Journal of Economics and Sustainable Development www.iiste.org
ISSN 2222-1700 (Paper) ISSN 2222-2855 (Online) l'—,i,!
Vol.5, No.3, 2014 IIS E

| nstitutions, Gover nance Structur e and Economic Performance

Nexusin Nigeria

Enang B. Udah and Ndem Ayara

1. Department of Economics, University of Calabar, é\ig
2. State Planning Commission, Calabar-Nigeria

enangudah@yahoo.com

Abstract

The objective of this paper had been to investighte institutions, governance structure and ecoaomi
performance nexus in Nigeria. The paper adopted@rtieast Squares estimation technique and factalysis
to draw out important institution and governanaeitire variables that should be the focus of polithe
results showed that government effectiveness, \amckeaccountability were not only significant batered the
regression line with the correct a priori signs.ping factor analysis to the model the result sedwhat the
two factors- government effectiveness, voice ancbaetability-loaded high. The result shows thaeetfe
governance structure and institutions are of utnmapbrtance for enhanced economic performance.peper
argues that effective governance structure andutish would result in efficient and effective itepnentation
of policies and programmes that attract the righti@ and yield higher pay-offs; create the legal segulatory
framework that allows private entrepreneurs toaliec their full potentials with healthy competitidb ensures
that policies and legal framework are not subjeamntinipulation by political gladiators and transidre basic
character of political regimes.
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1. Introduction

Institution and economic performance nexus haaa#d considerable attention in economics liteeaitnirecent
decades. This is because the neoclassical and @beived theories available to the economics peid@
appear not to provide satisfactory explanationdorgerformance of developing economies includingeNa.

In other words, these theories do not succinctboant why developing countries despite wide spredorms
failed to take the right actions or activities ttaip coordinate the market economy for optimafqrerance.
The authors of this paper do admit however, thatdéumental neoclassical assumption of scarcity and
competition has help to shape certain outcomesarkeh economies, but the assumption of perfect lityloif
capital and exchange have not provided economitsthe right path.

Available data indicates that the performance @fddia economy had been mixed. Recording moderans ga
some macroeconomic indicators and poor performanothers. For instance, reforms introduced abihget of
civilian regime in 1999 have steadily increased gapita income from $2500 dollars at purchasingtyam
2010 to $2700 dollars in 2012. Albeit GDP growtteravas impressive at 8 and 7.4 per cent in 2010284@
respectively but fall short of the target of 8.5r pment set in the transformation agenda of the Réde
Government. Overall macroeconomic management wiaguii@ appealing. This is because inflation washde
digit, 70 per cent of the population live below pay income and unemployment persisted at 23.est in
2011 (www.cenbank.org).

This perhaps explains why scholars of developmedtreeo-institutional economics extraction propelgcthe
poor performance of developing countries, who despaving embarked on various forms of reforms gisin
tools and factors prescribed within the theoretargluments of neoclassical and Keynesian schodisoofghts,
have intensified the search for other appropriatdstand factors that could possibly explain therpeconomic
performance of developing countries. This exploratias taken them to the fields of political sceeaad neo-
institutional economics but still maintain muchtbe economic character. From political science heoasts
borrowed corruption, voice and accountability, podil stability etc., and from neo-institutional ceomics,
concepts such as property right, government effentss, rule of law etc are extracted. The econchacacter
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of these variables is maintained because theyransformed into tractable mathematical models ¢batd be
used in econometric analysis to explain economifopmance.

This exploration appeared justified given the ratoir market economy. In a typical theatrical mad@inomy,
economic choices are made within certain conssaiihese constraints could limit or alter the cbsic
economic agents make and therefore their outco®es.important constraint that inhibits market iatdions
and defines the incentive structure, choices ageaatsee and hence economic performance is institsitiNiorms

of behaviour, conventions or self imposed code ofiduct are some essential elements of institutions.
Institutions are the rules of the game while ecoicoagents are the players. To ensure optimal outsotine
players should play according to the rules of theng and the existing institutions should provide tight
incentives or reward for good players and punitheasures for bad players.

In this market economy, each player plays and dancerding to the rhythm of its objective functi@ome are
propelled by profit motive, winning elections ograating businesses etc. Each player adopt diffesteategy or
skills that will yield the highest payoffs, depemgliupon the degree of reward/incentives, punitieasares and
or enforceability of existing or new rules guidingarket interactions in the institutional matrix.déonomic
agents perceived that the highest payoffs are mddarom engaging in ventures that generate ecanmnts or
illegal economy, then agents will adopt skills tnategy that will yield highest returns. If on théher hand,
agents realize that the highest payoffs is by amireg productivity and playing according to theesubf the
game, then investment will be skewed in favourkiifssto achieve that objective.

The market forces of demand and supply and thensss$uflexible prices may not provide the incenties

agents to play according to the rules guiding mank&eraction in developing economies where instins

appear weak. Effective governance structure; vaicd accountability; and property right may just the

required recipe. To formulate, implement and erdosocial cum economic policies the existing govecea
structure is important. This is because they amgaloie of shaping the behaviour of private entregues

determine the sequencing of reforms and set thelatd for all economic agents. The objective o$ ghaper
therefore, is to empirically investigate the indiitns cum economic performance nexus in Nigerithepast
four decades. This is important because desirecbmés could be distorted if players do not playoadiog to

the rules governing market interactions.

2. Conceptual Framework

The nexus between governance structure, institsitamg economic performance could be explained sienple
macro model that has three sectors and withinhberetical arguments of neo-classical, Keynesiasreeo-
institutional economics. These three sectors ireldéterminants, macro economy and the outcomes. The
determinants are the forces that acts to smootrekeahinteractions and comprises of internal maf&etes
(private and public spending behaviour, innovatiand inventions, population growth rate and qualfthuman
resources); external shocks (internal conflictdursd disasters, trade disruptions etc); policyelsv(monetary
and fiscal policies and regulations); institutiaml governance structure (governance effectivenalesof law,
property right, voice and accountability, democratg). The macro economy is where the forces ofaaehand
supply meet to allocate resources, produce andidigt goods and services. The interactions the pdace at
the macro economy are determined by internal mdikees, external shocks, policy levers and institis.
Market outcomes-output, employment generation,letptices, growth rate of output and external bedarare
the products of macro economy, which is a funcbmarket determinants.

Economists of Keynesian extraction argue strongtypblicy levers. They argue that business cyctesbaund

to experience bust and boom and internal marketefocannot regulate itself because of structugidiities
inherent in every market. Therefore, demand anglgugannot simultaneously equilibrate without pglievers.

In other words, fiscal policy could equilibrate demd and supply when aggregate consumption andtmees

fall short of aggregate supply of goods and sesvite an economy. Aggregate demand in the Keynesian
tradition is presented in equation 1, and is uguakpressed as the, YGross Domestic product), which is the
sum of domestic consumption (C), investment (I)yegoment expenditure (G) and net export (Exports —
Imports).

Ye=CG+ I+ G+ X — M - (1)
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If one takes one of the component of aggregate denraequation | and assume that consumption idypar
autonomous (Co) and induced by income (Yd), eqoatican be written as follows; € G, + ¢ Yd; --------------

............... @)

Where 0< c< 1, and c in equation 2 is the marginal propersityonsume. If supplier of goods and services are
willing to supply the market demand (Ys) such thggregate demand creates its own supply, equilibriu
national income Y is

Yt=Ys=Y ©)

Since c is the marginal propensity to consume theng = s is the marginal propensity to save. Substituti
equation 2 into 1 and noting that ¥dt, + t,Y, we have:

Yi=G+a(Yi-lh-tY) +h+ G+ X -M (4a)

g—Glo+ i+ G+ X — M,

Y, = O<s<1 (4b)
S hfg

Two important implications could be derived frorruation (4b), namely, where aggregate demand isabiil
employment, government through its expenditurefidhtihe gap to increase income. Fiscal policy baes the
most effective tool in this circumstance in raisimgome and restoring full employment if the maggin
propensity to save and consume approaches zermdnaeincrease in government expenditure willptigh the
Keynesian multiplier increase national income big } Gty naira. However, what is missing in the Keynesian
multiplier process is the impact of institutionalfrastructure and governance structure that prowdeket
preserving and enhancing incentives to both patiekers and private entrepreneurs.

Indeed, in an environment of weak institutions areffective governance structure economic agentsiein a
way that could distort the smooth operation ofrthétiplier process, and government expenditure moll result

in the desired outcome. For instance, as arguedjayi (2002) corruption misallocates human and mate
resources away from productive economic endeavtursconomic rent. Weak institutions create an wunfai
competition where the new and old oligarchs eatnetiendous profits from privatization of public emrises
and subsequently use such economic rent to cregtediments to further market oriented reforms. This
impedes the multiplier process from equilibratinggeegate demand to supply, and thus, the failure of
government expenditure to raise national incoméeadesired threshold.

The argument of Goldsmith (1998) seems plausitiehfie multiplier processThe markets cannot operate in an
efficient way without enforcement of contracts, gndblic administrators provide a fair and just memkm that
reward and punish fraud, collusion and other reekmg behaviours that distort the multiplier psg€eThe state
has a critical role to play in ensuring that righgtitutions are put in place to influence markatcomes in the
desired direction. Markets fail to function effiniéy if there are perceived short and long-termeutainties
created by unclear and frequent changes in ruldgpascedures governing the operation of the matiater
this scenario, entrepreneurs not sure of whatgal land illegal will adopt strategy that circumveanid impedes
the smooth operation of the multiplier process.sTailters the structure of savings and investmenthé
economy and the resultant effect is slow economitopmance. In the opinion of neoclassical econbmaniy
influence on macro outcomes is transmitted throdgimand and supply, and policy levers are not nacg$s
market interaction. This is because internal maftietes are self regulating. The neoclassical théaited to
account for certain constraints that affect theicd®economic agents make in the market economy.

Economic agents participate in markets for varieeesons and objectives, profit is the most impartahe
marginalist principle makes it clear what will iease the profit of market participants-reduced matgost
and increasing marginal revenue up to the pointrgsitbey are equal. That is, the costs of production
distribution and allocation determine the payoffse neoclassical economists assume that this thosdakes
place under the assumption that the participanés rational, prices are flexible, information flovese
unhindered and best choices are made. If the magerates in such a costless manner, without pallitsocial
and economic constraints, then the postulate abnality would approximate the actual charactertiod
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operations of a market economy. However, the seadithat markets participants are constrainedhieyrature
of governance, property right, corruption and padit stability. These factors combine to influenoarket
outcomes or economic performance.

Governance structure or government effectivenebgshnis the ability of government to coordinateipiels that
smoothen and coordinate market interactions in sughanner that it yields higher payoffs and ecowomi
performance, appears to be a strong contributiameofinstitutional economics in the institution cegonomic
performance debate. Albeit the concept of goveraasitucture has been subjected to debate mostly on
definition, it has not lost its economic charadteexplaining economic performance. The World B&h&92)
attempted to define governance as the style oklship and the method used in the management atfirstry’s

both human and material resources. This approakhk Governance with the ability of a country’s leeship to
manage its resources optimally.

Governance effectiveness may be categorized inée thasic conceptual approaches. First, is thengeguthat
effective governance structure could be equateddemocratic regime that ensures thin governmehf@ruses
on issues of economic growth and development rattzr allowing politics to dominate core econonsisuies.
In this conceptualization of governance structdesmnocratic institutions and processes are suchett@tomic
rents are discouraged while productivity is adosedt] policies are well thought out, implemented sunstained.

The second and perhaps a more useful conceptameishat seeks to introduce abstract, universatiples and
rules, their enforcement mechanisms, as well ddestand transparent mechanisms of conflict resmiutihis
conception refrains from making any normative jugginconcerning specific political regimes and rathe
follows Weber's (1972) notion of the modern stilteber proposed that the operation of markets reguarhigh
degree of calculability based on legal rationalihg rational administration of justice, and relaly insulated,
professional, and political bureaucracy, the wofkabich is not only based on instrumental ratiotyalbut
essentially on the development and enforcemennivewsal legal norms. Similar to Weber, who conedithat
his ideal-type of state is most conducive to thecfioning of modem capitalist societies, this cqiimn also
suggests that its notion of governance is the kegréating an enabling environment for policy makand
business activities.

The third conception worth noting complements thievipus ones by adding the dimension of informal
institutions (culture, habits, traditions), whichape individual behaviour and subjective percegtido the
governance framework. The policy prescriptions Itexy from this approach suggest that both tramafdion
strategies and policies must be compatible wittiucal characteristics and that effective governameeds to
take the belief systems persisting in society icdmsideration (North 1995). This line of reasonatgs an
important aspect to the discussion on governanbighwhas been usually neglected by the economafegsion
although not the focus of this study.

This conceptualization of government effectivenemplies that governance is the channel through lwhic
policies are transmitted and enforced. Therefoeeefifiectiveness of existing governance structuterdenes to

a large extent its ability to promote the transittoward a markebriented economic order that would yield the
highest payoffs or lead to adverse economic pedoge. The nature of governance structure in anocggn
affects the incentives of politicians, legislataosireaucrats, and private economic agents alikedatelmines
the terms of exchange among citizens and betweam #ind government officials. Thus, the capacityaof
governance structure plays a critical role conegynihe formation, implementation, and enforcemeht o
economic and social policies as well as developrperjects; and private sector development and éoatidn.
With respect to problems of initiating, implemeigtirand sustaining government policies, the political
institutions of a country's governance structurgyph dominant role, because they determine hovereifit
actors are involved in political processes, whatkiof economic reforms are politically feasibled dow the
behaviour of individual actors is shaped. Indeemstdad of imposing additional formal constraints on
administrative units, as it is often observed iveggoment bureaucracies (Wilson 1989), effectiveegnance
need to rely on more sophisticated institutionahagements with powerful incentive schemes andesang,
signalling, and monitoring mechanisms, which implyusion of interests of politicians, bureaucréissiness,
and non-elites.

Literature on the determinants of economic perforeahas shifted emphasis from the traditional paysand
human capital accumulation, total factor produtyivitechnological innovation and diffusion, knowggd
creation and openness to institutions and govematrticture in the 1990s as important determindnb®
growth process in developing countries (Helpman4208&nack and Keefer (1995) and Mauro (1995) path
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breaking works revolutionized the effect of indiittas on economic growth. Whereas Knack and Ke@f@®5)
test the impact of institutions on economic growsing data from 97 countries for the period 1974dé8rgue
that the quality of institutions measured as ségurf property rights and the level of contract@oement are
important determinants of economic growth and ibmest, Mauro (1995) in his paper submitted thajextive
indexes of corruption have an inverse relationshith economic growth and investment. Alesina (1998)
supports the findings of Knack and Keefer (19994 &auro (1995) whehe demonstrated that institutional
quality measured as bureaucratic efficiency, aleseficorruption, protection of property rights aheé rule of
law are important for economic growth.

Perhaps, a more interesting dimension of the arguisethe direction of causation between institusiand
economic growth and development. Kaufmann and K(2893) had argued that there exists a strongipesit
correlation between quality of institutions andwgtio across countries. However, reverse causaligjvisys an
issue in growth regressions. Therefore, problem arése not only because causality may run from rimedo
institutions, but also because several instituliwasiables are measured at the end of the groetiog. In order
to minimize the causality issue, Mauro (1995) usentstage estimations technique. Chong and Cald@@d0)
used a more rigorous approach to show a strongeee@ of bi-directional causality, running from ihgions
and economic growth, and from economic growth stitational quality. Their findings indicathat the poorer
a country is, the stronger the influence of insititoal quality on economic growth. Addison and Balbune-
Lutz (2003) argued that property right is espegiatiportant when a country is implementing macroecoic
reforms. This is because in the early stage ofrmefg@roperty and contract rights determine the redie which
investments responds to reform incentives. Thisegmwith the findings of Acemoglu et al (2003) tbatintries
with weak institutions tend to pursue poor macroecoic policies. Kaufman and Kraay (2003) building &
new data set and non sample information found nsitige relationship between institutions and ecormom
growth and development. This finding shows thatdygovernance is not a luxury good, poorer counices
also afford it.

Barro (1991) contribution to the growing literature analysis of institution in a macroeconomic eshtvas a
novelty. He used proxies for political stability &stablish that number of coups, political assasisin and
property rights are important for a country’s Idegm economic growth. Similar studies such as tltosglucted

by Brunetti et al (1997b and 1997c¢) strongly showreat institutions that protect property rightslvafomote
investment and economic growth. Nugent (1999) ardiflkann et al (1999) investigated the concept of
governance proposed by World Bank. Both studiesnmgited to link their concept of governance to vaio
development objectives such as GDP per capiteerdicy and infant mortality.

The effectiveness of government in providing sopaticies and delivering quality public goods is wn@ant for
economic performance. The literatures on governma#fattiveness and economic performance have pestuc
mixed results. Devarajan et al (1996) found negati®lation between component of public investmert a
economic growth for a group of developing countridss, they attribute to misallocation of publimfls, which
result in low supply of required infrastructureitéhiett (1996) incorporated an investment efficienoefficient

in his model and argued that public investment may create productive capital in developing cowstri
because of inappropriate use of these investmidotgever, Aschauer (2000) investigated both the tityaaind
efficiency of public capital on economic growth arwhcluded that both factors contribute to econagnawth.
Similarly, Easterly and Rebelo (1993) found a pesitrelation between public investment in transpamtl
communication on economic growth.

This study is different from previous studies fagétia because it explicitly investigates the dffetcdifferent
dimensions of governance structure on economiopeence. These different dimensions of governaete to
isolate the basis for consistent and coherenttiristh building and governance reforms. Campos lMadgent
(1999) and Kaufmann et al (1999) attempted to exptbe influence of governance structure on ecooomi
performance for different regions of the world lhem governance indicators provided by the WorlchkBa
Both studies link their dimensions of governanceséveral development objectives namely, GDP peitazap
illiteracy and infant mortality. Campos and Nuggdotused on the relevance of individual dimensiofs
governance structure on different regions of theldvarhis paper uses five indicators of governasitacture
developed by the World Bank. These include voicel atcountability, political stability, government
effectiveness, regulatory quality and control ofraption. Whereas data for voice and accountabipglitical
stability and regulatory quality are from Econonhitelligence Unit, government effectiveness and ugation
data are from Global Insight Business Conditiors Risk indicators.

3. TheModd
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The model adopted for this study is anchored on@¢1956) model of economic growth. The thesis ab®
model is that output in an economy is produced lbprbination of labour (L) and capital (K), undemstant
returns. The model has short-run and long-run wssiavith respect to the growth of capital. Whergashe
short-run the model assumes that the economy teataulates capital faster will enjoy a higher leskbutput,
long-run prediction is that as the economy accuteslanore and more capital, the marginal efficieoicgapital
approaches zero and the growth rate is subsequéetirmined by technical progress and growth iruab
force.

GDP = AK* L™ o (1)
where

GDP = real GDP

A = total factor productivity

K = Capital Stock

L = Labour

a = elasticity of capital with respect to output.

We assume symmetry across the economy for simplisit that each productive unit will use the saewell of
capital and labour. Then, we have the aggrega@ugtmn function as

GDP = AK* LP (2)

Governance structure and institutions enter equati@ through their effects on total factor prodvity (TFP)
or technical efficiency. David (1997) had arguedtfte role institutions play in increasing techhieticiency.
Thus the level of technical efficiency is affectegthe quality of institutions and existing govemna structure.
This in turn affects the efficiency of investmegince the objective of the paper is to investighteimpact of
institutions and governance structure on econoraifopmance, we assume therefore, that TFP is aifumof
quality of institutions and governance structur@gption, government effectiveness and rule of)laktus

A=Y =0+ o0 X;+0a, CIM + & 3)

Combining equations 2 and 3, we get

GDP = GK¢ L, X9, CIM® (4)

wherea, B, d, andQ are elasticity coefficients. From equation 4 apliex estimation function is specified,
ignoring labour and capital and taking the natlog$ of both sides as follows

LogGDR =& + a X; + 0y CIM + E (5)
X;= is a vector of explanatory variables including

< Voice and Accountability (vaccountr)
e Political stability and absence of violence (pseruitr)
e Governance effectiveness (geffectr)
« Regulatory quality (regulatr)
e Control of corruption (corruptr)
CIM = Contract intensive money (contrintr)

E; = stochastic error term with the usual normalgglamptions

LogINVTR =& + a X; +a, CIM + E (6)

13
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Equation six addresses issues raised in the litgrathen structural Solow (1956) growth model isf#dd. The
argument is that since investment is included i gnowth equation as an explanatory variable, dfgcte
governance structure and institutional variabley tmae on economic performance through an incraatiee
volume of investment are indicative of indirecteeff (Aron, 2000). Therefore a separate investmeguoation is
required to find out the direct effect of governanstructure and institutional variables on the wwduof
investment.

The paper also measure performance in terms cdlili¢ty of the economy to attract foreign direct@stment
(FDI). The paper elects to use FDI as second italicaf macroeconomic performance because FDI atevi
shortages of savings, promote the transfer of wolgy and diversification of the economy to enhance
economic performance. To investigate the effednsfitution and governance on macroeconomic peréoice
(FDI) the paper specifies equation 7 as follows:

FDITR = ky + by X; + b,CIM + E (7

3.1 Methodology and Data

There are varied governance structure variablamesobservable and others are unobservable. Therédor
measure governance structure one needs to relyraty pariables to measure efficiency of the coustry
governance structure. For this purpose the paies ren five indicators developed by the World Bahat has
been explained previously. These indicators araired for efficient management of public resoura@eate the
atmosphere for private sector to thrive and a niytuzeneficial partnership between them, which dut n
degenerate into collusive oligopoly and hence ablgraffect economic performance.

The paper tests the hypothesis that effective gawere structure and institutions would facilitatee t
coordination of public and private sector to enfeaaconomic performance using time series data #®7n0 to
2011. The measures of economic performance are fi&DBapita and foreign direct investment. Firse, paper
tests using Ordinary Least Squares whether or mofiee indicators of governance structure do irtbave a
positive effect on economic performance. Next, gdactor analysis, the paper investigated the paotgiof
identifying independent component of governancegisie five indicators. Factor analysis allows aigsblate
which indicators of governance structure best pitenemonomic performance in Nigeria. Since we cowt
obtain time series data from 1970 1994, we extertdecdame data for 1995 to 1970. Given this gapptper
abstain from setting up a parsimonious model

4. Presentation and Discussion of Results
Table 4.1: Regression Results

RGDPTR (equation 5) FDITR (equation|7/) GDITR (eipra6)
Constant | 0.100479 (0.34) -0.593361 (1.61) -0.504{0645)
Cimtr 0.129108 (0.64) 0.565779 (2.24) 0.7150099438.
Corruptr | 0.115484 (9.21) 0.470538 (3.01) 0.2895/285)
Geffectr | 0.976628 (3.06) 0.976040 (2.45) 0.1979(06@5)
Psviolentr | -0.101413 (-2.99) -0.802358 (-1.90) 6932884 (-0.84)
Rulawtr | 0.192055 (0.61) 0.596425 (1.51) 0.4459605D
Vaccountr| 0.521209 (3.97) 0.545894 (3.34) 0.20902829)
R® 0.91 0.80 0.64
D.W. 1.64 0.99 0.81

Source: Research output computed by Authors

N/B: Values in parenthesis are the t-statistics
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The regression results for equation five indicatest out of the six institutions and governanceicdtire
variables included in the regression line, fourehélve correct a priori signs and were statisticalfgnificant.
These include corruption, government effectivenabsgnce of violence and voice and accountabfliontract
intensive money variable which is a proxy for pnaperights was positive and significant for FDI and
investment equations. This suggests that a onegmtiimprovement in property right leads to 59 &@dger cent
increase in the inflow of foreign direct investmeamd domestic investment respectively. This imptiest
domestic investments and inflow of FDI will improwignificantly if investors have confidence thatith
investments will be protected and is consistenhwlite argument that investment more closely apprate
economic decision making. Entrepreneurs enter @nteansaction in the present and received payaffthé
future and in most cases with policy makers that arknown to them and to sustain such transactivere
should be element of trust.

Corruption variable surprisingly entered the regi@s line with a positive sign and was significarith respect

to output equation, FDI and investment equatioe flesults strongly suggest that corruption appedoost
output, investment and FDI. This probably explawtsy most of the country’s FDI is in oil and gas ahdt
corruption is a major source of accumulating capiainvestment in the country. This finding agseeith Left
(1964) and Hutington (1968) who argued that in fgresence of slow bureaucracy, corruption would be
beneficial to investment and growth. This indicatesakness of institutions to check corruption. @regnostic
statistics show a good fit and the absence of Isauit@-correlation. This allows confidence to bagald on the
inference made.

Given that most of the institutions and governasttacture variables are significant and corredigyed, it is
important to trace independent sources of perfooman these variables. To do this, we carried awtdr
analysis or factor extraction on the basis of Ka@Beterion. The results based on table 4.2 shothed the
Velicer's minimum average partial (MAP) method loal one factor F1. A brief examination of the utated
loading indicates that government effectiveness aide and accountability loaded high. The nextieacin
table 4.2 provides summary information on the tetalance and proportion of common variance aceslifdr
by each of the factors, derived by taking colummmoof the loading matrix. First, we note that tuenulative
variance accounted for by the only factor is 1\@hich is close to 38.2 per cent (1.91/5) of thaltetriance.
The results also showed that the loaded factor gradlues of over 0.75, which indicates that thetdac
adequately explain the variation in the data.

The results showed that albeit the existence ofiete of trust or property right, absence of coriauptind stable
political leadership are important in promoting eocmic performance, governance structure captured by
government effectiveness, voice and accountalidipresent a set of fundamental mechanism thatrdites
the outcomes in the economy and the path of ovehomic performance in Nigeria. Sustained ecooomi
performance cannot be achieved if government ieffettive in coordinating interaction that takéage in the
market economy and individuals have no voice ardipbusiness is not transparent and accountabdgpears
the country’s slow economic performance could bd tb failure of governance structure. This is obsifrom
the fact that markets in Nigeria do not operat&tyrunder the assumption of perfect rationalitydgperfect
information as assumed by the neoclassical thebigticeable imperfection exists in the market; these
imperfections are created by monopolistic or oligagtic political gladiators, who create dead weifgiss as a
result of transfer of scarce resources away froodyetive entrepreneurship to rental income.

The failure of governance structure to enforce i@mtt reward and punish those who do not play aliagrto
rules governing markets interactions, and effetfiv@ordinate the markets affect adversely markgtames
(growth rate of GDP, growth of employment, low aifbn etc). This is because it allows corruptiorthave,
misuse of public funds and poor policy implememtatiand coordination among various MDAs. Ignoring
effective governance structure means that econdisnefficient or structural adjustment programmeseforms
may turn out a failure in practice. This explaineywBretton Woods's institutions are beginning towéa re-
think of the Washington Consensus and focus momeffeative governance structure.

In particular Stiglitz (1996 and 1998b) becaus¢hefslow growth of most developing countries despérious
reforms prescribed by World Bank and its cohontguas that there is need for World Bank and otloeods to
be less prescriptive in policy agenda they salal@égeloping countries. This is because accordindnito
development agenda that is less prescriptive ancht@e emphasis on promoting efficient governargctire
is one that will promote economic performance. §@rernance structure to be effective and promot@@nic
performance, political decision making processeaikhbe one that enlist the support of stakeho)qersceived

15



Journal of Economics and Sustainable Development www.iiste.org
ISSN 2222-1700 (Paper) ISSN 2222-2855 (Online) l'—,i,!
Vol.5, No.3, 2014 IIS E

to be open and less secretive, promote competitimhacts as an impartial arbiter in the market ardinis
builds confidence and attracts both domestic areida investors.

5. Conclusion

This paper had attempted to investigate the ingtitg, governance structure and economic nexusigerid
using time series data from World Bank and Cer@eatk of Nigeria. The paper adopted Ordinal Leastabes
estimation technique and factor analysis to dratniraportant institution and governance structurgaldes that
should be the focus of policy. The result was ieg&ng and revealing. Government effectivenessvaime and
accountability were not only significant with thergect a priori signs but they loaded high usinggdaanalysis.
The paper shows that effective governance struauck institutions are of utmost importance for ertea
economic performance. This is encouraging becausd#lows us to conclude that impediments to enhance
economic performance in Nigeria are surmountablewéVer, this requires that policy-makers should be
transparent and honestly take advantage of availaptions to strengthen governance structure arsfirex
institutions. The paper showed that to attractriglbt domestic and foreign investments, governamecst be
seen to be effective and trustworthy in the condfidis business.

As already pointed out in the conceptual framewofkthis paper, indeed, a governance structure ithat
transparent, accountable, can be predicted andsgiradfividual citizens the liberty to participate its affairs,
would provide the enabling environment for a prdthgcpartnership between the public and privatecsabat
does not degrade into closed circles of influennd privilege. Such a governance structure wouldngba
transaction costs, reduce information asymmetsiedyilize expectations, and prompt political auities to act
in a manner that improves economic performaRegatively low political transaction costs are resay in
order to facilitate legislative exchange, to betteonitor bureaucratic behaviour, to improve puldictor
management as well as the interactiontha various branches of government, business repgetses, and
social groups. In other words, government effectdgs is a governance mechanism which discourages or
prevents opportunistic behaviour by policy-makerd prohibits arbitrary state action which coulduehce the
existing rule of law, provide a strong mechanismifsstitutional checks and balances through hotaloand
vertical separation of powers, and an independsfitiary.

The findings of this study is ad variant with thémission of Sach et al (2004), who argued thaegmance
reforms should not be the priorities of African otiies. According to them, to trigger economic gtiovand
development in Africa, a ‘big push’ is needed. Theguires massive investment in support infrastmecnd
health care. While this argument is tenable in N&g&here massive infrastructural investment isunegl to
grow businesses, the paper argues that ineffegtivernance structure, which is incompetent buresxycand
poor public service delivery, corrupt public offits, cannot provide the platform for investmentrtoubate to
the desired value. Also if citizens both foreigrdatomestic do not trust the available policy opionave no
voice and public servant are not accountable iretis, then any amount of investment to grow itiftessure
will not yield the right returns.
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Appendices
Table 4.2: Factor Analysis
Factor Method: Maximum Likelihood
Date: 05/15/13 Time: 20:09
Covariance Analysis: Kendall's tau-b
Sample: 1970 2010
Included observations: 41
Number of factors: Minimum average partial
Prior communalities: Squared multiple correlation
Convergence achieved after 4 iterations
Loadings
F1 Communality Uniqueness
CIMTR 0.265932 0.070720 0.929280
CORRUPTR 0.019457 0.000379 0.999621
GEFFECTR 0.886471 0.785831 0.214171
PSVIOLENTR -0.797188 0.635509 0.364493
VACCOUNTR 0.647410 0.419140 0.580859
Factor Variance Cumulative Difference Proportion nilative
F1 1.911578 1.911578 1.000000 1.000000
Total 1.911578 1.911578 1.000000
Model Independence Saturated
Discrepancy 0.088232 1.279866 0.000000
Chi-square statistic 3.617518 52.47451
Chi-square prob. 0.6057 0.0000
Bartlett chi-square 3.338116 49.27484
Bartlett probability 0.6480 0.0000 ---
Parameters 10 5 15
Degrees-of-freedom 5 10 ---
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Table 4.3: Goodness of Fit Table
Goodness-of-fit Summary
Factor: Untitled
Date: 05/15/13 Time: 20:11
Model Independence Saturated
Parameters 10 5 15
Degrees-of-freedom 5 10
Parsimony ratio 0.500000 1.000000
Absolute Fit Indices
Model Independence Saturated
Discrepancy 0.088232 1.279866 0.000000
Chi-square statistic 3.617518 52.47451
Chi-square probability 0.6057 0.0000
Bartlett chi-square statistic 3.338116 49.27484 - -
Bartlett probability 0.6480 0.0000 ---
Root mean sq. resid. (RMSR) 0.065384 0.352981  000mOO
Standardized RMSR 0.065384 0.352981 0.000000
Akaike criterion -0.155670 0.792061 0.000000
Schwarz criterion -0.364643 0.374117 0.000000
Hannan-Quinn criterion -0.231766 0.639869 0.00000
Expected cross-validation (ECVI) 0.576037 1.5Z876 0.731707
Generalized fit index (GFI) 0.967177 0.667386 000000
Adjusted GFI 0.901531 0.002158
Non-centrality parameter -1.382482 42.47451
Gamma Hat 1.072315 0.325529
McDonald Noncentralilty 1.017002 0.595722
Root MSE approximation 0.000000 0.321864
Incremental Fit Indices
Model
Bollen Relative (RFI) 0.862123
Bentler-Bonnet Normed (NFI) 0.931061
Tucker-Lewis Non-Normed (NNFI)  1.065097
Bollen Incremental (IFI) 1.029121
Bentler Comparative (CFI) 1.000000
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Kaiser's Measure of Sampling Adequacy

Factor: Untitled

Date: 05/15/13 Time: 20:14

MSA
CIMTR 0.525785
CORRUPTR 0.345435
GEFFECTR 0.659939
PSVIOLENTR 0.705478
VACCOUNTR 0.703455
Kaiser's MSA 0.674219
Partial Correlation:
CIMTR CORRUPTR GEFFECTR PSVIOLENTR VACCOUNTR
CIMTR 1.000000
CORRUPTR 0.022726 1.000000
GEFFECTR 0.212926 0.070070 1.000000
PSVIOLENTR -0.137437 0.022814 -0.519943 1.000000
VACCOUNTR -0.237357 -0.069309 0.376896 -0.241529 1.000000
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