The study using ordinary least square (OLS) estimation technique found that there is a positive relationship between government expenditures on health, general community service and human capital development, though statistically insignificant. It was also discovered that variable such as expenditure on Education is negatively related to human development index. Thus increase in this variable will lead to decrease in economic development and a fall in them will lead to an increase in economic development. This shows that the variables considered in the study conform to the a priori expectations of the study stated in chapter three of the study.
5.2 CONCLUSION

In conclusion, emphasis on human capital will have a spill-over effect on every sector of the Nigerian economy, lead to increased output and ultimately economic development. From the study it was discovered that expenditures on health and general community service is very crucial to the economic development and there is need for more attention to them both

Base on the findings of the study, it can be seen that there is a negative significant relationship between investment on education and economic development in Nigeria, which is as a result weak educational policies, lack of capital expenditure in the education sector, which therefore calls for an urgent attention.

5.3 RECOMMENDATION

By implication, there is the need for the government in Nigeria to comply with the bench mark of 26% specified by UNESCO. In addition, the government should adopt efficient planning and monitoring. The Government should also allocate more to capital expenditures on education and health; provide facilities such as libraries, laboratory equipments, computers and modern learning equipments. Donor agencies like the World Bank, United Nations Development Programme (UNDP), United Nations Education, Scientific and Cultural Organization (UNESCO), etc should also be encouraged to inject funds into the educational and health sectors. 

Furthermore, autonomy should be given to public educational and health institutions. They should be given the opportunity to generate funds internally and ensure proper planning and management of the same. The fund that goes into the recent tertiary education fund created by the tax reform of the TETFUND act, 2011 should be allocated without bias among the tertiary institutions in the country. The government should also look into the proper adjustment of the curricular of learning. In order to increase the enrolment rate in institutions of learning, there is the need for the implementation of the free Universal Basic Education (UBE) and free health care programs at the federal, state and local government levels. The government should create an enabling environment in order to encourage private sector investment in the education and health sector. 

There is also the need to improve on the pay package of the health workers and teachers at all levels of education. For example, it took six months (July-Dec) and three months (July-September) before the government and the academic staff union came to a consensus as regards better pay and infrastructural advancement in 2013 and 2017 respectively. 

Above all, a major bane to the progress of the Nigerian economy is corruption. It is recommended that the government should see to the level of corruption in the education and health sector, there should be proper machinery put in place and a system that severely punish corrupt officials. 
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