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Absiract

Recem disconrie on the problem of economic prowth in Nigeria is alse link o the
ek off secinl capital amang the povernmental and individhal as well, The aim of
iy paper (5 te assess the impact of the existing compenents of social capital on
the econemic performance in Nigerig, Using a mulniple linear regression analvsis
this paper examines the relationship between the comporent af gevermment
social capital Le. (enforceability of contracy, the rule of law, ol Tberty and
econamic libery) and economic growth (proxied by gross domestic produce
(3P b oin Nigena, The results obtained indicare that the components of
govermmernd social copital fenforceability of contrace, rule of law, civil liberery and
economic iberty) are negatively related to ecanomic growth. Measures, such as
e fight against corruprion, pood government and  the invalvement of the people
in the design and implementation of govermment policy, trust, honesty among the
gevertunens officials in carvving e their activities and Between the gavernmen
amd private organizations are suggested as possible wavs of improving social
curitenl.

Introduction

In recent times a number of stdies have identified the imporance of social
capital o economic growlh., For instance, countres like United States, Burkina
Faso. India and Cote d'Ivore have had success story of how social capital have
helped improve their economic performance (see Grootacrt 1998 and Knack
5aay,

In Nigeria, the prolonged military and authoritarian male. debt overhang,
bad governance. incresse in the level of cormuption and lack of social capital are
known to have negative effects on economic growth. Because of the lack of
social capital, the nation has witnessed a declining rate in s GDP [rom
564201.79 in 1980 w 541 083.37 in the year 2003
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The aim of this paper is therefore. 1o assess the impadt of the existing
components of social capital on the economic erowth using multiple regression
analysis.

The rest of the paper is organized as [ollows. Section two provides a
review of literature of econemic growth and social capital. section three prowvides
empirical evidence of the measures and impact of social capital. Section four
provides the data sources and methadology,  while the  discussion  uml
recommendatinns are contained m the last section.

2 REVIEW OF LITERATURE: ECONOMIC GROWTH AND

SOCIAL CAPITAL
2.1 Economic Growth: Definition and Measurement

According 1o Simon Kugnets (1953) cited in Jhingan (1973) SCUTEETC
growth is a long-term rise in capacily to supply increasingly diverse ECONOMIL
goods 1o its population. this growmg capacily based on advancing rechnokegy and
the institutional and ideological adjustments that it demands. Jhingan (1973)
refers to it as o quantitative and sustained increased in a country's per capits
output or income accompanied by expansion in its labour foree. COTETTHTHA,
capital and volume of trade and welfare. According 1o Vaish (19731 economic
growth may be defined as the increase in real natonal product or outpul
overtime. First and foremost. economic growth should mean that an ever
increasing quantity of goods and services thal is available to meet the ecomanmy's
needs overtime. To be meaningful cconomic growth should be accompanicd by
an improvement in the econonue wellare of the people of a country. This 1s
possible only if the-rate of growth of oulput exceeds the rate of growth of
population in the coonomy

Related to the definition of economic growth is the measurement of
sconomic growth. Acconding to Todaro el al (19773 the most frequently used
MEASAres are, Per capita real incoms:, per capita real consurnption, which indicate
the growth in consumer economic welfare overtime, real GNP per unit. These
concepts emphasize changes in coonomy's productivity avertime.

Economy's growth overtime may cither be due o improvement in the
gualitative performance (productivity) of given inputs or it may be due o the
combination of both these factors. For example. while the ecomomy’s 1otal force
increases overtime its productivity may also increase. The performance of
ecomomy's capital stock may improve while il groows aver Lime.

Atolove (19971 pick from the view of the nenclassical. he stabed that the
progress 10 these mdicators (2.2, G anad per capitay incomse) are also dueler mined
by @ stable macrocconomic environment and with the right combimation of
factors of production most especially labour and cupital. Thus, the standard neo-
classical model begins from the premise of a fired technological co-ethicient and
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elasuicity of labour and capital that can be altered depending on the combination
of the two factors. The state of evolution of 1echnology alters the value of the
constant co-etficient al any point in iime. The capital component i3 made up of
this stock of human and physical capital. The more the output given the right
combination of the basic factors of prodduction. the possibility of extending
supply beyond the [ronticrs of the economic. The production functien in the neo-
classical growth model which is typical of the Cobb Douglas production function
i5 therefore given as:

Y = _AU Ku Ll-i.‘l

Where:

Y = Gross Domestic Production

K = the stock of human and physical capital

L = unskilled labour used in production

1-tt= the parameters that represent technology

A = constant reflecting the initial static endowment of capaciy

u = the rate of evolution of lechnology.

Ax a parameter for economic growth higher technological capabilities will
permit greater amount of outputs from any given level of inputs.

Therefore, the imtegration of social capital into this growth model would
further enhance technologival capabilities, given the importance of social capital
Lo cconomic development.

.2 Social Capital: Definitions and Types
a. Definitions

There are many definitions and inlerpretations of the concepl of social
capital. there is a growing consensus that “social capital stands for the ability of
actors 1o secure benefits by virtue of membership in social network or olher
social structures”, Portes (1998) cited in Grootaen (1999} said that : if we rake 2
broad view of what comprised these “other social structure” then social is a
relevant concept at the micro and macro levels™ At the mucro level sogial capital
includes institutions such as government. the rule of law. civil and politival
libertics, There is overwhelming evidence that at macro level social capital has a
measurable impact on national economic performance. At the micro level. sociul
capital refers to the network and norms that govern inleractions among
individuals. households and communities, Such networks are ofien (but no
necessarily) given structure through the creation of local associations or Jocal
institutions (See Knack 1999),

The most narrow concept of social capilal was viewed as 2 ser of
“horizontal association™ between peaples that consists social networks (“network
of civic engagement™ and associated norms that have an eflect on the
productivity of the communily, Two empirical presumptions underlie this
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concept. Network and norms are empirically associated, and these have importan
economic consequence. While originally this concept of social capital ws
limited 1o association  having positive effects on development. recently it has
becn relaxed to include groups - that may have undesirable outcome as well, sucl
as association with rent seeking behaviour (for example. (the Mafia in Souther
TItalyh. The key feature of social capital in this definition is that it facilitates go-
ordination and co-operation for the muual benefit of the members of the
association (Putnam 1973 cited in Callier 1998}

Coleman {1988). cited in Satu (1999, also argued that social capital could
include “vertical” associations as well, characterized by hierarchical relationships
and unequal power distribution among members.

However. the broader concept of social capital was put forth by Coleman
(198H) cited in Satu (1999) who defines social capital as “a variety of different
entities, with two elements in common. They all consist of same aspect of social
structure and they facilitate certain action of actors whether personal or co-
operation actors. within the structure”. This broadens the concept to include
vertical as well as horizontal associations as provided by Collier {19981 and Sar
(1999),

b. Types of Social Capital

Generally. there are two types of social capital “government social capital
and civil social capital™. Collier (1998) distinguished “government social capital”
from “civil social capital “by referring to governmem social capital s
governmental institutions that influgnce peoples’ ability to cooperate for mutual
benefit. These institwtions include the enforceability of contracts, the rule or law.
eivil liberty and the extent of economic liberty that are permitted by the state.
While civil social capital encompasses common values, norms, informal
networks and associational memberships affecting the ability of individuals to
work together to achieve common goals.

3 Measurements and Impact of Social Capital: An Empirical Evidence

The available indicators of governmental social capital are commonly
measured anly al the level of nations. For example, values for the “rule of k™
are assigned to nations and net to constituent parts of nation. Such as province.
villages, or households, In fact. this is a question of data availability as one could
conceivably atlempt to measure differences in the way local governmen "nrn:_:-ru_
national laws regarding (for examplel the enfor I.,{':-_Ihll]t} of contracts, as well s
differences i local Tws

Measuring civil social capital is more problematic while the judicial
system in most nations is likely to enforce contracts more or less equally well
across all regions. codperative norms, interpersonal trust and the social ties that
gencrate them are more likely to vary by locality, Because they will vary more
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than government social capital. they are more likely to plav a role in explaining
regional differences in economic performance within countries, Cooperative
norms. trust and social ties are most readily measured chrough conducting
representative surveys of individuals. lmportant issues arise in aggregaling
survey-based measure to assign values o nations. For example, o country
populated by individuals with ethnic intra-family or intra-cthnic trust or tes is not
“high trust societics”, (See Fukuyama and others (1995) cited in Knack (1999),

Conceptually. the tvpe of trust that shouwld be unambiguously beneficial to
a nation's economic performance is trust between strangers, or more precisely
berween two randomly matched residents of a country. Particelarly in large and
mobile societies where personal knowledge and reputation effects are limited. a
sizeable proportion of potentially mutually beneficial transactions will invalve
parties with no prior personal tics. In socicties where strangers can trust each
other to act in the collective interest, people onlv can leave their bicvcles
unattenced and unlocked on the street. they can contract with a wide range of
parties withoul extended written agreements. and run a husiness without devoting
substantial time to monitoring employees, partners and supphiers,

According to Grief (1994) cited in Knack (1999) he said that within
family trust. intra-cthnic trust or other forms of “particularized trust”™ or specific
trust”™ may well be corrosive to "gemeralized trust" (irust in strangers). Strong
intra-ethnic (rust is an cthnically-heterogeneous society may resirict the scope for
transacting and lead to. segmented markets, reducing gains from specialization,
and perhaps from the cconomics of scale,

40  METHODOLOGY AND DATA SOURCE
4.1 Model Specification

In determining the influcnce of the social capital on economic growth in
Nigeria. an econometric analysis based on non-linear production function of
Cobb Douglas s built around the components of government social capital: The
maddels are thus used in estimate the impact of these componenls on economic
growth in Nigeria.

The components that were taking into consideration are: (enforceability of
contract. rube af law, civil liberty and economic liberty). To quantify these
components dummy variables were used. Dummy 1 and dummy O for vears when
the components were perceived as having positive and negative impaci
respectively.

For the use of dummy's two peried were put into consideration, that is the
period of military rule and the period of democratic rule, Therefore dummy | is
assigned for the period of democratic regime. while dummy [) s assigned for the
period of military rule.

The model is an independent and addictive that relates econamic growth
with components of government social capital. The essence of this medel is o
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determine the relative weight of sach compuonents of the government social
capital improve économic growth in Nigeria using Gross Domestic Product
(GO as proxied.

In specifying the medel emphasis is placed on whether social capital
[government social capital) has a significant impact on econamic growth in
Migeria.

Having stated this, the model is therefore formulated using Cobb-Douglas
production function. The production function in the neo-classical growth modet is
therefore given as:

(18 2 5 )]

Where

) = outpul {amount)

K. = capital input

L= Labour input

However. the above equation (1) was further expanded and ransformed
by Cohh-Douglas. Accordingly Cobb-Douglas production function can be writker
we:

AR % sl S b e PR (2)

If we disembodied capital from the above Cobb-Douglas production
function. we have

= Ak B= LM s (3
Where:
) = Output

A = Technical efficiency {or efficiency of production)

K= social capital

K. = capital inputs

L= labour inputs

U = disturbance term

el. o2 & B o= elasticity of output with respect to capital and labour.

Hewwever, by disaggreaating equation (3)

The equanion then becomes

P A ™ R o M M e ™ L § (4)

The Cobb-Douglas production function exhibils 2 non-linear relationship
and the appropriste transformation for the estimation s to work with the
logurithms of the variables.

Log O =LogA + o Ko+ Kirdan Ko+ as Kis + 02

EogkZ + Blogl + U i3

Where:

Log ) = Log of autput proxied by the nation’s GDP

Log A = Log of technical efficiency (or efficiency of production)

K., = Enforceability of contract
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K- = Rule of law

K,: = Civil liberty

K1 = Economic liberty

Logk: = Log of capital inputs

Log L = Log of labour inputs

... g=  Estimation parameter associsted with the influence of the
components of government social capital resting on
economic growth in Nigeria

il

o + = Estimation parameters associated with the influence of
capital and labowr on economic growth in Nigeria.
= Disturbance term

However, Kz which is the capital mput can be seen as the cost or
expenditure committed by the public on variables that assist social capital, for
this study. cost of physical structure which include housing, road and electricity
s the part of the government will be employed o represent physical capital. This
was done on the basis that the physical structures mention above play two
important roles (1) as contributors to cconeomic growth and (23 as interactive
variables with socizl capital attanment.

Labour on the Sther hand. can be measured through both industrind amt
agriculiural output. however, given the fact that many other avenues are opened
fisr measuring labour Input. capavity wtilieation is taken as input measurement frg
labour, This is becouse where there is economic progress in OUr cCOnOMmy, Gne
will expect expansion in the production of goods and services and this can be
attained under a situation of perfect socil environment, Thus, the increase in
productivity as a result of improved in social cconomic environment as may be
epitomized by social capital componenis is measured using capacity wtilization.

On a-priori the expected pattern of the structural behaviour of (he
mdependemt variables (kyy. k2. ks Kpa) onthe dependent variable (GIP) is:

K! Bl Klﬁbﬁh Kll::hlhﬁlﬂ.'\-lh K:Mh I-.'-I:'

Indicating that the more the guality of the components of government
speial capital. capital inputs and labour inputs. the better the economic
performance of Nigeria,

4.2 Estimation Technigues

In assessimg the problems confronting the social capital m Nigeria, the
components of government social capital such as enforceability of contracts. the
rule of law. eivil liberty and the economic liberty were taken into consideration.

To determine the severity of these components, scores is assigned 1o cach
component. Dummy 1 will be used for years when the components perceived as
having positive impact and Dummy O for the wears when the components
perceived as having negative impact on the Nigerian economy.
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4.4  Data Source

A data for the period 1980 - 2003 on the impact of social capital on
economic growlh (proxies by the nation's gross domestic product (GDP)) and the
components of the governmental social capital were used. This governmental
social capital comprises of enforceability of contracts. the rule of law und the
extem of civil and economic liberties.

To guantifly these components dummy variables were used. Durvmy [ anad
dummy () for years when the components were perceived as having positive and
negative impact respeciively,

The data were obtained from the African Developmen: Bank selected
statistics on AlTican countries for the vear 2005 (ADB 2003,

s EMPIRICAL RESULTS AND DISCUSSION
5.1 Empirical Results

The results of the regression analysis conducted at 5% level of
significance are presented in Table 1 below,
Table I: Regression results of government social capital and economic growth in
Nigeria

Yariahle Coefficient and t-value
Intercem 8.61
(L (3.81)
Kap I.51
(e (.89
Lah -1.26
(1) [=1.21]
kKLl -1.20
it (-3.26)
o 215
(£} (-0.02%
Ki3 -1.14
{1 (-1.76
K14 -4.56
i) {0614
R 83

F 161

The t-values are in parenthesis

A look at the model shows that the model is of zood fit because it has an
R" of 0.8%. This shows that 889 variation in the dependent variable (GDFI is
explained by the explanatory varables (the components of social capitall while
the error lerm take care of the remaining 22% which are variables in the studly
that can not be included in the model because of certain qualitative features, Al
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% level of significance the Festatistics shows that the madel is usetul in
determining if any relationship exist between economic growth and social capital
in Nigeria. as the computed F-statistic which is 16,1 15 greater than the abulated
Festatistic (7.21 degree of freedom) valued at 2.4%

[n terms of the individual independent variables the t-test shows that w
5% level of significance only capital inputs fulfils our a-prior expectation. While
labour inputs. entorce ability of contract, rule of law, civil liberty and ecunomic
liberty are negatively related to cconomic growth in Nigeria wiich are contrary to
QUr 4-priori e xpectation.

5.2 Discussion of the Results

Chr expectation in this study is that with the components of governnent
social capital fully put in place in Nigeria. the Nigerian economy woukl improve.
Rut 10 our surprise the resulls gave a contrary view, These results indicate thal
sovernment social capital is far from improving the level of economic activities
in Migeri.

That the sign of capital inputs is positive as expected, is an indication that
capital inputs have direct relationship with economic growth and social capital in
Migeria. This siluation can be linked to the increase in investment in the
economy. cxpenditure on low cost housing. maintenance of road network,
improvement and development in the performance of the capital market which
prompt the privatization policy in Migeria. and the call [or democratic principle
which increase the participation of politics by the people in the country most
cipecially women.

Also the sign of labour inputs which is expected to have positive impact
on economic arowth in Nigeria provided contrary resulis. Thus. indicating that
the quality of labour force put in place is nol gowd enough O IMProve eCconomic
growth in Nigeria. a situation that can be linked to high level of unemployment.
recruitment problems by recruiting on the basis of whom you know, leaving the
competent out because he knows nobody, this really affect the kind ol knbour
force we have in this country.

However, the components of government social capatal (enforceabiliny of
contract, the rule of law, civil liberty and economic liberty) that were expected to
have positive impact on economic arowth in Nigeria, however, provided
contrary result. thus. indicating that these variables have not improved the
economic growth in Nigeria,

With respect to enforceability of contract, negative Impact on economic
growth can be linked to the failure of Nigeria sovermment in enforcement of
contracl. and high level of corruption, These can be due o non-chaler attiludes on
the part of government in awarding contracts Lo incompetenl and fraudulen
CONtractors.
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That the rule of law mave a contrary result Lo our a-prior expectation can
also be linked o the profonged military and authoritarian rules in Nigeria, where
the country constitution s abandon for Decree. it has alsa come 1o our notee il
even during the last democratic dispensation there was no respect for the rule of
law, in 4 situation where the court will rule and the Goverament will turn don
the raling . here the rule of law is suffer..

For civil liberty to have pave a negative reselt can also be linked 1002 bad
sovernanee, human right vielation and a prolonged military rufe in the country,
Alwr the inahiliny of the governmem 1o dersgulate the markel, abso the
privatization policy embarked upon by the Government which have not yiclded
any possible impact on the people and cconomy a5 well and implementation of
cerlain policy which have adverse effect on the economy can &lso be linked 1o
the lack of economic liberty in Nigerian economy.

5.3 Conclusion and Recommendations

An empirical study of the influence of social capital on econumic growth
in Migena was carried oul using maltiple linear regression analysis,

The findings in this study shows that social capital {government social
capital) when based (Inits components are negatively refated Lo ceonomiv growtl
in Migeria. Given these resulls, it is thus important for the Nigecian government
to address the issue of the components of government social capital given ils
relevance 1o economic development.

[n addressing this issue, the government shoold be accountable Lo ats
people, so that government must be responsive o cilizens ot large rather thimn 1o
narrow interest, Government should also facilitate agreement where political
preferences are polarized and should also be able 10 assocute wilhy grearer
innevation in policy making 1o face new challenges.

Holding sovernment sccountable is arguably the most Imporianl mewns
by which social capital can influence performance, Grester st and more civies
minded attitude can improve governmental performance by affecting the level:
and character of political participation. reducing rent secking anl enhuncimg
public interest hehaviour. Government should be transformed i the awarding of
contracts by awarding the contracts 1o the honest and competent contractors
lay down the rule and regulation of ils activities by making sure that corrupts
contractors did min 2o unpunished,

Government should be able o invalve the people in their policy making,
most especially (0 the areps of deregulation of the markel and also ry to
sireamling its ownership of some enterprises, which had been causing problem o
the Nigerian economy. It should be able to address issues with labour union
iconcemning the welfare of its citizens) before embarking on implementation of
any policies. The issue of good governance that has cluded the nation and
corruption that has ruined the nation’s economy should also e addressed, When
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good gavernunee 15 allowed to thrive the components of government socil
capital would be enhanced anmd these would improve cconomic growth in Nigeri

Abowe all s the geperalized trust among the wovernment officials.
private orgamezations and mdividuals in carrying oul their activities, With the
apove recommendations fully pur in place, there will be an mprovement m the
Migerian economy.
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