JOS JOURNAL OF ECONOMICS, VOLUME 9, NO. 1 DECEMBER, 2021

Abstract

The importance of human capital as well as quality of institutions in the growth process
cannot be overemphasized. This study investigated the relationship amongst institutions,
human capital and economic growth in Nigeria from 1996 to 2018 using time series data.
Autoregressive Distributed Lag (ARDL) model was used to analyze the data. The findings
from the study revealed that there exist a positive and statistically significant relationship
amongst institutions (political stability), human capital and economic growth in Nigeria at
5% level of significance in the short-run, while control of corruption is statistically not
significant both in the short-run and in the long-run in its relationship with economic growth
in Nigeria at 5% level of significance. The study recommends among others that government
should increase its expenditure on education because of its strategic importance in economic
growth; the current stability in the polity should be maintained since it is growth-enhancing
and agencies responsible in the fight against corruption should be strengthened.

Keywords: ARDL, Economic growth, Human capital, Institutions, Nigeria.

JEL Classification: 009, 011

INTRODUCTION

The importance of human capital in economic growth in both developed and developing
economies cannot be overemphasized. Also, human capital is important in a country’s SOCiO-
economic development (Sankay, Ismail & Shaari, 2010). According to Osoba & Tella (2017),
human capital contributes to economic growth. This is because skilled workers as well as the
formation of human capital raise production and bring about economic growth. Unfortunately,
between 1999 and 2003, an average of 5.84% of the budget was devoted to education against
the 26% recommended by the United Nations. On the other hand, studies by Amassoma &
Nwosa (2011) and Bosworth & Collins (2003) showed that human capital has no positive and
significant impact on economic growth. The data for many developing economies, Nigeria
inclusive, are consistent with the prediction of both the endogenous and exogenous growth
models which suggested that a permanent change in a key variable like human capital can
cause a permanent change in an economy’s growth rate. In fact, economies like Japan, Taiwan,
China, and a few Asian countries have shown the importance of human capital in economic
growth.

However, studies using both cross-country data pooling and country-specific dats have
suggested that the quality of institution matters in achieving economic growth (Acemoglu &
Robinson, 2008; Kaufman, Kraay & Mastruzzi 2009). For instance, good institutions create an
environment that promotes economic activity, inventiveness, growth, and development,
whereas bad institutions result in economic stagnation. Similarly, institutional quality in the
form of control of corruption and political stability have also received the attention of scholars.
Whereas Leff (1986) and Huntington (1968) emphasized that corruption eliminates
administrative bottlenecks and promotes growth in the economy while Shuaib, Augustine &
Frank (2016) and Ajie & Gbenga (2015) argued that corruption hinders economic growth.
-87 -



Analysis of Institutional Quality, Human Capital and Economic Growth in Nigeria

Furthermore, Rock & Bonett (2004) averred that corruption promotes economic growth in the
newly industrialized economies of East Asia of China, Indonesia, Thailand and Korea, and that
quality of institutions spur growth in the form of contracts and contract enforcement, common
commercial codes, and increased availability of information, all of which reduce the costs of
transactions, risk, and uncertainty.

This study then differs from previous studies because it is undertaken to investigate the
combined impact of human capital and quality of institutions on economic growth in Nigeria.
Also, the time lag is a motivation for this study.

The remaining parts of this study are as follows: Section 2 is centered on literature review,
section 3 focuses on methodology employed in the study. Section 4 presents results and
discussions and section 5 highlights the conclusion and recommendations.

LITERATURE REVIEW

Theoretical framework

The main theoretical underpinning of this paper is the basic Solow (exogenous) growth model
which explains that the growth rate of output depends on the rate of technological progress,
labour and capital stock.

Given a neoclassical production function as:

Y=F(A K L) ; - - - - - - 1

Where;

Y is output, A is the level of technology, K is the capital stock, and L is the quantity of labour.
Differentiating the production function twice subject to constant returns to scale, and assuming
that technical change is Hicks-neutral.

Differentiation of equation (1) and dividing by Y and rearrangement of terms yields:

YIY = AIA + (FKK/Y) - (K/K) + (FLL/Y) - (L/L) - - - 2
Where;
Y/Y is the continuous time rate of growth of output, K/K is the rate of growth of capital stock
and L/L is the rate of growth of labour force; Fk and Fi are the (social) marginal products of
capital and labour respectively, and A/A is the Hicks-neutral rate of change of technological

progress. However, this study is anchored on endogenous growth model of Mankiw, Romer &
Weil (1992) presented as follows:

Y, = A K H2L? - - - - - - - 3
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Where Y is output (as proxy for Gross Domestic Product), A is the level of technology that
augments physical capital (K), human capital (H), and labour (L). The production function
exhibits the standard assumption of constant return to scale (a1+o2+ az=1). Mankiw, Romer and
Weil (1992) argued that economic growth depends on policies, internal processes and
investment in human capital. This model is extended to include quality of institution.

Y, = AKPH?LE3Q - - - - - - - 4

Where Q is the quality of institution in the form of control of corruption and political stability.
This theory is appropriate and adapted as the framework for this paper.

Empirical Literature

A considerable amount of studies has been conducted in both developed and developing
countries on the effect of human capital as well as institutional quality on economic growth and
these studies have arrived at different conclusions. For instance, Bosworth & Collins’ (2003)
study focused on advanced economies and found human capital to be negatively related to
economic growth. In the context of developing economies like Nigeria, several studies found a
strong positive relationship between human capital and economic growth (Mba, Mba,
Ogbuabor & Ikpegbu, 2013; Osoba & Tella, 2017; Johnson, 2011; Sankay, et al. 2010). On the
other hand, Amassoma & Nwosa (2011) found no relationship between human capital and
economic growth. Employing the Ordinary Least Square (OLS) technique of estimation,
Edesiri & Samuel (2014) tested the effect of human capital development on economic growth
in Nigeria and found a significant relationship between human capital and economic growth.
Adapting human capital model of endogenous growth developed by Mankiw, Romer & Weil
(1992), Dauda (2010) examined the role of human capital in Nigeria’s economic development.
The results indicated a long-run relationship among labour force, physical capital, human
capital development and economic growth in Nigeria.

The role of institutions in economic growth across countries has also received attention of
scholars. In examining the role of governance and institutions in supporting growth in Asia, the
study by Zhuang, De Dios & Lagman-Martin (2010) established a strong long-run positive
relationship among governance, quality of regulation and rule of law and economic growth.
Also, studies by Acemoglu & Robinson (2008) and Kaufman, et al. (2009) found a positive and
significant effect of institutional quality on economic growth. Further, Del Monte & Papagani
(2001) employed dynamic panel data approach to economic growth for 21 Italian regions. The
results showed that corruption has a direct negative impact on long-run economic growth.
Similarly, Gyimah-Brempong’s (2002) study focused on 21 African countries between 1993
and 1999. The findings indicated that corruption reduces GDP by 0.75 and 0.9% points, and per
capita income reduces between 0.29 and 0.4% points per year. Also, Matthew & Adegboye
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(2014) investigated the impact of trade openness and institutions on economic growth in thirty
sub-Saharan African countries during the period 1985-2012. The study employed the
Generalized Method of Moments (GMM) technique of analysis. The result indicated that
institutions had significant positive effect on economic growth. Nwankwo (2015) empirically
investigated the impact of corruption on the growth of the Nigerian economy using Granger
causality test and regression techniques. The study revealed that the level of corruption in
Nigeria over the years has significant negative impact on economic growth in Nigeria.

From the reviewed literature, studies on the combined impact of human capital and quality of
institutions on economic growth in Nigeria are rare. Also, previous studies mostly employed
data from developed economies. Further, this study employed current data in conducting
similar research.

METHODOLOGY

Sources of Data

This study employed time series data which covered the period from 1996 to 2018. Data on
institutional quality in form of control of corruption and political stability were sourced from
Worldwide Governance Indicator (WGI), while data on human capital (proxied by human
development index) was sourced from the World Bank World Development Indicators (WDI).
Data on Gross Domestic Product (GDP) was sourced from the Central Bank of Nigeria (CBN).
However, the variables included in this study is based essentially on availability of data.

Model Specification
The model used in the study is specified in functional relationship in equation 5 as follows:

GDP = f(CC,PS, HK) - - - - - - 5

Where;
GDP =Gross Domestic Product (proxied by economic growth). The Gross Domestic Product is
the monetary value of the goods and services produced in a country within a period of one year;

CC = control of corruption (proxied by institutional quality). Control of corruption reflects
perceptions of the extent to which public power is exercised for private gain, including both
petty and grand form of corruption, as well as capture of the estate by elites and private
interests;

PS = political stability (proxied by institutional quality). Political stability and absence of
violence/terrorism measures perceptions of the likelihood of political instability and/or
politically motivated violence, including terrorism;

HK = human capital (proxied by human development index).
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To achieve the objective of the study, the mathematical model is re-written as follows:

Where the parameters, ;= 1, 2 and 3 are the coefficient of the explanatory variables, U; stands
for stochastic disturbance term. From a priori expectation, all the variables have positive sign
since effective control of corruption, political stability and improved human capital contribute
to economic growth.

Technique of Estimation

The data collected for this study was analyzed using Autoregressive Distributed Lag (ARDL)
model. The model by Pesaran, et al. (2001) was used in testing the existence of cointegration
when the series are of mixed order; 1(0) and I(1). The ARDL unrestricted error correction
model is as follows:

AILGDPt=ao+Y " ; a;AICCu1+Y 1 ay; AIPSt — 1 + Y1, a5;AIHKw1+811CCr
1+02IPSe1+f3IHK 1+ AECT;_ 4 +ét1 - - - - 7

Where;

A represents the first difference operator, | represents log-transformation, &1t is the residual, ao
is the drift component, a1,.a2 and o3 denote the short-run coefficient, the fs symbolize the long-
run coefficient, and A is the speed of adjustment parameter.

Unit Root Test

The augmented Dickey-Fuller (ADF) test proposed by Dickey & Fuller (1979) and Phillip-
Perron (1988) were used to determine the order of integration of the series. In order to avoid
estimating spurious regression, the stochastic properties of the series were tested. Therefore,
ADF test is given as:

Ayr = o+ yye—q + 27 @Ay + & - - - - 8

In equation 8, lagged first difference terms of the dependent variable is added in order to ensure
no autocorrelation is contained in the residuals.
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RESULTS AND DISCUSSIONS
Table 1: Augmented Dickey Fuller Unit Root Test

Series Intercept without trend Intercept with trend

Level 1%t Difference Level 1% Difference

CcC -3.279894** -5.49061*** -3.169341 -5.334327***

LGDP - -0.161971 0.392708 -2.595973
3.888355***

LHCD - -4.823276*** -1.969237 -5.107494%***
11.37322***

PS -2.249800 -11.73781*** -1.177308 -7.552047%**

Note: *** and ** represent significance level at 1% and 5% respectively. The figures are the
t-statistics for testing the null hypothesis that the series has unit root. The lag length is
determined and fixed at 2 based on Schwarz (1987).

Source: Authors’ Computation.

Table 2: Phillip-Perron Unit Root Test

Series Intercept without trend Intercept with trend
Level 1% Difference Level 1% Difference
CC -2.388071 -5.378326*** -2.389539 -5.241983***
LGDP -1.999234 -2.248283 1.152648 -3.626751**
LHCD -2.527852 -4.890280*** -1.576515 -6.702575***
PS -1.393421 -11.66282*** - -39.40169***
3.645835***

Note: *** and ** represent significance level at 1% and 5% respectively. The figures are the
t-statistics for testing the null hypothesis that the series has unit root. The lag length is
determined and fixed at 2 based on Schwarz (1987).

Source: Authors’ Computation

The results of the unit root test depicted in table 1 and table 2 showed that the series are
integrated of mixed order; that is 1(0) and I(1). This confirmed the relevance and justification
for the use of the ARDL cointegration approach.
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Table 3: Bound Cointegration Test

Critical

Model F-Stat. Sig. Level. Value
1(0) 1(1)
LGDP =F(CC, PS, LHCD) 8.282676*** 10% 2.72 3.77
CC=F(LGDP, PS, LHCD) 0.854968 5% 3.23 4.35
PS=F(LGDP, CC, LHCD) 14.76330*** 2.5% 3.69 4.89
LHCD= F(LGDP, CC, PS) 11.44071*** 1% 429 561

Note: *** represent significance level at 1% level.
Source: Authors’ Computation

The ARDL Bounds test in table 3 indicated long-run cointegration relationship among
economic growth proxied by gross domestic product (GDP), institutional quality proxied by
control of corruption, political stability (PS) and human capital (HK) in Nigeria from 1996 to
2018. Thus, the null hypothesis of no long-run relationships among the variables is rejected

(shown in the first row of table 3).

Table 4: Long Run and Short Run Coefficients

Variables Long Run Coefficients Short Run Coefficients

LHCD 3.549845*** LHCD 0.553516***
(0.0106) (0.0052)

CC 0.080672 CcC 0.012579
(0.4304) (0.4261)

PS -0.222706*** PS 0.026984***
(0.0017) (0.0078)

CONSTANT  -1.649993 CointEq(-  -0.155927***
(0.01724) 1) (0.0000)

Diagnostic LM JB HET

Test

Chi-Square  0.9279 1.038458  0.6357

P-value 0.8779 0.594979  0.5454

Note: *** denote statistical significance at the 1% level. The figures in parentheses are
the T-statistics. Serial correlation was examined using Lagrange Multiplier test of
residual (LM), functional form was based on Ramsey’s RESET (RESET) test, normality
test is based on skewness and kurtosis (JB) while Heteroscedasticity was based on

squared residuals on squared fitted values (HET).
Source: Authors’ Computation from output of Eviews version 9.
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From table 4, there exist a positive and statistically significant relationship between human
capital and economic growth both in the long-run and short-run at 5% level of significance,
while political stability has positive and statistically significant impact on economic growth in
the short-run but negatively and statistically significant impact on economic growth in the long-
run at 5% level of significance. These suggest that human capital and institutions are important
contributors to economic growth in Nigeria. The finding in this study is consistent with the
findings of the studies by Sankay, et al. (2010); Mba, Mba, Ogbuabor & Ikpegbu (2013);
Osoba & Tella (2017); Johnson (2011) and Dauda (2010) who established a positive and
significant relationship among human capital and economic growth. However, the finding in
this study is inconsistent with the findings of the studies by Easterly & Levine (2001); Temple
(2001); Bosworth &Collins (2003); and Amassoma & Nwosa (2011) who found a negative
relationship between human capital and economic growth. On the other hand, control of
corruption is statistically not significant in influencing economic growth, both in the short-run
and long-run. This is inconsistent with the findings by Zhuang, De Dios & Lagman-Martin
(2010); Acemoglu & Robinson (2008) and Kaufman, et al. (2009) who found a positive and
significant effect of institutional quality on economic growth.

However, a unit change in human capital leads to an increase in GDP by 0.6% in the short-run
and about 3.5% in the long-run. Also, a unit change in effective control of corruption will lead
to an increase in economic growth by approximately 0.1% both in the short-run and in the long-
run. Similarly, a unit change in political stability increases economic growth by 0.03% in the
short-run but reduces economic growth by -0.2% in the long-run. This implies that in the long-
run, political stability does not conform with the a priori expectation of a positive impact of
political stability on economic growth. The value of Error Correction Term of -0.155927
showed that disequilibrium in the short-run adjusted back to equilibrium in the long-run at an
average speed of approximately 16%.

The results from Breusch-Godfrey test for serial correlation and from Breusch-Pagan-Godfrey
test for heteroskedasticity revealed that there is no problem of serial correlation and
heteroskedasticity respectively (see table 4). Similarly, the CUSUM of recursive residuals and
CUSUM of squares presented in Figures 1 and 2 show that the data are stable during the period
under study since the statistics is confined within the 5% critical bounds of parameter stability.
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Figure 2: CUSUM OF SQUARE TEST

Finally, result from Jarque-Bera normality test indicated that the data are normally distributed
within the period under study (see figure 3).
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Series: Residuals
Sample 1998 2018

4 Observations 21
Mean -1.07e-17
3] Median 0.000614
Maximum 0.010940
Minimum -0.016536
) Std. Dev. 0.006635
| Skewness -0.537551
Kurtosis 3.175972
19 Jarque-Bera  1.038458
Probability 0.594979
0

-0.015 -0.010 -0.005 0.000 0.005 0.010

Figure 3: JARQUE-BERA NORMALITY TEST

Conclusion and Recommendations

This study investigated the relationship among institutions, human capital and economic
growth in Nigeria from 1996 to 2018 using time series data. Autoregressive Distributed Lag
(ARDL) model was used to analyze the data. The findings from the study indicated that there
exist a positive and statistically significant relationship among institutions (political stability),
human capital and economic growth at 5% level of significance in the short-run, while control
of corruption has no significant impact on economic growth both in the short-run and long-run
at 5% level of significance. Therefore, this study concludes that increased investment in human
capital development is a viable option in achieving economic growth in the long-run. On the
basis of this, the study recommends that government should increase its expenditure on human
capital development because of its strategic importance in economic growth. This can be done
by increasing public spending on health and education. Also, the current stability in the polity
should be maintained since it is growth-enhancing, and the fight against corruption should be
intensified.
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