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Abstract

The primaryfocusof this study is to highlight those unobtrusive, yet fundamental, factors
undermining economic development in Nigerito begin with, it positsthat the

decelerating pace of capital accumulation in Nigeria, which naturally occasions rising

unemploymentash poverty | evels, and widening in
possibilityd of capital i sanadequateate pfrpiofg e s i
from their productive processes | n turn, the 61l othenesulsoi bi |

the uneven development inherent in the modern capitalist structure, the high cost of
capital and of production peculiar to Nigeria, and the ineffective demand for goods made
in Nigeria these elements are viewed as been precipitated by mivadiations of the
contemporary politicabconomicarrangementhat organises the Social Structures of
AccumulationFor Ni g e r i aitistconteridedethatethermmiptrasjveelements
inherent in the contradiction of the politieetonomiceconomic hat undermine the
capital i st sawomanbnsuratedteyof profit in ¢ha comntrpeeds tde fully
addressedirst. Furthermorethis study suggests thatis crucial the country embraces
knowledgebased industrialisation if it is to achievesame form of 6 compet i t i
advant aged i n,whibhecoulg emalileats prauiectivk processesact a
commensuratelevel of pofit from the market To facilitate the knowledgbased
industrialisation, the state should, notyateate a conducive environment for industrial
developmenbut also play the lead role in transforming the peripreamdl oil dependent
economy to a knowledgeased econombpy coordinating business organisations and

investing in highrisk innovations

Keywords: Nigeria, capital accumulatiomhe rate of profit, financialisatioreconomic

development and neoliberalism



Declaration

| declare that while registered as a research degree student at this University, | have not
been a registered enrolledstudent for another award of this University or of any other

academic or professional institution, and that no material contained in this thesis has been
used in any other submission for an academic award. This thesis is the result of my own
investigation except where otherwise stated. Other sources used are acknowledged by

explicit references. A bibliography is appended.



Acknowledgements

I would like to express my deepest gratitude to my director of studies, Professor Vassilis
Fouskas (University dEast London), for his invaluable support and direction throughout
the entire duration of the preparation of this thesis. He was always available when |
needed his advice, and | am grateful for his patience, wisdom, and immense knowledge.
| also wouldike to express my sincere thankddoShampa Royukherjee (University

of East London) and Dr Raoul Bianchi (University of East London), for their unreserved

encouragement, feedback and support.

My appreciation also goés a number of staff membersdivers i t y of East
School of Business and LaWwat have offered constructicemments on certain areas of
this thesis. Furthemore, | acknowledge the commeiatisd suggestions of participarats

the Sheffield Political Economy Research Institute (SPERIjual conference held in
2014 and atheresearch workshop organised by the Group for Monetary and Financial

Studies (GEMF) in 2015, where parts of this thesis were presented.

| reserve my final acknowledgement for my parents and my whole family, idnse
and support throughout the years has been asaofistrength. Iparticular, | thank my
parents,Chief andMrs J. E. Udeoguboth for their acrifices and constant level of
encouragement. Special thanksasodue tomy siblings, UD Ada and Ifeawi, for their
understanding and encouragemémtaddition tremendous thanks are duenty lovely

wife, Aggy, for her patience, understanding and encouragemettidgrastew years.



Dedication

| dedicate this work to God and to my wonderful parents.

A



TABLE OF CONTENTS

ABSTRACT "
DECLARATION v
ACKNOWLEDGEMENTS \
DEDICATION VI
TABLE OF CONTENTS Vi
LIST OF FIGURES X
LIST OF TABLES Xl
PART ONE 1
INTRODUCTION AND THEORETICAL REVIEW 1
CHAPTER ONE: INTRODU CTION TO THE RESEARCH 2
1.0INTRODUCTION 2
1.1 RESEARCH BACKGROUND 4
1.2RESEARCH OBJECTIVEDESIGN AND METHODOLOGY 11
1.3CONTRIBUTION OF THE RESEARCH TO THE FIELDOF NIGERIA STUDIES 20
1.4SCOPE AND LIMITATIONS OF THIS RESEARCH 24
1.50RGANISATION OF THE HESIS 28
CHAPTER TWO: REVIEW OF THEORETICAL LITER ATURE 32
2.0INTRODUCTION 32
2.1ORTHODOX THEORIES OFECONOMIC GROWTH 41
2.1.1 The Harrodbomar (the nedeynesian) growth theories 41
2.1.2 The exogenous and the endogenous growth theories 44
2.1.3 The financénnovation endogenous growth theory 48

2.2THE SOCIAL STRUCTURES OFACCUMULATION (SSA)AND THE TWO MAIN CONTENDING
IDEOLOGIES 48

2.2.1 Embedded capitalism or the Keynes

bdanced growth theory 51
2.2.2 The FredMarket (Neoliberal/Supphgside) approach 61
2.3MAJOR CRITICISMS OF HE NEOLIBERAL SOCIALSTRUCTURE OF ACCUMWATION AND
THE ESTABLISHED GROWH THEORIES 75
2.4HETERODOX THEORIES OFEAPITAL ACCUMULATION AND ECONOMIC GROWH 80
2.4.1 The centralisation paradigm and its economic consequences 81

2.4.2 Theories of concentration of capital, crisis of accumulation, dependency and world

system analysis 84
2.5CONTEMPORARY HETERODX PERSPECTIVES ON TH FINANCE-LED GROWTH DEBATE 103

2.5.1 Origin and overview 103

VI



2.5.2. Review of some contemporary views on the findetgrowth debate 117

2.6 THE ROLE OF THE(RATE OF PROFIDIN THE CAPITAL ACCUMULATION PROCESS 129
2.7CONCLUSION 139
PART TWO 143
THEORETICAL AND EMPI RICAL INVESTIGATION OF THE NIGERIAN
ECONOMY 143
CHAPTER THREE:ANOVERVI EW OF NIR®ERCAA BEEONOMIC
ARRANGEMENT FROM 1945 TO 2013 144
3.0INTRODUCTION 144
3.1FROM EMBEDDED-CAPITALISM TO A NEOLIBERAL SYSTEM 144

3.20VERVIEW OF SOME MAJAR MONETARY REFORMS N NIGERIA FROM1959T0 2013 162

3.3CONCLUSION 164
CHAPTER FOUR: FINANC IALISATION, CAPITAL ACCUMULATION AND
ECONOMIC DEVELOPMENT IN NIGERIA 166

4.0INTRODUCTION 166

4.1.NEOLIBERALISM AND CAPITAL ACCUMULATION 169

4.1.1 Low profitability as the bane of capital accumulation in Nigeria 177
4.1.2 Main factors undeiining profitability in Nigeria 182
4.1.3 Summary of the outcome of the 2013 Expectation Survey 223
4.2FINANCIALISATION AND ECONOMIC DEVELOPMENT 225
4.2.1Phases of structural reforms in Nigeria 230
4.2.1.1 The first phagethe deregulation/liberalisation era 231
4.2.1.2 The second phaiséhe reregulation era 232
4.2.1.3 The third phagereturn of liberéisation and the creation of universal banking
system 234
4.2.1.4 The fourth phagebanking consolidation 235
4.2.1.5 The fifth phaskthe 2007/2008 global financial/economic crisis 236
4.2.2 Subordinate financialisation in Nigeria 239

4.3CONCLUSION 245
CHAPTER FIVE: SUMMARY AND CO NCLUSIONS 246

5.1 SUMMARY OF MAJOR FINDINGS 246

5.2 CONCLUSIONS 249

5.3FURTHER RESEARCH ISSHES 257
PART THREE 260
EMPIRICAL ANALYSIS 260
CHAPTER SIX: REVIEW OF EMPIRICAL LITERAT URE ON THE FINANCE -
GROWTH DEBATE 261

Vil



6.0INTRODUCTION 261
6.1 THE FINANCIAL SYSTEMAND THE ACCUMULATION-GROWTH PROCESS 262
6.2PRE-19905: THE FIRST GENERATIONSTUDIES ON THE FINANCE-GROWTH DEBATE 264
6.3P0OsT-19905; THE SECOND GENERATIONSTUDIES ON THE FINANCE-GROWTH DEBATE 278
6.4P0sT-20005; THE THIRD GENERATIONEMPIRICAL STUDIES ONTHE FINANCE-GROWTH

DEBATE 298
6.5CONCLUSION 304
CHAPTER SEVEN: ECONOMETRIC ANALYSIS AND DISCUSSIONS 305
7.0INTRODUCTION 305
7.1 DATA DESCRIPTION ANDSOURCES 305
7.2EXPLORATORY DATA ANALYSIS 307
7.3 MODEL SPECIFICATION 313
7.4PRESENTATION AND DIS@SSION OF EMPIRICALRESULTS 316
7.5 CONCLUSION 330
REFERENCES 333
APPENDICES 351



LIST OF FIGURES

FIGURE 1 - AVERAGE GDPPER CAPITA(CONSTANT2005US$)FROM 196010 2009............... 24
FIGURE 2 - AVERAGE PERCENTAGE CHANGE INTHE LEVEL OF CAPITAL STOCK IN NIGERIA

(L96Z20D0).....evvrereceeeeeeee e eemee st s s s s eeane et s s ettt rmnma et ennas 33
FIGURE 3 - REGISTERED UNEMPLOYMENT FOR PERSONS AGEDS+........cvcvieiiiiiiieeeiciiieeerieeeans 33
FIGURE 4 - FIGURE 4 - EMPLOYEE COMPENSATION(AS A RATIO OFGDP)......ccceiiiiiiiiiiecinns 34
FIGURES - INCOME DISTRIBUTION. ...eetuttteittteessteeessieneseessseeesssesssssesssssamsnsesssesesnssessssseeennes 34
FIGURE 6 - THE RELATION BETWEENINTEREST, SAVINGS AND INVESTMENT......ccccvvreiiirennnnnn. 71
FIGURE 7 - CURRENT ACCOUNT BALANCE (IN BILLIONS OF USS$).......ccccviiiiiiiieeeec e 145
FIGURE 8 - TOTAL RESERVES MINUSGOLD (FROM 1980385, IN BILLIONS OF US$)................. 146
FIGURE 9 - INTEREST ARREARS(IN MILLIONS OF USS).....cvviiieiiiiiiiiiiiiiie e 147
FIGURE 10- EXTERNAL DEBT STOCKS(%0OF GNI)...ccooeiiiiii e 147

FIGURE 11- HISTORICAL EXCHANGE RATE OF THENAIRA PER UNIT OF THEUS$(19801996)155
FIGURE 12 - RATIO OF AGRICULTURAL OUTPUT, OTHER MANUFACTURINGOUTPUT AND

NATIONAL SAVINGS TO GDP.....ooiiiiiiiiii ettt ree e e enaan e 156
FIGURE 13- GROSSDOMESTICOUTPUT BY INDUSTRIES(2013).....cuuviiiiiieeeiiiiiiiieeeiiieeeee 172
FIGURE 14 - LABOUR PRODUCTIVITY FER PERSON EMPLOYEDIN 2013USS$.........ccvvvvveeennne 190
FIGURE 15- INVESTMENTRATIO, LAGGED AVERAGE ROCEAND NETROCE.............cccveee.n. 194
FIGURE 16 - GOVERNANCE INDICATORS(BASED ON PERCENTILERANKS) ....ccivvieiiieeaiieeenne 197
FIGURE 17 - GOVERNANCE INDICATORSAND THE RATE OF INTEREST.......cceiiuiteiiieeaiieeaeens 198

FIGURE 18- CAPITAL IMPORTATION BY TYPE OF INVESTMENTIN NIGERIA (US$- MILLIONS) 202
FIGURE 19- HEALTHCARE FINANCING .....uuttttiiiiieeeeeeeeesenesssssstseeeeaaeesesssnssnnnssssssnsnseseens 218
FIGURE 20 - GRAPHICAL REPRESENTATON OF THE CORE FACDRS UNDERMINING THEPACE OF
CAPITAL ACCUMULATION IN NIGERIA.....cciiiiiitiireeiiriieeeammneassieeeeesssseeeesssssannnseeesnnnes 225
FIGURE 21 - SECTORAL DISTRIBUTIONOF COMMERCIAL BANKS LOANS AND ADVANCES (AS %
OF TOTAL LOANS TO THE PRIVATE SECTOR ...ciutvireeeiirireeessnsrinnneeeesssnessessssneeessnsnnnns 229
FIGURE 22 - RATIO OF STOCK MARKETCAPITALISATION TO GDP(IN PERCENTAGH ............. 237
FIGURE 23 - CAPITAL INFLOW TO FINANCE (% OF TOTAL CAPITAL INFLOW) VS. GROSS
INVESTMENT (Y0 OF GDP) ...ttt eeeaaeeaaaees 240

FIGURE 24 - CHANGES IN VALUE OF RIRCHASEDUS TREASURY BILLS AND PORTFOLIO

INVESTMENT IN NIGERIA ...cittieeeeiitieeeeeittinensaessssseaaaessssseeaesssmnnsseseessssnneeesssssseesan 243
FIGURE 25 - MANUFACTURING CAPACITY UTILISATION ...eeeiitvireeesirieeeeesssmnnseeseessnnsnnaessnnnns 251
FIGURE 26 - NORMAL Q-Q PLOT .ittttttiiiieeieieitiut s s seseissseeeseesatsnaaseeesssennnsesssesssnnnnseesseesnnns 313
FIGURE 27 - HISTOGRAM DIAGRAM .....cettittiiieeesieetiusnsmssisasseesseessssnnaeesssnnnnsesssessssnnnsaeeees 313
FIGURE 28 - CUSUM TEST...ttttiiiiii it ittt st seeees s s s e e e eeettitaa s s e e e e e eatnnneseeessssaanseeaeeeeesssnmmmseens 324
FIGURE 29 - CUSUM OF SQUARES TEST...uuttteeiiurreeeesissrersemameesssssesaesssssesesssnsssmmssesessssssees 324

X



LIST OF TABLES

TABLE 1- BANKING SYSTEM CREDITTO THE ECONOMY(1987-93).....ccevvvriiieeieeeivinviiieeen e 160
TABLE 2 - SELECTED COUNTRIESMACRO DATA FORZ2013......coiiiiiiiiieiiieeiiiiccmeeiies e e e 171
TABLE 3 - CAPITAL IMPORTATION BY NATURE OF BUSINESJUSS$- MILLIONS)...........cceeue..... 182
TABLE 4 - ELECTRICITY SUPPLY INDICATORS.....ccetttttttiieeeereeestimmmeeessnsnnseesseeessssnn s smnssnnnnes 189

.............................................................................................................................. 193
TABLE 6 - AVERAGE RETURN ON CARTAL EMPLOYED (ROCE)AND THE RATE OF INTEREST IN

INIGERIA ..ttt ettt ettt nee et e e ettt e e et e e ent e eemme e s bt e e an bt e e ente e e e nse e e emmestseeeaneeeeanbeeennree 193
TABLE 7 - LOAN CONDITIONS IN SOME SELECTEDCOUNTRIES......ceeiutieeiirieeireesimnneeeasseeeans 200
TABLE 8- INTEREST RATE(L198G2013).......uuuiiiiiiiieeeeiiaiimemsiitin et e e e e s e s sissmensisnnrne e e e e 227
TABLE 9 - AVERAGE EXCHANGE RATEINDICATORS (1991:2006).........ueviiiivieeiiiieesieenieee e 232
TABLE 10- THE USTREASURY SECURITIESHOLDINGS (20082013).....ccoviiiieeiiieeiiiieeceenee 243
TABLE 11- A BANK'S SUMMARISED BALANCESHEET......cctiiutiieitiiesieessmeseeessseeessseeessnneeens 270
TABLE 12- PCAEIGENVECTORS(FACTOR LOADINGS) ... vvteeiueiieaieeeeseeeremmesseeessnseeesnneeesnens 309
TABLE 13- ADF UNIT ROOT TEST RESUTS ....eeteiutiieiuieeeantreeasmnesesssseeeasssesessseessnssmsnsesseeens 311
TABLE 14 - TESTS OFNORMALITY L..tetiiiutieiuteeiteeestessmmnsessneeesseeesseeasessnsemmmsssessssesssessnsessnes 312
TABLE 15- SICLAG ORDER SELECTIONCRITERIA. ....c.uttitieaniiesieeesieeemmseesseeesneeesseeensessnsnens 318
TABLE 16- INITIAL UNRESTRICTED-ARDL ERRORCORRECTION ANALYSISRESULT.............. 319

.............................................................................................................................. 320
TABLE 18- BREUSCHGODFREY SERIAL CORRELATIONLM TEST....coviiiiiirieeiiiieee e ceeeenieenn 321
TABLE 19 - WALD TEST . .utttteeiitttiteesinteeeessmmssseeeseessssseeeessnsssssnansessasssseeessssssseessnssnmmssnseesnns 322
TABLE 20- RAMSEY'S RESETTEST....ccuttiiieiiiiiiee e s sittireees e e s sitee e e s sitee e e e s rmnesssneeeesnnnneeeeeens 323
TABLE 21 - RESTRICTEDARDL ERRORCORRECTION MODEL.......vvvireesieiiereessssinnnseeeeesannens 327
TABLE 22 - UNRESTRICTEDARDL ERRORCORRECTION MODEL....cvviieeeeiiiiiiireeeeeieeseeesaaeens 329
TABLE 23A - COVARIANCE ANALYSIS: ORDINARY ...coiiiiuiiiiiriietaeeeesssimmnssssssssnsssseeeaesssannnns 351
TABLE 24A - BREUSCHGODFREY SERIAL CORRERBTION LM TEST.....ceiiiiiiiiiiiiieeeeeeevieeeeeees 352
TABLE 25A - RAMSEY' 'S RESE TTEST. ... it iiiiieiiiiiii ettt teee ettt e e et e e e e e e eeeen 352
TABLE 26A - DESCRIPTIVE STATISTICS. .ectuuttttetistrreeesssssinassesesssssnssesssssssseessmmnmsssseessssssseees 352

Xl



PART ONE

INTRODUCTION AND THEORETICAL REVIEW



Chapter onelntroductionto the research

1.0 Introduction

The cause of Ni ger i a0 shaspeenraesubjedt afllongwebdte r d e
overtheyearSThe countr yos ,iethefaceahthecvast natara and human
resources abundanttine countryhasbeen the most baffling paraddkemarkably also,

there has been no consensgardinghefundamental factors undermining development

in the country.

Nigeria haswithout a doubt, sufferethanysetback$ some of which were seihflicted
(like the civil war)i that could be argued to hasemewhatontributed to undermining
its ability to achieve sustainableconomic developmerft Nonetheless given the

continued poor economic performance in the country in recent ttheshangein the

1 Factors, such as resource curse, inept government, weak institutions, corruption, civil unrest, unfavourable weather
conditions and lack of social capital have mostly been put forward as the main reason for the edetesimiation

in Nigeria (see Collier, 2008; Collier and Gunning, 1999a; Sachs and Warner, 1997 and Bloom and Sachs, 1998, for
instance). However, despite these views gaining traction in the mainstream, several other studies have also pointed to
external &ctors (such as imperialism and unfavourable international relations) as the main cause of underdevelopment
in Third World countries such as Nigeria (see Arrighi, 2002, Amin, 1977, Prebisch, 1963, Baran, 1957 and Singer,
1950, for example).

2 The Civil war in 196770 caused the loss af vast number of bothumanand physical capitallhe constant ethnic

and religious clashes have atsmtributed taundermining economic development in the country to some extent: The

Boko Haram insurgency thhaisbeen detsbilising economic activities in the northern part of the country since 2009

is a contemporary exampl®n the other end, the volatility of the price ofiodi he countrydés inain re
could also be seen as another element contributing to e@oogertainties, hence the inability of the economy to

develop.



political-economic arrangemehtould also be said to havéad little impact on the

countryods ecorfomic devel opment

In some waystherefore,the continued inability of the Nigerian economy to develop,
despite the change in the politieonomic armagement, can be seen as casting
aspersions on the findings of some of the studieshénad examined the Nigerian eas
especially thosehat contributed to the formulation dhe current arrangementithe
country.Thereforethe persistent underdevelopmeouldbe interpretedo suggest that
some fundamental issues undermining development in the courdre not been

adequatelydentified andaddressed.

Bearing these in mindhe focusof this study, thereforejs to examine those unobtrusive
factors inherent in the contradictions of the contemporary polHszainomic
arrangementthat havealso contributed to the persistent underdevelopment of the

Nigerian economy over the years.

3 The politicateconomic arrangement is interpreted here as the set of ideologies that govern both the political and
economic institutions that impinge upon the capital accumulation prdoegarticular, it is viewed as those set of
ideologies that expresses a perspective on the way an economy should run and to what end. The two main contending
ideologies are the fremarket system and the embedded or social market system. Tharfardet deology, also

known as the laissefaire system of capitalisation generally prescribe a minimal public enterprise and state regulation.
Social Market or embedded capitalist system, on the other hand, also supportaarketeeconomy; however, it calls

for state action in some sectors of the economy.

‘For instance, over 60% of the countryds population s
(accordingt o t he Wor | d B adespilegthe 2o0ninBbeirgainder peatetl)civilidle gsince 1999In
additon,he countryds official nat i on atlentiesnsimaa phk D990% enhile the at e

yout h-B58s @ L 5unempl oy ment -fiftiestaed the@ap bdiwean ithe iich and theepoomhiasibeen

widening despite the reduced government intervention in economic processes

3



1.1 Research background

The nature and sources of wealth of natibase been the lead concern of economists
since Adam Smith (1723790), Thomas Malthus (17€34), David Ricardo (1772
1823) and Karl Marx (1818883). Everthough the writings of these classical scholars
were diverse, ranging from philosophy to sociolaggonomic and socipolitical issues
remained central in their works: particularly those concerning economic growth, poverty

and inequality.

To begin with, the c¢enWeakhlof Natiorgfustrpabtishedo f A
in 1776, was that increasimgturns (on investments), which he posits helps to accelerate
the pace of capital accumulation cum economic-eihg, sems from the division of
labour. The division of labour, Smith remarkedetermines the level of labour
productivity, which influence the level of profits, from which further accumulation of
capital is possible. For Smith, the division of labour (or gains from specialisation) is
therefore therery basis of the wealth of a natigkdditionally, Smith also noted that self
interested purst of gain is productive of benefit to the society: he reckons that the
enterprise of individuals was capable, when left free of regulation, of carrying the
standard of material webeing of nations to heights hitherto impossible and scarcely
calculableOverall, Smith contended that division of labour and-fregket are the main

drivers of economic growth and development.

On the other end, reverend Malthus, in his famous bBekays on the Principle of
Population published in 1798&eckoned that unchecked population growth is the basis
of economic problems. Particularly, hegued that reproduction by the poor should be

severely scrutinised lest the world succumb to overpopulation, which he contends will



lead to chaos and misergince the population grows geometrically while food output

grows arithmetically

For Ricardo, who published hginciples of Political Economy and Taxation1817, if

both population and output begin to grow steadily, land will become increasingly scarce
relative to other goods. The law of supply and demand then implies that the price of land
will rise continuously, as will the rents paid to landlords. Agssult, the landlords, he
contended, will claim a growing share of national income, as the share available to the

rest of the population decreases, thus upsetting the social equilibrium.

Ma r xCamtal, published in 1867, focused more on the analysighef internal
contradictions of the capitalist system. Marx concluded that there is an inexorable
tendency for capital to accumulate and become concentrated in ever fewer hands, with no
natural limit to the process. For Marx, the development of the moadeustry cuts from

its feet the very foundation on which the bourgeoisie produces and appropriates products:
what the bourgeoisie produces, Marx noted, are, above all, its own gravediggdad

and the victory of the proletariat, Marx concluded, aevitable, hence the perpetual
contradiction of the capitalist system.
a system that has class struggle as an inherent feature, and which, in then)om)

destabilise the capitalist economic system.

Despite this tradition of classical politicatonomists writing on political and so€io

economic issuessconomic developmen(particularly regarding the issues of income

5 According to Dudley Seers, development means creating the conditions for the realization of human personality. Its
evaluation, Seers argued, must therefore take into account thked #sonomic criteria: whether there has been a
reduction in (i) poverty; (i) unemployment; (iii) inequalit$eers, D. [1972]. What Are We Trying to Measufé®

Journal of Development Studiés21-36).



distribution and poverty), as a theoretical topic, did not receive mueregttfrom the
economic profession until after the Second World War. In fact, the revival of interest in
development theory, particularly concerning the distribution of wealth, came at the wake
of the war. Mainly because several vadmaged nations weredking for ways to
reconstruct their economies, while the newly independent and less developed ones were
attempting to initiate programs in their

level of economic advancement.

It could be argued that the majatellectual boost to the development discourse, in the
twentieth century, actually came from the seminal publication of Simon Kuiribes
renowned Belarussiadmerican Nobel Laureaté in 1955: this is because the central

t heme of Kulreked papger was noke onothe character and causes of long

term changes in the distribution of income (income equality).

In the paper, Kuznets examined whether inequality in the distribution of income increases
or decreases in the course of economic growting data from the United States,
England and Germany, Kuznets posited that the relative distribution of income, as
measured from annual income taxes, has been moving toward equality as these economies

experience significant rises in real income per eafuznets, 1955:-8).

Also, Kuznets remarked that the wider inequality in the secular income structure of
underdeveloped countries is associated with a much lower level of average income per
capita (bid: 23): according to him, the unequal income stmectin underdeveloped

countries coexists with a low rate of growth of income per capita.



In sum, Kuznets concluded that the countries of Latin America, Africa, and those of Asia,
are underdeveloped because their rate of economic growth has been fahdowvibat in

the Western World.

Based on this looSerelationship between economic growth and living standards (or
development), greater attentisrasthus accorded economic growth theories; they were

thereafter seen as the nenmtor khor seo of ecC

Fromthe plethora of economic theories that emerged after the Second World War, the
Solow growth model i's stildl seen as the

theories in mainstream economibgcause of its parsimonious mathematical progerti

I n broad terms, Sol ow0s aThefitstyisthat § thehngtial t wo
capital stock is below a certain equilibrium ratio, capital and output will grow at a faster
pace than the labour force until tequilibrium ratio is approded. The other ithat if

the initial ratio is above the equilibrium value, capital and output will grow more slowly
than the labour force. The inherent implication of these propositions is that poor countries
(those with initial capital stockresumed tdoe below the estimated equilibrium ratio)

will grow at a faster pace and will catch up with the rich (those with initial ratio above

the equilibriumvaluejt hi s i s the basis of the fAconve

I n essence, iSkd okwdzsndthed,y yal 4 o0 TJaik.fthosems t

with low starting capital/labour ratiashave the potential to grow at a faster rate, and as

8 In the sense that the connexion, as Kuznets also condbite®6), was based on 95% speculation and 5% erapiric

information.



a result catch up (converge) to those already with higher capital/labour ratios (i.e. the rich

countres); if the level of capital, cum output, could be increased (Solow, 1956L)70

Fol | owi nfindirfgeahdahat@fsmany other notable economists at that time (such

as Arthur Lewis and Walt W. Rostow), many newly independent countries in Africa thus
turned their focus on mobilising capit&@onvention then was that these economies had
excess supply of | abour but deep Ofinanci
by Lewis in his famous booK,heory of Economic Growthiirst published in 195 and

by Rostow, in his bookThe Process of Economic Growttublished in 1960). It was

based on these prevailing analyses then that interest ceilings were cotigegiogied

by many government$p afford domestic capitalists cheap access to crédrighe bid

to accelerate the pace of capital accumulation cum economic growth.

In all, during the period from 1945 to late 1970, active government intervention in the
economic process was deemed necessary for mobilising capital, which was seen as
essentibfor stimulating the growth (and development) of the econoihe active
government participation was underpinned by the Keynesian view that the market
economy would not avoid serious depressions unless the government stood ready to

compensate for fluct@i@ns in private investments.

Notwithstanding the concerted efforts that were put in place to help develop the
underdeveloped economies in the 1960s/70s, many still lagged behind. So in the late
1970s, given the failure of many economies in the Third Wiarldatch up with the
development in the West (and the Ndrtthe United States mainly), attention turned to
economic liberalism. Government intervention in the economic process was subsequently
blamed for the sluggish performance of many of the devedgmzonomies. For instance,

a renowned economist, Ronald McKinnon, argued then that government intervention

8



creates fragmentation in the economy, and causes the misallocation of resources
(McKinnon, 1973). It was based on this, and other numerous argumerftsrward in
favour of freemarket, that most governments in developing countries, such as in Nigeria,

deregulated and liberalised their economies in the 1980s.

Without a doubt, since the turn of the twenty first century, following the deregulation and
liberalisation of the Nigerian economy, the growth ratthefcountrp s Gr oss Do m:
Product (which is the Aeconomic growtho |
developed and emerging economBsom 2000 to 2010, for in
grew at an average of 8% while that of OECD countries grew at an average of 1.8%, in
the same period. Il n essence, based on Kuz
wor khorse of development (the tidregithmad
to the level of income distribution (or development) associated with developed countries,

which had had such high economic growth rates in the past.

Unfortunately, however, beneath the promising economic growth outlooks and the
abundant natural anduman resources still lay a widespread underdevelopment: even

t hough the countrydéds GDP (the aggregate |
high over the yea, and despite the economy becomthg biggest in Africd the

majority of ordinary Niggr ans ar e st i | | no richer. I n
population still live below $1.25 a day and over 80% below $2 a day (according to the

Worl d Bankés 2013 esti mate).

7 These include the fremarket ideologies of Friedrich Hayek and Miltortheir arguments are discussed in more

details in chapter two.

8The countryds GDP was rebased in 2013 ancdcdnaastod.2resul t
trillion naira (equivalent to $510 billion) in 2013, r

Africabds.



In light of these, this study is structured to examine those unobtrusivengtmental
factors that are responsible for the continual deterioration of the capitalist accumulation
process, and as a result the economic development propensity of Nigeri@cilih of
this study will be onthe impact of thecontradictions of the piical-economic

arrangemente n Ni geri ads .ability to develop
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1.2 Researclobjective designandmethodology

- Research bjective

The inadequacies ofanypast studies that have tried ttetailthe causes dhepersistent
underdevelopnd in dewelopingcountries’ such adNigeriai have beemoted to derive
mainly from thefocusand, in some cases, the methodologespted by the researchers.
Forexample Kotz et al. (1994) observed that although many researchecsgnize the
inability to reproduce sufficient profas undermininghe capitalisaccumulatiorprocess

(and as a result the development of an econotimg) they (the researchershave
nevertheless often tendedigmorethe importance of thpolitical-economic arrangement

in the formation of expectations about the rate of profit, and in some cases, have failed to

provide a substantive account ofsthactor.

Regarding methodology, many past analyses bageaccused obeenfoundedpurely

ont he hypotheses of empirical enquiries t
events orn a particular epoch, which, as a resdties not account for historical elements

that could also determine development in an econdfoy example Price (1974)
remar ked t hat (1B78)a h d M& W&/ &)énquiriés Hn the reasons why

there were growing disparities between developed countries and poor countries in the
1970s spanned just a period of 25 years, and did not account for some historicatseleme
that may have had lasting impact on those poor countries stédiexdresult episodic

and purely empirical enquiri@ge seen dseen inadequate in accounting for characteristic
elementsi such as historical evenisthat might have haa lasting impact on the

economies studied.
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In light of these findingsthis thesisis structured to focus more on accounting thoe
political-economic and historica@lemens that determine, to a significant extent also, the

pace of capital accumulation along with economic development in an echnomy

To summarse, the main aim of this studyis to highlight those understatedbut
fundamentalfactors undermining development in Nigeridhis objective ismet by
analysng how the contradictions of theontemporaryframework for organising the
institutions that impinge upon theapital accumulationprocess (i.e. how the
contradictions of the politicecmnomic arrangemenfind some historical elemenis
such as the tendency for the rate of profit toifdtlavebeenaffecing the processsof
capital accumulatiomlong with economic developmeint Nigeria over the yearsThe

resear chos igsammedasddiigws ct i v e

1 To highlight thoseunobtrusivefactorsinherent in the contradiction of the politieal
economic arrangement and historical tretidg areimpeding capital accumulation

along witheconomic development in Nigeria

- Research dsignand approach

As have been notaghrlier, a plethora of past studies that have studied the African tragedy
have often tended to focus on moral and ecological factors, adminisinativepetene,

resource curse, nepotism and several other factor$yaredfrequently been apt to omit

9 Sincemany past studies have covered some ofdheious reasons why Nigeria has not been developing (such as
corruption, inept government, weak institutions, resource curse, adverse weather conditions etdherefwie be

synonymougofrei nvent i ng t h e sevssuesdsbb&inthecdnwewthid resedrah.
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the impact of the contradiction of the politicaéconomic arrangemerand historical

tendencies

In this study however the focus is on examining the impactoafththe contradiction of
the politicateconomic arrangemeand historical tendencies on the ability of Nigeria to

develop

The reason fothe emphasis on the impact of the contradiction of the polgicahomic
arrangements on economic development is predicatgtie suppositigras articulated

by Kotz et al (1994),that the alternation between long periods of stagnation in capitalist
history can be better explained by the successive creation and then collapse of the sets of

ideologiesthat governs (or shapes) the behaviour of grgerdmoting institutions.

Without a doultit is obvious thawwhen westudythe politicateconomic arrangement

that we are inherentlhevaluatingthe waythe behaviourgor features)of the various
political and economidnstitutions in a particular economy areodified and the
subsequent implications of such behavioural modifications on the capital accumulation
process. For examplihe capitalist, in business to make profits, beginsgsting funds

in raw material$ such as labour power, machinery, buildings, ahdrmnaterials, which

form thefactorsneeded for prodtion. Here, money and credit are essential because
money is required for paying wages and purchasing other inputs, and credit is needed to
facilitate purchases until incomes are recdiv€he financilinstitutions thus play a
significant intermediarrolein this processhieyassist the capitalist acquire commodities

for production (throuly the provisionof credits),and facilitate the exchangeof goods

throughthe provisionof payment mechanismb essenceanalysing thempactof the

13



financial system deregulatithon the ability of financial institutions to undertake
effective financialntermediation in the economwill no doubtdeepen our understanding

of the contradictiorfif any) of theideologiesthat underpinned the deregulation

Like the financial systemthe pattern of government involvement in the econdogs
alsoaffect all the steps of capital accumulationdese the government can enhatiee
profitability of investment (througbubsidies, greater commodity purchases, provision of
essential amenities etc.) or diminish it (through taxation, regulationBtci3. analysing

the pattern of government involvement in the economic process since theafiest
reforms and theffect on the aggregat@ationaloutput will invariably help us better
understand the implications of the reduction in state role in the accumulation process.
Again, this will also help expose the inconsistency (if any) of the ideological framework

that encouragenhinimal state intervention in the economic system.

The final step in the capital accumulation cycle, the selling process, involves the
capitalists realising their invested capital, plusugplusvalue The success ggalising

this expanded money capitdepends upon the structure of final demand, including
consumer purchases, state consumption, and the export m8rketshe pace of capital
accumulation is conditioned by the structure of hui@pitalist competition, the pattern of
domesti c andgowemmmeatpwahases, examining how the behaviours of these
demand institutions have metamorphosed since the emergence of tmafket system

will no doubtalsodeepen our understanding of how their reformation has been affecting

10 The deregulation was formed by a set of ideological frameworks, which favouredchdrket norms. The
deregulation renodified the features of the financial systerfor instance, it encouraged the removal of interest rate
ceilings. So by analysing the implications of the removal of interest rate ceilings, we expose the inconsistency (or

consistency) of the ideological framework that encouraged such feature modification.
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the ability ofcaptal asset$o earn sufficient rate of return that will ensure their continuous

subsistence.

In general, analysing how the behaviours tbé various political and economic
institutionsimpinging upon the accumulation process helwvanged over the years,dan

the impacts of these changes on the accumulation process will almost certainly paint a
clearer picture of the implications of the contradictiofes consistency)of the

contemporary politicakconomic ideologies that have shaped these institutions.

For effective analysis ofhe main politicateconomic arrangementbat hae shaped

Ni geri ads SoAccumllatioBB3Alsi nce o6he countryods
1960, two distinct per stuwliddsin juxtapodtibneheficsb u nt r
cycle, 1945 to 1985, represents the interventionistperiods 1 the pre
deregulation/liberalisation eiiawhen statded strategies shaped tpelitico-economic
structure/institutions.The second period, 19862013 represents the pesteregulation
andliberalisationor the freemarketled era whenthe SSAwas moulded to conform to

freemarketideologies

A casual observation of the growth rate of the examined macroeconomic vatheble (

level of gross capital stogkn the two sukperiods shows, on average, that lineels of

11 The Social Structure of Accumulatiomgcording td<otz etal. (1994: 1), refers to the complex of institutions, which
support the proas of capital accumulation. Theseludes political, economic and cultural institutions, both domestic
and international. The domestic institutions include the sfasbourmanagement relationthe oganisations of the
work processthe charater of industrial organisatiothe role of money and bankignd their relation to industrihe

role of the state in the econontlie stée of race and gender relatioasid the chrader of the dominant cultur&he

international institutionsnay concern the trade, investment, monefargncial and political environments.
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this macroeconomiwariable during the marké¢d periods have beesomewhabelow

the rates achieved during the stkge periodgseeFigure?2).

To helpdetermindf the declinecould also ke traced tdhe inconsistenciesf the adopted
ideologies that have shapdae SSA insights on thecapacityof these ideologiesto
acceleratecapital accumulatiomlong with economic developmeate soughtfrom the
groundbreakingtheoretical contributionof Adam Smith, Karl Marx and John Maynard

Keynes?.

In sum thereforethe researcleould be seen assing historical evidenceand seminal
theoretical construct® validateor repudiatethe logic ofthe contemporarypolitical-

economicarrangement.

This approaclof synthesizing historical evidence with theasyknown as thévlarxist
methodof analysi$®. It differs from the traditional system of applying readgde
theoriesto history.In essenceth e r e s e ar ¢ h 6 coulchba seen aaautipal 0 a ¢ h
analysis oN i g e politisaBesonomicarrangementsrThat is,the two main ideological
frameworks are studied in juxtapositjcend historicalevidence in combination with

Smithos, Ma r xgbosindbaeakthg céheilyutioessstused toevaluatethe

12 That is insights are drawn fromeir theoreticalcontributionson elements that determittee rise and decline of the
modern capitalist systemin some senstherefore this thesis could be said to be in the p&hithian, Marxian and

Keynesian tradition: which | take to mean that Smith, Marx and Keynes provided thesshaildiants upon ich |

stoodin order to see far and deep into the essential character of a capitalist economy. However, this does not mean that
Smit hdés, Mar x 6 sweeemetely Ktergreter i this stualy. Rasher, what is achieved by standing on their
shouldes is the understanding, from their point of view, of the intricate dynamism of the modern capitalist Sgstem
knowledge gained is then usedetaluaé thelogic of thecontending approaches that have mouldeSha

13 The Marxist methog as formallydefined byMandel [1968: 18]js an integration of dialectical rationalism with

empirical grasping of facts; i.e. a critical, materialistic, dialectical interpretation of history
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ability of the political-economic arrangements promotecapital accumulation along

with balanced development in the econamyhe longefrun.

- Research mthodology

The empiricalanalysis carried out in this researcising annual timseries datarbm

1961-2013, is divided into two

(1) Statistical testing and

(i) Econometric analysis

First, to be able taest thesignificance of the differencebservedetween thenedians
of the selected macroeconomic variafttee gross capital stock) the two sukperiods,

the research questias restatedas follows:

1. The null hypothesis(Ho): this stateghat deregulation andiberalisation of the
financial system (markded strategies) have had the same impactthan
economicvariable as statked strategiegthe interventionist approachedhis
hypothesis is basesh the premise that thmedianof the real economic variable
during the marketed epoch isnot significantly different from thatachieved

during thestateled epoch

rrrrrrrrrrrrrrrrr

Where Hirepresents thenedianof the share in the gross domestic prodoicgross

capital stockn thefirst subperiod and[zrepresents same, but the marketed epoch

2. The alternative hypothesfbl1): this stateshatthemarketled strategiebave not

postively influencedthe macraconomic variableThis is premised orhé fact

17



that the medianof the real economic variablguring the markeled epochis

significantly different from thatin the statded epoch.

"""""""""""

il. HiJuf e é e éeéeéeéeeéeeeéeé . (Eql2

The MannWhitney (1947)echniques used to ést these formulated hypothesgis:en
that the variablés not normaly distributed {.e. isnon-parametri¢?). TheMann-Whitney
testcompars the two subperiods ancestablishesf the differencebetweenthe median
of the economic variable the two periodss statisticallysignificant In other wordsit
compares if the levels of gross capital accumulation in the twepeubds are

significantly different

For the econometrianalysisa modifiedempiricalmodel| the Autoregressive Distributed
Lag (ARDL) approach to cointegration testirds© known atheBoundsTestingmode)
i developed byPesaran an&hin (1998)i was employedwith regressors of financial
development variables, including some conditioning informationtseest thenotion

that financial deepening (often attributed to deregulation) spurs economic development.

The individual finance proxiessed in theempiricalmodelwere designed according to
those used earlier biroubini and SakxMartin (1991) King and Levine (1992)
Odedokun (1996aand Levine (2004) The dhata for thefinanceindicators were taken
from the Federal Reserve Economic Database (FRED) and the Central Bank & Nigeri

(CBNb6s) .dat abase

14 The outcome of the normality tetee Table 14) shows that this variatdenbrnormally distributed (i.e. non

parametric).
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Thefinancial development variablesedin the empirical analysiarei

I The share obank private credinh GDP(BPC)

il. The share ofleposit money bank assets in GIDMBA)

iii. Theshareof i nanci al sin&GPRAABOS deposits

Y2 Depositmoney bank assets to deposit money bank assets and central bank
assetsDMBFA)

V. Ther ati o of banksdé 8CDpdit to banksd d

Vi. Theshareof he centr al baGBK)6s assets in GL

Vil. The ratio of liquid liabilities of the financial system to GIN®)

Viii. Theratio of quasiiquid liabilities of the financial system to GDB)

In the modified empirical mode| the share of capital stock in GDRabelled(CKG) is

used as the dependent variable. The fdate variablevastaken fromthe PENN World
Table(PWT), version8.0, compiled byreenstrat al. (2013) The choice of this variable
was influenced by the finding that it is econometrically practical to usshtre of capital
stock ineconometric analysegiven that it isasierto capture endogenous elements that
affectit than those affecting the aggregate GDP variabtee e Oded ok und s,
1996b, views on this). Furthermore, this variable was chosen becasubeutght to relate
more directly with the three core pillars of developniemthich areemployment)ow

level of poverty andniequality It is believed thaan increase in capitacaumulation
(industrialisation)will , almost certainly, reflect in increases in the rateraployment

which oftenentails reduction in the level of poverty and income inktyua

On the other handhé choice ofconditioning variables wernafluenced particularly by
the studiedy Levine and Renelt (1992Jhe poxy variable for trade policy is the ratio

of exports to GDPJHX 1 to proxy trag opennessFor fiscal policy,the share of
19



government expenditure in GDBQVT) is used. Th&DP per capita annual growth rate
(GDPKC, to proxy rate of growth of initial income3 also used as a conditioning variable
andthe spread between deposit and lending IABRREAD is used to proxy financial
liberalisation (i.e. to proxy the competition between Deposit Mddeks) The annual
average inflation rateGPl) is alsoused to proxy monetary poligynterest rate ceiling
deregulation) The conditioningvariableswer e sour ced from ¢t he

statistical database

In order tocapture all theffects of thesevariousfinancid deepeningndicators that have
been traditionally employed in related studiesthout overparameterizingthe
endogenous growth modetomposite indicater of financial developmentvere
generated These synthetic composite indicators wereated using the Principal
Component Analysis (PCA) approadrhe PCA approach helpgcumventhe problems
associated with multicollinearitygiven thatmost of the financial deepening indicators
are hidnly correlated gee Table23A in the appendix The PCAapproach have been
widely adopted by similar studiesgeAng, 2008; Grieset al, 2009and Sahay,et al,

2015 as a method of ascertaining the impact of substantially large variables without over

parameterizing a model.

1.3 Contributionof theresearcho the field of Nigeria studies

Although the weight ofhe arguments from past studibat have examined the effects of
the contradiction of the politicaconomic arrangement on the real econocang
undeniably persuasivihar conclusionshowevercamot be simplyaccepted as thaost
completeexplanation ofhecauses of thpersistentlecline in capital accumulatigalong
with the increasing level afnderdevelopmenth Nigeria This is becausmany of these

past studieavemostlyanalysed theontradiction of the politicaéconomic arrangement
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by explaining theirimpacton developedor Latin American economie$or example,
while Krippner (2009, Crotty (2005 and Orhangazi(2008, to name a fewfocused
mainly on the US. economy when they discussed ttensequences of the fresarket
ideologies on the real econopiyaima (2013) andChandraekhar and Ghosh (2013)
focusedon emerging andLatin American econoras. A few othershave mostly focused
on European economigg.g. Fouskas and Dimoulas, 2013 ahdpavitsas,2013a).
Therefore given that there are huge differences between the finanaald economic
structures in theeregionsand those imNigerial®, it will certainly besomewhagrroneous

to usethe conclusiongrom thesestudies talso account for the experiencesNigeria'®.

On the otheend a plethora ofempirical studies employing crossountry comparison
(panelor crosssectionalanalyseshnd countryspecific (time-series)approache the
study of the financial developmergconomicgrowth/developmeninexus, even those
conducted concerning Nigeria, harstlybeendesignedvith GDP (in somecases the
per capita componenr its growthrate) as thé sole dependent variaBleSuch models
howeverhavenow been showiio be flawed due to thenconsistency inherent iasing
the GDP variable(or its counterpaytor ther rate of growth)in any econometricnodel

that is mostly populated by finanal development indicatorgas the explanatory

15 The dfference in the sticture stems from the sipé the financial institutionsperating in these countries and those

in Nigerig including the level oproduct sophisticatiofwith regards financial products). Thevel d development of

human capital, the podamfrastructureprevalent in Nigeriandthe lowtechnologichadvancement also contribute to

the difference between Nigeria and these other economies.

16 Although thereare studies that hawgitically examined the impacts of neoliberal reforms on developing economies

(see for instance Easterly, 20@trighi 2002and Samir 201 these stdies however did not extensively, as did here,

deal withall the peculiar elementsn der mi ni ng Ni geri abs economic devel opme
17 See for exampleFowowe (2008)Udoh and Ogbuagu (201a8hdUjunwaet al.(2012)
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variables®). In view of this pastempiricalstudiesthat used the GDP aggregate as their
sole dependent variabt®uld also be argued to be incomplete with regards provaling

consistentinalysis of the finanegrowth nexus.

Aside theinconsistencyf using GDFor its growth rateas the sole dependent variable
in a model that utilizes financial proxies as the main explanatory variahless
indicatos have also been shown to loor indicatos of development. In facRiketty
(2014)remarled that, contrary to the beli#iat economic growtlfrepresented by the
national output i.e. the GDP)s a growing tide that lifts all boatasclaimedby some
author3, that it actually mask the underlying inequalities afd the overall
underdevelopment) in a country. Thise explainedis becausehe Goss Domestic
Product (or its rateof change)could beincreasingwhile the unddying indicators of
development employmentJow-povertyand income inequality levelsareworsening
given that the indicator only shows the aggregate output and does not reflect the internal
distribution In essence, not onbrepreviousempirical modelgthosedesigned with the
GDP indicatoy missspecified,they are also inadequate with regardseasuringthe

determinants of economic development

Additionally, severabf thepastempiricalanalyses havalso been shown to be somewhat
inconsistentbecause of theonflicting exogenous variables used in the analyBer
instanceAng (2008)remarked that many past studies that have investigated the finance

growth nexus try to include as many financial proxies as possible in the estimation in

18 Odedokun (1996a, 1996bpserved that the GDP indicator is an inappropriate dependent indicator in a model that
uses mostly financial development variables as explanatory variables because the Gross Domestic Product (or its
growth rate) is fiected by a multiplicity of factors that are often not sufficiently captured by financial proxies.
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order t o pr es e n ttureof fimemaiabdevelopmentolvever,dé notpd
that this leads to the probleoh multicollinearity in both crossectional and peel data
investigations, as well as ovparameterization in time series analyghe consequence
being the production of spurious resultsessencehe results fronmostpastempirical
studies on the theme of this research could also be sdid based because of the

presence othis statigical problem

Overall, his study contributes to the field of Nigeria studiediling the gapsthat exist

in both the theoretical and empiridaératureon growthand developmenh Nigeria It
combinesrelevant theoreticatonstructsi which cogently explain thefundamental
factors that constitute to the formation and decline rofeeonomic system with
consistent empirical measurés the critical assessmenbf Ni ger i ads deve
problems.To beginwith, this study deviates from the orthodox approach of analysing
Nigeriad s p r pupely lgased on the factors internal to the couming by imposing
readymade theoreticalogics on history. Rat her , it studies N i
juxtaposition withthe worldsystemand imposes historicavidenceon theoretical logics.
Secondly it synthessesthe explanatoryariables to form a composite index that resolves

the issuesf multicollinearity, without sacrificingelevant variables. The empirical model

also adopts a dependermriablethat is econometricallfeasible to measurandwhich

at the same timeelates directly to economic development.

In essenceby adoptinga peculiarapproach, whicthasnot been prewusly coherently
appliedin thedi scussi ons regarding Nand ey alsa 6 s 0
employing a wide range of consistent variables in its econometric analyisestudy
contributessignificantlyto the existing body of knowledge aprbvidesa more coherent

perspectiveon thetrajectories of economugndedevelopment in Nigeria
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1.4 Scope and limitations of this research

The focus of this study isto elucidae the impact of theinconsistency of theolitical-
economicarrangementsn N i g esrahility to develop First, Nigeriais an interesting

case becase, relative to its own historgnd in comparison with other countries
(especially Indonesithatwas comparable to her in most respects in the 1866% the
countryds economi c de vkolesgmpievhile tha perecgpgad y s
income of the country has stagnated, those of Indonesia, which were relatively lower in

the 1960805 haverisen faster (seEigurel below).

Figurel - Average GDP per capita (constant 2005 US$) from 1960 to 2009
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Nigeria GDP per capita (constant 2005 US$)
Indonesia GDP per capita (constant 2005 US$)

Source Own elaboration based on data from the World Bank 2015 Development Indicators.

Secondthe strategic relevanad the country to the stability and developmentihef Sub

Saharan African regioand Africa as a whole, maké$i g e r idead@welopoment a
pressing issueThis is becausaligeria accounts foover 30%of ther e gi onds nat
output and over 50% of the e gi o n 6 s . Thergiowela avibranb and growing
Nigerian economy wilcertainlyact as a strong growth pdier not only the region but

Africa asawhole
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Without a doubt the focus on Nigerialone hasa noteworthy downsidebecause it
restricsthe generalisation of the research outcome. Though truenigthelesdoes not

take away the validity of the findings. In fact, stuéfésmve shown that countigpecific
studies perform better in elucidating the main underlying factors concerning tindtyco
than pooled or crossectional studies that lob countries with heterogeneous identities
together, thus masking the peculiarities of eadld, in some cases, the distinctive
historical factors that hawshapedhe saial formations of each countrin essence, it is,

for the sake of practicality, better to study an individual couintrjuxtaposition with the
world-system) than to lob heterogeneous economies together, for the sake of

generalisationwhichin turnhas no policy relevance

On the otherend the major causes of the continual underdevelopment in Nigeria, as
postulated in thistudy, are mostlyplamedon the contradiction dhe political-economic
arrangemenand some historicalementswith less emphasis on administrative, moral,
ecological and some other indeterminate constraifite reason for this deliberate
emphasis is ndhat these other issues are trivial, but ratherrtadtof themhave been

exhaustively deliberated

Giventherefore thathese other factors have been comprehensively discussdtfhus
be synonymous tére-inventing the wheél(aside the word count limit) if tlyewere to
also feature extensivelyn this researchFurthermore, d@hough it is true thatvhen
administrative moral, ecological and the numerous other indetermic@atstraints are
presentthe resolution of some of thesues explicateth this research couldtill be

doubtful in makng much meaningful headway in the acceleration of economic

19 See Ang (2008) and Arestis and Demetriades (1997), for instance
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devdopment in Nigeriagiven that corruption, bad weather, bureaucratic bottlenecks, and
nepotism, etc., can still significantly undermine any meaningful policy intentions
Neverthelesssince it is more effective to tackle econonssues firstin order togain
political support andhenadministrative competence for bolder actitater,addressing

the problemgaspointedout in this study) that undermine the accumulation process first
could perhaps stilprove to be a more viable entry point for effee reforms that could
accelerate development in Nigerighis is becaushigh employment and low levels of
poverty and inequality (most of which derives from increasing level of capital
accumulation)often ensurepeaceand reductions in nepotism and corrapt which,
altogetherare the right recipe fax sustainedievelopment in the long réfh In essence,
addressing theconomidssueghat affect capital accumulation (commerce and industry)

first could perhaps be a better strategy for an effective develofpdrive in theend

For the empirical analysithedataused were restricted the periods from 11 to 20B.
First, this was due tthe availability of dataSecondlybecause of the need to eliminate
periods of structural breaksperiods withanunexpectedshift in the time series-or the
theoreticaldiscussios (chapters 1 to 5), references are madeidtoricalfigures as far
back as 160 (the yearthe countryreceived itandependencéom colonial rulg¢ and as
most recent as 2@Xthe lastyear for theofficial figures held bymany statistical sources
consulted as of January 201B)r the empirical analyselspwever figures for the period
from 196l to 20B were used in order to circumvent tHistortion effect of structural

breaks, whichalminated fron2013r e basi ng of t he c.onagluding y o6 s

20 Adam Smith did note this point in his writings. Hiel remarkthat growing commercenad manufactures introduces

order and good government, and with them the liberty and security of individuals among the inhabitants of the country,
who had before lived almost in a continual state of war with their neighbours and of servile dependenbgiupon t
superiors (Smith, [1776] 2005: 331).
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data from this period would haveled to forecasting errors and unreliability of the
econometric model in generalecause of thabnormafluctuation inthenationalfigures

that resilted from the rebasing exercjsehich isnot cyclical

In addition dthough careful consideration was given to theice ofsourcef daté?,
the validity of theecollecteddata could still be questiondoecause of human fallibility.
In essence, conclusions drawn from the empirical analysis may still havestament
of errordespite the careful consideratiddowever to reduce the amount of bias that
could arise because of the unreliability tbE datasource attempts are made, wige
possible, to corroboratgata fromdifferent sourcesn order tominimise the degree of
datairregularity. Nonethelesgthis does natompletelyabsolve the e s e aondubiah s

from any data irregularity

Overall the scope of thistudy, that isthefocus onNigeria and on external environment
elementsincluding the perceived limitatia{the non-generalisation of the outconaad
the possible unreliability of the secondary data ysedld be saido poselittle threat to
the validity andcontribution of this researchihis is becausthe many advantages the

researchafter all,dwarfthe few shortcomings.

21 Most data used in this study were collected from official sotirdbe World Bank database, the Central Bank of
Ni geri adbs database, the Federal Reserve Econanamicc Dat a
Outlook database, the International Lab@nganisation (ILO)staistical database, the World Trade Organisation

(WTO) databasand the United Nations statistical database.
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1.50rganisation of the thesis

For a coherent discussiosiibsequent chapteos this thesisare structured as follows.
Chapter Zoresents the review of sontigeoreticaliteratureon the capital accumulation
growth/development nexusThe chapter begins with a discussioihthe concept of
6engi ne of inkectioa2.Q):isa&ceted to biere that the main reason for the
persistent underdevelopment in Nigagdhe decelerating pace of capital accumulation

in the country?.

Chapter2 continues with an extensiveview of someleading mainstreartheoriesof
investment growth (these are set gutsection 2.1)starting withthe HarrodDomar

anal yses. Thi s section al so di scusses
shortcomings. The endogenous growth theories that were propounded in the 1980s to
addresssomef t he i nadequacies of Sol owbés the

section.

Section 2.2 documents a detailed analysis of the emergence, features and contradictions
of the two contending frameworks for organising the poltem@inomic institutionshiat

impinge upon the accumulation process. The theoretical support for the argument put
forward in this thesis is partly formulated in this section. Section 2.3 documents the major

criticisms of the established growth theories bBiedature

22 For increasing capital accumulation has, as a corollary, rising employment, and decreasing poverty and inequality

levels.
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Section 2.4 dcuments some of the main heterodox theoretical arguments that have been
put forward to counteract mainstream theories of economic growth. This section
examines, in particular, Marxian theoretical constructs of capital accumulation and
economic developmeiitranging from the centralisation and concentration paradogm

the crisis of accumulation, dependency and the world system analyses. Section 2.5
discusses some contemporary heterodox views on the impact of tmedirest system

on the real economyvhile section 2.& ont ai ns di scussions on
profitdo i n -growthp@cessiuigawgled herdata commensuratateof

profit, a factor that isoften omitted in development debateés,vital for accelerating
economic develpment, gice profit is a fundamental element that determines the pace of
capital accumulation, which will invariably stimulate economic developméniis,
understanding factors that undermine the rate of pi®fdontended to be integral for
pinpointing the factorsthat undermire economiadevelopment. The conclusion to the

chapter is contained in section 2.7.

Chapter3 containghediscussion omNigeriad s  p edcandmiic erevifonment since the
BrettonWoods agreementhe chapter discusses the polittegbnomic arrangements

t hat have been in place since the country
or factors that necessitated the transformation from the embedded capitalist system to the
freemarket system, and the main features of trgstems. A summary of the main
monetary policies that were implemented in the country from 1959 to 2013 is contained

in 3.2, with theconclusion to the chapteet out in 3.3

Chapter 4documents theperceived unobtrusive yet fundamental factotbat are
contended to dwve contributedsignificantly to the perennial underdevelopment of the

C 0 u nt r ecanemy overdhk yeamBarticularly, it discussdhe variousonsequences
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associated withthe contradictions of the politicglconomic arrangements thaave
moul ded the structures of accumul afheon i
chapter isorganised as follows:estion 4.1 starts with the discussion on how low
profitability is the bane to capital accumulation, along with economic devetdpine
Nigeria. In section 4.1.1hé factorsundermining the ability of capitalists in the country

to earnthe adequatdevel of profit, which could sufficiently validate their business
obligations and as suchi@v them to grow, are examinet@ihese factos are graphically
illustrated in section 4.2 with data from the 2013 Business Expectation Survey (BES).

In section 4.2, the inadvertent trends that have emerged in Nigeria, which are contended
to have been occasioned by the contradiction of thenfi@ket reforms (such as the
deregulation of interest rate and capital account controls and the liberalisation of trade),

are exhaustively examined. The conclusion to the chapter is contained in section 4.3.

The second part of the thesis concludes whidpte 5, which contains the summary of
the major findings of the research with some concluding remarks, and suggestions for

future research attention.

For the third part, the section starts with a review of empiliiesbtureon the finance
growth nexud these are documented in chapter 6. Since early 1970, attentibedras
onthe role of the financial system in economic developniérg financial systens now
seen as théxle that spins thengineo f g r. @aweltfimétioning financial system is
argual to be paramount for acceleratingetpace of capital accumulationhd critical
roles the financial system plays in the economic prodessin stimulating capital

accumulationarebroadlyexaminedn section 6.1

Despite the increasing acceptant¢he critical role of the financial system in economic

devel opment , the rel ati ons hdefnedmariowyae n f i
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deepening in the financial systénand economiclevelopmenthas been anajorcause

of disagreemenin academic coursein recent yearsThe confliction arises from the
impact some policieare viewed to haven the financial system, and subsequently on the
real economyThe critical review of some of the leadifitpratureon this debate are
contained in sections 6.2 to 6.4cfon 6.2 provides a critical review of some of the first
studies on the finanegrowth debate (i.e. the p#990 studies)while section 6.3
discusses the second generation {890s). The more rene studies (the third
generation/pos2000s) are reviewed in section 6.4. The conclusion to the chapter is
contained irsection 6.5Theeconometric analyses conductedelation to the financial

deepeninggrowth debate are included in chapter 7.

Taken bgether, it is hoped this research will paint a clearer picture of the effect of the
contradictions of the dominant politicatonomic ideologies in Nigetiand,perhaps,
will be instrumental irreshapingpolicies that will help accelerate the pace ofitzp

accumulation along with economic development in the country someday.
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Chaptertwo: Review of theoreticdlterature

2.0Introduction

Ni g e r i aiél sndgydevelepment could baid to be the resutf the declining rate

of capital accumulaticii in the domestic economyor a declining rate of capital
accumulation (real investment or industrialisation) has, in addition, rising unemployment,
which accelerates poverty and widens income inequality. Ak&@bvious benefitshat
derivefrom the expnsion of capital accumulatiothe enhancement of skilissuch as

the training of manager$ and the dispersion of technology also emanate from the
expansion of industrialisatiomhese latter benefits are often viewedteshnological
externalities they are claimedo benefitthe development of theider economyalsoin

the longrun (see Levine and Zervos, 1998).

Since early 1980, the rate of growth of the real capital stock (a proxy for capital
accumulation) in Nigeria has declined sharply (see Figlnedow). Thedeceleratiorof

the rate of accumulation of capital could be seen to have, irettgried significant social

and economic cost on the country: the rate of unemployment in the country has risen

considerably over these years (see Fig®)rand employee compensations (nominal

23 Capitalaccumulation, as interpreted in this text, follows the definition given by Marx ([1867] 1990). It is viewed as

the capitalist process of reconvertisgrplus valueinto capital. Surplusvalue, on the other hand, is defined as that

extra value that is cread from the sum of the values of the commodities (such as labour, raw materials, machines etc.

T referred to as inputs) used in productidsid). Surplus value is derived as follows: in teC-C'-M! circuit, C is

commodity capital, which contains constaapital,c and variable capital,, SoC = c + v. When transformed through

the labour process of production, it becoi@és (c + V) + s, wheresis the surplus value. This surplus value, according

to Mary, is a mere congelation of surplus labour tintee 3urplus value can be split into various piapsofits, interest,

mer chantdéds profit, rent, et c. I'n simple terms however
employment of a giveaapital: Capitalis seen here as only those rases (e.g. money) that begets commodities (such

as raw materials, labour etc. [the factors of production]), of which their interaction in turn also beget the original money

expended, including the surpiualue which can be reconverted into further accamh of money capital.
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incomes)havedeclinedsignificantly (seeFigure 4. These economic deteriorations also
reflect in the increase in the number of people living below the poverty line in the country
i which has witnessed shaipcreasesince the miel980s Furthermore, income

inequality hasalso beerwidening(see Figure b

Figure2 - Average percentage change in the level of capital stock in Nigeria-RUAG))
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Source: Own elaboration with data from the Péforld Table, Version 8.0, compiled by Feengttal (2013).

Figure3 - Registered unemployment for persons aged 15+
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Figure4 - Figure4 - Employee compensation (as a ratio of GDP)
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Figure5 - Income distribution
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Source: Own elaboration based on data from World Bank 2014 development indicator database,

http://databank.worldbank.org/data/views/variableselection/selectvariables.aspx?sourceeweidgment
indicators

In sum the deceleration of capital accumulation could be ar¢uédone ofthe main

reasorfor the growing unemployment, poverty and widening of income inequathg

three pillars of developmeiitin the economy: a declining rate of capital accumulation

couldthusbe said to refleca growing underdevelopment in the economy.
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The pace and character of industrial developrientapital accumulatiom)f a country,

as the World Bank carefully articulated in its 1987 development report, and which Kotz
et al(1994) also summed in their book, depends on several factors, whightjfiriwvas
claimed accelerates the capital accumulation process and economic development
consequently. These factors, as the Bank and Kbtal highlighted, include- the

c ount r yitsatusliardephysical resourceshe external politicaécononic
arrangementthe stability ofgovernment and institutions, and their ability to promote
effective fiscal, monetary and exchange rate policies that are condocindustrial
developmentthe skills d its peopleand a series of other factors that, oveey or the

other, impinge upon the accumulation process (World Bank, 1987;eatz1994).

These factors if harnessed effectively, it was remarked, determine the pace of capital
accumulation and promotes economic and social development llontdpeun. In other
words, when these factors are not harnessed, there is a tendempacehef capital
accumulation along witthe developmenbf a given countrycould decelerateThis is

why, over the years, it has been a standard practice for analysts to examioetwoor

a combination of mangf these factors, and how their development or underdevelopment
impinges upon the accumulation proceBsr instance, the cause of the declining rate of
real capital accumulation in developing countries such as Nigetlee 194060s was
largely attributed to the low rates of savings that were prevalent in many developing
countries at that timgseelLewis 1%5 andRostow 1960)In fact,these scholars remarked
then that any key strategy of -odfefvée !l iomp mEm
World countries would require the mobilisation of domestic and foreign savings in order
to generate suffient investment to accelerate economic development. Furthermore,
weak financial institutions widespread in many Third World countries were also seen to

be contributing to the low rate of savin(faikorski, 1996) the weak institutions were
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seen to be ineffective in mobilising the scarce financial resources needed to quicken the
pace of capital accumulation that waiccelerate economic developmegigually,
immediately after the Second World War, capitalism as it were then (unfettered) was
deemed to have failed to guarantee overall dveihg (development) of human race;
Minsky (1986: 121) noted that it was selident in the 1930s that thiéberal market
systemwas 6 a fralilnialkloe @do e c o n ohepadliticdeconamici t i e
arrangementdd E ¢ o nlibemalisodwasalso deemed ineffective at quickening the pace

of economic development in most eoames such as in Nigeria

In general,given this consensushen, the 1940s1960swas thus replete with various
suggestions for reforming thiberal market mechanism. As many economists argued at
the time, to achieve a close approximation to full employiren appropriate use of fiscal

and monetary policy was needed. Most posited that the only democratic way forward,
which would guarantee peace, inclusion, improved -veilhg and stability, was to
construct the right blend of state, market, and demodretiitutions (that is a regulated
political-economic arrangement) that could facilitate the mobilisation of savings, address
weaknesss in the financial systems aimthe real economyiven that thdiberal system

was a oO6fallible coordinator 6.

As aresult of this general consensum the ability ofgovernment intervention in the
economic processes to amelioratethgousinstitutional weaknessemd to assist with

the mobilisation of savinggovernment participation in the economic processee

thus deemed both pertinent and necessary for stimulating capital accumulation, and for
accelerating economic development in most countriesL&wy (1993)and Harvey
(2005) observedheadministrativesetting of interest rate ceilings and allocation of credit

to essential industries and the use of subsidies were all deemed conventional for
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stimulating economic development in those years given the perceived varying structural
weaknesses in the economic systémplug thefinancegapthat was deemed as the bane

of development in most Third World countries thiererest rate ceilings were useahd
foreign aids aggressively solicitdry the governments of most developing countries. In
all, the convention then wdhat the state should focus on full employment, economic
growth, and the welfare of itstizensand that state power should be freggployed in

the market processes to achieve these @asey, 2005)

By mid-1960 however, there emerged a surfeit of acaddi@@ature arguing that
government interventions in the economic processes were the catisedexfeleration

of capital accumulatiothen Broadly, the politicaleconomic arrangement of embedded
capitalism which replaced the liberal systewas seen as the root cause of thesistent
stagnation in the global econonmythe 1960sFriedrich Hayek provided the intellectual
support for thisview. He explained that there would be no difficulty about efficient
control or planning were conditions so simple that a single person or board could
effectively survey all the factslowever,as thefactors that have to be taken into account
become numerownd complex, no one centre, he contended, can keep track otlieem
constantly changing conditions of demand and supply of different commodities, he

argued, can never be fully known or quickly enough disseminated by any one centre.

Neverthelessiayek gined that under competitianand under no other economic order

I the price system automatically records all the relevant data: entrepreneurs, by watching
the movement of comparatively few prices, as an engineer watches a few dials, he
asserd can adjustheir activities to those of their fellows and as such ensure efficient

utilisation of resources (Hayek, 1976: 59). Compared with this methddigeézfaire)
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of solvingthe economicproblem, Hayek concluded that central direction is incredibly

clumsy,primitive and limited in scope and cannot guarantee-lomgdevelopment.

The studies byurley (1964andGurley and Shaw (196/fpllowingHa y ek 6 s ,ar gur
alsoclaimedthat subsidisation, which many governments in developing countries were
adopting to boost capital accumulation, was the reason why most of them run very low
surpluses This, theycontended,causs there to be low government savings be
mobilised in the economyhe low revenues generated by their tax receipts, as such the

low government savingthey noteddo notoften offset increases in current expenditures

by most of these g@rnments

Based on this growing consensos the overwhelming advantages of madleet
strategies over stateled approach severalfreemarket policies were subsequently
implemented in most economies in the late 1970s and early 10&@ksermore, rany
regulations, such as tli&@assSteagallAct of 1933, the Securities Exchange Act of 1934
and the Investment Company Act of 194Bichhad been used to stem the risk of another
financial crisis and to simultaneously direct savings toward productiestiments and
away from speculative activities (which were perceived to have been the cause of the
financial crisis in 1929 [Arestignd Basu, 2004; Silvers, 2013jere subsequently
repealedduring the wave othe freemarket ideologyn the early 1980sThe GarnSt.
Germain Depository Institutions Deregulation and Monetary Control Act of 1982, for
instance, got rid of interest rate ceilings that were originally imposed in the 1930s in the
U.S. Similarly, in the U.K., the Financial Services Act of 1986 laled any oversight

of the courts onderivative contracts, which had been considered speculative and
disruptive earlier. Also in Nigeria, at the back of the weakening economy in the 1970s,

severalstructuralreforms, such as capital account deregulation, removal of interest rate
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ceilings and liberalisation of the financial systémembedded in the Structural
Adjustment Programme (SAP) prescribed by the World Bank and iMW#ere

implemented iran atempt toreverse the growing deterioration of the economy.

The main proponents of financial reforms in the 19MsKinnon (1973) and Shaw

(1973) aside the remarks by Hayek and Milton, and later on by Gurley regarding the
OCcr owduitn go f savi ngs 6 died aectasiogsp comanded alsotthats u b
government intervention in the financial and economic system, through interest rate
regulation and the administrative allocation of loanable funds, destabilises the
equilibrating mechanism of the price system and repsei®e financial systenand as

such causes there to be disequilibrium in its allocation of funds to potential investment

opportunities.

McKinnon (1973) and Shaw (1973) argued that the setting of nominal interest rate
ceilings by the government resulisvery low and often times negative real rates (due to
high inflation) on both the loans (deibtermediation view advanced by Shaw) and
deposits (complementarity hypothesis by McKinnon) of the banking system. They
claimedthat when interest ceilings aretsrerylow, tha it leads to excess demand for

loans and also shifts savings away from domestic financial assets and towards real assets
such as buildings or foreign financial assets (which #itymedreflects capital flights).

In real terms, they noted that financial repressisresults in reduced rates of saving

and misallocation of investment, both of which they believe adversely affects economic

growth.

The efficiency of capital assets, thdgaexplained, stems from the fact that allocating
credit at a higher price (which they arg

will ensure only those investmeprtojects, whichhave great potential to meet repayment
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obligations would be undertaken, thereby lowering the number of unproductive

investments undertaken in the economy.

Overall, McKinnon and Shaw advocated for a deregulated liaedalised financial

system where the rate of interest will increase to a point where it equiliitatsspply

of loanable funds to the demands of those loanable fimglsm,the works of McKinnon

and Shaw (widely referred to as the McKinfBh aw t heses) oO0for mal i
liberalization and deregulation of the financial sector will give tisa marketclearing

interest rate that cdrelp stimulate economic growthh& deregulation and liberalisation
policies, such as the financial reforms, that were embodied in the Structural Adjustment
reforms carried out by most developing countrieghas Nigeriajn the 1980s and 1990s

typifies these markeked arguments.

The purpose ofhis chapteris to provide adetailedcritical review of themain economic
growth theoriesthat have been put forwaaler the yearsand to analyséhe inherent
contradictions of theawo main contendingpolitical-economicframeworksthat have

shaped the SSA in mosbuntries

To begin with the method of analysis in this chapter is dialectitat is,it is based on
the opposition of embedded capitalism to fnearket capitalismSecondly, Fstorical
facts, in combination witseminaleconomic theoriesre used tappraisahe capability
of the contendingframeworksto acceleratehe capital accumulation cum economic

development

For acoherentiscussion, tie chapteris structured as falws section 2.1discusses the
more established (mainstream) theories of economic griowahging from the Harrod

Domar 6s gr owt h t he-endbogensus grawthttheoey. Theasecdos &lsof i n
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discussedow theseedablishedtheories shapedevelopment policiesver the years.
Section 2.2 documentie origin, characteristics and contradictions of the frameworks
for organising thesocial Structure ofAccumulation To broaden the discussiorcsion

2.3 documents somenajor criticisms of the mainstream theorgsd views.Marxian
theories of capital accumulatiamd growthand the various contradictions of capitaljsm
asarticulated by Marxian schola@re documented isection 2.41n section 5, some of

the contemporary heterodox views on the finagi@avth nexus are discusseahd he

role of the rate of profit in the capital accumulation proeegxaminedn section 2.

The conclusiono the chapteis containedn section 27.

2.1 Orthodoxtheoriesof economic growth

2.1.1TheHarrod-Domar (the neoKeynesiangrowththeories

The first attempt to construct a formal grovtieorycame from Roy Harrod and Evsey
Domar in the wake of the Keynesian revolutionthe early twentieth centuryfhe
HarrodDomar analyses werenotivated largely, by Keyne$ macroeconomic theory,
which hadtried to show how a market economy could be directed to full employment by
means of shontun demand management policies. Harrod and Domar endeavoured to
extend Keye s 6 t h e erunyituatiomsand to wligcover theate of growth at which

the economy must expand in ordentaintaina continuous state @ll employment.

To begin with Domar acknowledgedthat the idea that the preservation of full
employment in a capitalist economy requires a growing income had prevadedv&anx.

It was previously conceivedhe remarked, that labour force (raours worked) and its
productivity (output per hours workdre supposed to increase according to some certain

rate, and if full employment is to be maintained, then national income must grow at the
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combined rateof those of labour force and productivifpomar, 1946: 138).
NeverthelessDomar counteredhis assmption He remarkedthat for relatively shott

run purposes that such assumption was a good method, but that its analytical merits are
not high because it presents a theoretically incomplete system: since, he explained, an
increase in labour force or in psoductivity only raises productive capacity and does not

by itself generate inconéid: 138) In effect Domar noted thaheassumption does not

account for thelemand side.

On the other handhe state of full employmenaccording to Domagcan bemaintained

if investment and income grow at an annual rate of the product of the marginal propensity
to save and the increase in potential capad@itat is,investment(as withincomealso)

must grow at th@roportionat which the margal propensity to avetimestheincrease

in potential capacityncrease¥, if the state of full employment must be maintained
(Domar, 1946: 14%5. As a resultif this equilibrium rate of growth remains constant, the
maintenance of full employment requires then that investrgeows at the constant

compound rate.

Using a production function of fixgaroportions, where output requires labour and capital
inputs in fixedratios, and assuming that total savings are a fixed proportion of national
income,Harroddemonstrated that the rate of growth of outphu lationaloutpu) could

be expressed as the ratio of the marginal propensity to save to the marginabcapital

24 For instance, if the marginal propensity to save equals 2% and the increase in potential capacity equals 2%, then for
full employment to be achieved, Domar remarked that investment (as with incarsiefherefore grow at 4%

25 The fundamental Domar growth equation is represemséd 1oe” “(Domar, 1946: 141); whereis assumed to be

the increase in potential capacité—q‘f"@l is the investment rate per ye&js the productive capacity; aidlis the

marginal propensjtto save =—.
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ratio. However for the economy to be continuously at full employment, Harrod explained
that the warrantedrate ofgrowthof output (which depends on the savings and investing
habits of households and firPi&shouldalsobe equal to the sum of the growtites of
labouri whi ¢ h was n a ngeodthratégvendhatahte growahlrade of labour

is biologically determined by natural caudesirth and deathi and of productivity

(Harrod,1948.

Overall, the key paramexts highlighted by Harre®omaras the core determinants of
economic growth are (i) the savings rati@hat is thepropensity to savd)i) the capital
output ratio(the level of productivity) and (iii) the rate of increase of the labour force (the

natural rate of growth).

The charateristic and powerful conclusion of the Harrbodmar line of thought is that
even for the | ong run, the econetgebsypésé
equilibrium growth Therefore,shouldthe magnitudes of these key parameietbe

savings rab, the capitabutput ratio, the rate of anease of the labour fordeslip ever

so slightly from dead centr@ghe equilibrium rate)the consequence, they concluded,
would be either growing unemployment or prolonged inflatioother words, the criti¢a
question of balance boils down to a comparison between the natural rate of growth which
depends, in the absence of technological change, on the increase of the labour force, and
the warranted rate of growth, which depends on the saving and investing bfbi

households and firms.

26 The propensity to save tells us how much of net output will be saved and invested. Hence, we know the net
accumulation of capital during the current peiiadlis is why the warranted rate of growth depends on the savings and

invesing habits of households and firms
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2.1.2The xogenousandtheendogenougrowththeories

The Harod-Domar analyses impliedlthough full employment is possible for a market
economy in the longun thatit is very unlikely that it could be maintained by theerplay

of spontaneous market forces: this implicitly e st at es Keynesod
underemployment is possible in a market econaanyg that full employment is indeed

not the rule but the exceptigdeynes, 1936 Fur t her mor e, Harr odod:
the Gvarranted growtérate is inherently unstable, as divergences ohttaralgrowth

rate of the economy from the warranted rate of growth would not only fail to correct

themselves but could worsen the situation by creating larger divergences.

The nealassical growth models wetleusdeveloped as a reaction to the Harfoimar
approachand particularly againgd a r r pesksinstic implicationsoncerning the slim
possibility of full employment growtl he Solow modl in 1956is one of the pioneering
neoclassical growth modeish at tri ed to count erSoléhas r od¢c
growth theoryshowed that steaestate growth was very likely to aecand that this

growth path woulbeé c on &t ant 0

Generally,Solow noted thathe economy would move toward the steathte growth

path regardless of the initial levels of the capital stock and the labou(&wicev, 1956:

70). If the initial capital stock is below the equilibrium ratio, capital and output, he
remarked, will grow at a faster pace than the labour force until the equilibrium ratio is

approached. On the other hand, if the initial ratio is above the equilibrium value, capital

27 The constant return to scaletionwas based on th@ssumptiorthat there is no scarce namgmentable resource
like land. The scareland case, Solow noted, would lead to decreasing returns to scale in capledangSolow,
1956: 67) By constant returns to scale, real output, Solow noted, will also grow at the same relativgatteof

growth of the labour force), which means output per head of labour force will be coiisEthritQ).

44



and output, he noted, will grow more slowly than the labour force. Ovigralyrowth of

output, he concluded, is always intermediate between those of labour and capital.

The basic concluson of Sol o wowhen@rodadtion sakes placesunderithe t
usual neoclassical conditions of variable proportiand constant retos to scale, no
simple opposition between natural and warranted rates of growth is possible (countering
Ha r r lnife-@dgeconclusion). The system, Solow asseribitl( 73), can adjust to any
given rate ofgrowth of the labour force, anéventually appoach a state of steady

proportional expansion.

In addition, he Solowgrowth model viewed the level of €chnology as thenajor
determinanbf growth (Solow, 195685). Solowd s e mp h a s iesrlier thearies, k e t
wasextended tohe relation between the leveltethnological progresad the aggregate
national output (GDP)e assertedhattechnological change multiplies the production
function by an increasing scale factor: to some ext&adipw implied that GDP
(economig growth isnot significantly influenced bychangesn labouror in physical

capital butby improvements in technology. The Solow de became knowras the
exogenouseoclassicagrowth modebecause the variable for technologgs inserted

exogenously in the prodtion function as a time trefid

By late 1970however,it was remarkedhatS o | o wo s mnobadeguatelyexplain
sources oflong-term growth in the economySol owdés mo dhe lbulkofr e di t
economic growth to an exogenous procegsdinical changeermed the&olowresidual

whose source was not explicitly definasdit impliedthat there is @&onstanbmarginal

return to capital investments in tiieadystaté® However, t was arguedbecause it is

28 The extended Solo model is represented ¥goutput) =A(t)F(K, L) - (Solow, 1956: 85).
45



impossible to analyse the determinants of the fteehrchange(given thatit is
independent ointernaleconomic agentsjhatthe Solow growth model ideficient in
properly enlightening the processes of letggm (outsidethe steadystate)economic

growth(Stern, 1991Mankiw et al, 1995)

By mid-1980s anew sebf growth theorieemergeddue to tlis perceived deficiencygf
Solowd growth model. Thsenew theoiespostulded a conceptuditameworkthat could
beused to analyse economic growth thaggsentiallynfluenced by the internalystems
regulatng theproduction functiorrather than by forces outside tisgstem The new
growth moded sought to explain the factors that determine the sizkeafhang of the

Solowresiduali theexogeaous technological change.

These new moded alsodiscrediedthe assumption atonstanbreturn toscalepostulated
earlierby the Solow model and as$ed rathethat there is adncreasin@return to scale

The new model described thechnological change (that was hitherto assumed to be
externally givae by Solow) as an endogenous outcome of pubid private investments

in humancapital including Research and Development (R&Bdthrough investments

in knowledgeintensive industries, research and developmemd other public
infrastructures such as schodlavhere human capital is developédan economy is
arguedto achieve technological progregBomer, 1986 1987, 1990 Lucas, 1988

Rebelo, 1991; Grossman and Helpman, 12&fhion and Howitt, 199

Thesenew growthmodek alsoemphasisethe relevance of active participationpafblic
policy, based on its ability to promoiaevestments inhuman capital formation In
addition the new modsl stressed the importance @freign private investment in
knowledgeintensive industries It believed that thecomplementary investments in

infrastructwal developmentsuch as in building schooland in knowledgentensive
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industries, where humanapital can bedeveloped (through learning by doing for
instance)can help inducéncreasingreturrsto investment and as such engender growth

in capital accumulatioand in the economy.

The Romer (19861987, 199)) Lucas (1988)Rebéo (1991), Grossman and Helpman
(1991) and Aghion and Howitt (1992)ontributions which countered
0 e X 0 g e n 0 are oftent réfeered toy@ndogenougrowth theoies because of the

Gnt er n al itechnblogiwal éhangefthe prodetion function(Barro, 1997: 5)%°.

These lattetheories specifically acknowledgg¢echnological advance, apyoduct of
knowledge as a input in production that can causereasing marginal productty. In

these settingstechnological advancementsults from purposive R&D activities
(knowledge activities), and these activities are rewarded, along the lines of &t@ump
(1943), by some form of epost monopoly power. If there is no tendency to run out of

ideas, then growth rates can remain pesiin the long run.

Overall, hese endogenousodek expressly asseztithat in a fully specified competitive
equilibrium, the rate of investment and the rate of return on capital may increase rather
than decreaséor remain constant) with increasesaaptal stock and human capital
(knowledge)In effect, hesemodekruled out exogenous technoliegl change and rather
includedit asan endogenous technological change in which {oung growth is driven
primarily by the externalities or thapill over effect derived fromthe accumulation of

knowledge.

29 See Barro (1997) also for a detailed empirical discussion of the exogenous and endogenous growth theories.
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2.1.3The financennovation endogenous growth theory

More recently, the finanemnovation theory, which emerged in the 1990s, noted that the
technological externalities deriving from human capital development occur in a
significant proportion onl gfthefin@oial dydteenr e a
This is kecause a deepened (or a globalised) financial systems,claimed, will
substantially ameliorate liquidity risks thus ensuring capital is not prematurely withdrawn

from enterprises where knowledge (technological advancement) could be developed.

For the financeendogenous growth theoristénance plays a significant role in the
growth processt is contendethat a globalised and competitive financial structureas th
only most effectivesystem that camsure the unabridged development of harsapital
and the continual occurrence of technological externalities in produetioich, they
argue,induces both economic growth and development in the longDiamond and
Dybvig, 1983; Bencivenga and Smith, 1991; Bencivestgd, 1995; Levine and Zervos,

1998)

2.2TheSocial Structureof Accumulation(SSA)and the twanaincontendingdeologies

Since the 1940s, the debate has evolved from what determines the rate of growth of
investment anthe national output to how those elements that are perceived to determine
the growth of thereal economy could berrangedi i.e. mobilised, controlled and
hanessed to ensure rapid economic growth. For instamecdhe 1940s70s, the state

|l ed strategy, | argel y mo dledlappmathwascdeemnedd i n g
appropriate for organising the economic instituti(gsch as the demand structutiegt

impinge upon the accumulation process. However, from-18RD, the freemarket

ideol ogy, |l argely model | ed é&reeonarkefi m,gl et o
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dominated both academic and policy debafElsese latter theores provided the

justification for a minimalist state role in the organisation of the economic process.

However, despite thiatter modelbeing the dominant ideological framework in recent
times in many economiesthe debate over which arrangement is moriable for

organising the economic system has continued to develop amidst controversies.

- Formal cefinition ofthe SSAoncept

To begin with, aSocial Structure of Accumulation (SSA) is interpreted as a coherent,
long-lasting capitalist institutional strtuie that promotes profinaking and forms a
framework for capital accumulatigiiKotz, et al. 1994: 1;Kotz, 2008) In essencethe
SSArefers to thelomestic and internationaistitutionsthat exisin a particular place and
time, and which encouragecapitalac cumul at i on or affects
capabilities of continual capitatcumulation:ticonsists of all the institutions thaupport

the proces®f capital accumulatiofi these includegolitical, cultura] and economic
institutions.According toKotz et al, thedomestic institutionsnay irclude the state of
labour, i.e. management relationthe organisation of work processthe character of
industrial organisatigrthe role of money and banking and their relation to indutigy

role of the state in the econontlye lineup of politicalparties the state of race and gender
relations and the character of the dominant culture and idedloglych that shapes the
social, political and €onomic institutionsThe international institutionson the other

hand,may concern the trade, investrmhenonetaryfinancial, and political environments.

- Changes in the Social Structure of Accumulation

Themoderncapitalistsystem hasmdubitablyundergoneestructuring with regards the

ways political and economimstitutionsinteract withthe accumulation processsince
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the end of the Second World War. Titwe® main economiadeologiesthat haveshaped

the political-economicinstitutions since the Second World Ware the embedded
capitalis model and the freenarket model. Thembeddedrt he Keynes-i an
ma n a g e me n fodsesmmodeeoh demand management and agtwvernment
interventionin the economic procesahereaghe free-marketor theneoliberd*® model

hasa full emphasis on minimaovernmenparticipationin economic activitiesand an

overarching focus on suppgide management.

The purposeof the restructuringsaccording to Kotz (2008), derives from the néed
organise the variousconomic institutions that impinge upon ttepital accumulation
processin order to form a coherent framework that will ensure profit making by the

capitalist

Generally the distinctive difference between the two contendaglelsis based on the

level of governmenparticipationnecessary foorganising themany institutions (and
factors) that impinge upon th@ccumulationprocess Given the revelations by the
mainstream growth theories that savings, labour, physical capital, and technological
change are all rudimentary elements needed to spur economic growth, the question the
arises of how best to mobilise and allocatarceesources tthesekey production inputs

in order to achieve desired growth rate. There are those who argue that unless the

governmenstood ready to intervene in the economic process that no subsgaoniéh

30 Broadly, neoliberalism is interpreted as a theory of political econoraitipes that proposes that human vbeling
can best be advanced by liberating individual entrepreneurial freedoms and skills within an institutional framework
characterized by strong private property rights, free markets, and free trade. The rolstatieththis theory posits,

should just be to create and preserve an institutional framework appropriate to such practices.
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would be achievedndsomethatargue that the market, and not gwernmentcontains

the right informatiorthat coulddirect resources for efficient use.

Theorigin, characteristics and the contradictions of¢hevocontendingdeologiesthat
have moulded thsocial structures of accumulatiomer the yearare discusseih-depth

in section2.2.1t0 2.2.2below.

2.2.1Embedded capitalis or theKeynesian@ e ma nd ma ma@ppacmanc thed

balanced growth theory

- TheKeynesian demanchanagemerdrgument

Immediately aftethe Second World Wait was deemed pertinemd restructure the
economic system to avoid repeat of theGreat Depression witnessed in the 1930s.
According to several sources,M. Keynescontributedimmensely tarestructuring the
economic systerafter the warlt was him it is widely acknowledgedhatadvocated for
a system of regulated capitalisegmmonlyreferred toas embedded liberalisnfsee
Harvey, 2005)in which the state should laecorded a more aeg, interventionist role

in theeconomic procegdiarvey, 2005Ppumenil and Levy, 2005otz, 2013)

In general,Keyne$ main concern then was on stimulatieffectivedemand®: the
mainstream, he argued, have safely neglected the effective demand function in their
theories. They refus&eynes remarked, to take account of the drag on prosperity which
insufficiency of effective demand exercisg&eynes, 1936: 29He assertedhat high

levels of income inequalitthat wagprevalent in many economidsenweresuppressing

31 Effective demand, according to Keynes (1936: 27) is the sum dattars namely the amount which a community

is expected to spel on consumptio(D1) and the amount which it is expected to devote to new inves{idgnt
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the relative purcasing power of the working class andnethuscausing a reduction in
their consumption, whiceubsequentlynhibits capitalaccumulationKeynes was of the
view that the market cannot function efficiently if tgevernmentdoes not actively
intervene inlhe economic procesde statedthat he central controls necessary to ensure
full employment will, of course, involve a large extension of the traditional functions of
the state(Keynes, 1936: 239). In generale Istressedthat the governmentshould

intervene in the economic system by uspmiicies aimed at bodsy effectivedemand?.

Similarly, Keynes also observedas flawedthe assertion that any individual act of
abstaining from consumption (i.e. savings) necessarily leads to and amounts to the same
thing as causing the labour and commaodities thus released from supplying consumption
to be invested in #production of capital wealtin fact, Keynes conclud# that those

who think alongthis 'supplyside’ economicsare deceivedhe asserted that theyea
fallaciously supposing that there inexus, whichunites decisions to abstain from present
consumption with decisions farovide for future consumptiomnstead, Keynesrgued

that themotives, which determine investmeatge not linked in any singhvay with the
motives, whichdetermine abstinence from present consumptite.concludedthat
effective demanavhich validates the expectation of the capitaiésthe main determinant

of the rate of capital accumulation.

These advancedy Keynes were thredeemeda revolution in economic thought when
conmpared to those propounded bigssic economic theorists tife late eighteenth and
nineteentrcentury in which the state was accorded minimal role in the operation of the
economic systepand where emphases were on savings mobilisdtievertheless, most

governmenthieeded o K epropasiBofs by engaging in several activities aimed at

82 Such as reduction in taxes and expansion of government expenditures
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boostingeffectivedemandFor example, gcial welfareprogranmes were established in
some countrie$ and various regulatory peles such asubsidies were used to prop up
local industries. Inmanycountries the stateestablished commercial corporations in key
industries in order tareatea system of price leadership tisabilisesboth prices and

profits (Kotz, 2013.

- The balanced growtargument

Paul RosensteiRodab sand Ragnar Nurskes n at iimerpeetatiors of iTibor
Scitovskyds balanced growth argument, i

government intervention in the economy

To begin with, according to theeounts byScitovsky(1989: 55) theidea of balanced
growthcan be traced bthktoJ ohn Stuart Mil |l 6s qualified
Gevery increase in production, if distributed without miscalculation among all kinds of
produce in the proportions which private interest would indicate, creates its own
demand For Scitovsky, this implies that the structure of additional productive capacities
needs to match the structure of additional denidred investment would have to proceed
simultaneously in the economyds various
in whichthe buying public apportions the expenditure of its additional income among the
outputs of those sectors and industridgeréfore, lhis suggests faster growth of sectors

and industries for whose output the income elasticities of demand are high and a

33 For instance,in the United Kingdom, the National Insurance Act that was enacted in 1946 established a
comprehensive system of social security, and the National Assistance Act, enacted in 1948, provided for a social safety

net for the poarall in the bidto help boost effective demand
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simultaneous but slower growth of those whose prodint®me elasticities of demand

are low this, according to Scitovsky, is the meanindpallanced growth

The nationalistic interpretatiorof the balanced growth thegrespousedby Paul
RosensteirfRodanand Ragnar Nurksecalls for inwardlooking development policies

that is nvestment in productive capacities to match the expansion of domestic demand.
RosensteirfRodanand Nurksebelieved thatin poor countriesthe market lefto itself
perpetuatepoverty. This is because thevestmentthat would be required to lift the
economyis impeded not only by the low saving of the poor but even more by the lack of
profit incentive to build higiproductivity plants especiallywhen the already existing

local marketfor their output is too sma(RosensteirRodan, 1943; Nurkse, 1953).

As a means of escapisgchvicious circle of poverty, these authors favoured the central
planning of investment to overcome the lack of private incenkiveksebelieved that

even indicative planning would provide enough additional incentive, especially when
aided by tariff protection, tax concessions or cheap creddr RosenstediRodan,
complementarities and externalities in demand and productiesiea need for the
progranming of investment. Rosenstetho dandés ar guments just.
acrossheboar d ébi g pushdéd for a succRosssfeinl st

Rodan,1963.

To summarse, both Keyn&®ko@lanBesamgst eNium k steed s Vv i
active participation of the central government in the economic process. These scholars
believed that without active government role in the management of the economic system
that the systemwould not be able to produce an-athcompassing level of ecana

development in the long run.
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- The eraof embedded (regulated) capitalism

In the period followingthe Second World Warthe Keynesian demasmdanagement
model and the balanced growth debate influenced the pceltocalomic arrangement
adopted in the world system. These models influenced paoladsers in developing
countries, who mostly adoptedctive fiscal intervention ral import-substituting

industrialisatiorapproaches

In most countries ithe 1940805 thegovernmengctively intervened in the economic
system andamed the business cycle through vigorous use of fisdadies In Nigerig

for instanceimmediately after its independence from British rule in 19668fiscal and
monetary policy framework adopted by tihhewly independentgovernmentplaced
emphasis oactivestateparticipation in economic activitieand also omlirect monetary
controls(CBN, 201). The policies adopted under these frameworks relied heavily on
public sector participation in economic activitiegshroughsectoal credit allocation,
credit ceilings, cash reserve requirements, and administrative fixing of interest and
exchange rates as well as tingposition of special deposithis regulated approach
lasted from 1959 to 198%he only exception was in 1966 when ctedistriction was
lifted temporarily in order to enableanksto financetheg o v e r 8 padicipation in
thecivil war (CBN, 2011) From 1972 through to the later part of 1985, a combination of
direct credit ceiling, selective credit contrahd cashieserve requéments, stabilisation

securities, and interest rate contssre-established

Overall the economies aihany developed anithe newlyindependent countries in the
1940s-80swere greatlyshapedy the Keynesianmodelof theregulatedsocial structure
of accumulationin combinationwith the neoKeynesiansystem of balancingrowth

Where there were shortages of savirips, statehad to intervene by borrowing from
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developed countriednterest ceilings weralso used as a totd help entrepreneurs to
accesscheap fundsExpansionaryigcal policies were also aggressively used to prop
domestic demand@nd import restrictionstlfrough tariffs and quotas were used to

regulatetheinflux of imported goods

In sunmary, the postWorld War | social structure of accumulatioorganise according

to theKeynesian demanthanagement modelascharactesedby -

1 Active state regulation of economic activities both within states and in the global
system

1 Well-developed welfare states

1 Significantcapitatlabour cooperation

1 A corespective form of competition among large corporations

- The breakdown oftheembeddetKeynesiareconomicarrangement

By the end of 1960, theegulatedSSA showed somesigns of exhaustiarsigns ofcrisis

of capital accumualtion reflected throughising unemployment and raging inflatiane-
emerged in manyindustrial economiesby mid-196Q The primary cause of this
breakdowrof the capialist system in the 1960/70 hiasen attributed to thghenomenon

of Unevenand Combined DevelopmefiCD), which isseen as an inherent tendency of
the captialist structure (Brenner, 2006; Fouskas and Gokay,)20h2 reconstruction of
severalwar-torn countries (Germany and Japan in particular) through the-tnagje
economicaid programme instituted by the United States after the Second World War
which promoted a preferential regime for West European and Japanese produets to b
exported to the United Statésvas seeno have occasioned the uneven and combined
development Hat precipitated the stagnation dfie gldal capitalist system in the
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1960s/Ds. Broadly Brenner (2006) and Fouskas and Gokay (2@b2fendedhat the

U.S. balance of payment deficit arose mainly because rivals of the United States in Europe
and Japamvere accumulating capital at a fasteerabmpared to the United Statd$e

main reason beinthatthese economiesere producig based offiar lowercoststhan the

U.S. As aresultGermany and Japavere argued to hawmitpaced the L$. because these
countriesbo ( Ger man and Japanese)-saving r ms

technologiesincluding lower wage costspmpared to those used by3Jfirms.

In essencghe internationatompditivenesof U.S. businesses wamsitedto hawe faded

in the face of the rapid development and advancement of these other economic centres
that also had access to it A me r imarke@ssThis, it was remarked, caused an
accumulation of 5. dollars in the hands of Europealapanesand Asianproduces,

and a shortage in the & ecanomy in those periods, thus contributingateevere alance

of payment crisis in Amerigagiven that the U.S. was importing more than it was

exporting

The balance of paymeptoblem, Fouskas arfdokay further argued, dinotconstitute

by itself, the real weakness of the doltaenas a means of international payment for the
U.S. They remarked that what constituted to the real weakness of the dollar is the
connection the balance of payment has with the issue of government and private debt.
The combined factors of.B. spiralling dét (due to the various wars it was engaged in

at that time)andthe deteriorating balance of paymefpuskas and Gokay remarked,
exerted enormaipressure on the dollahese twin issugsheyemphasisedundermined

confidence in the L$. economy and subsequently culminated taraon the dollar.

Themassive switch from holding dollars to holding gold, engineered in 1965 by Charles

de Gaulle, former France president, who demanded gold from the United States in return
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for millions of dollari a strategy tht others subsequently followédGokay (2009)
observed, was essentially pregtied on the sharp decline in confidence in th&. U
economy during the 1960s. The gold rusé remarkedaccelerated the run on the dollar,
thus provoking a currency crisis in the United States. It was this eventual currengy crisis
Gokay concludedthat pushed President Richard Nixéa announcgon the 18 of
August 1971that the US. would no longer honour the dollar for gold valued at a fixed
rate under the Bretton Woods agreement, but would only agreeystesnsof floating

exchange ratavhereeach currency would bealued according to world demand

The de-linking of the dollar from gold undoubtedly restoredynamism to theJ.S.
economy the US. was as a resujtable to devalue its currency in the face of its rapid
balance of payment deteriti@. However, this, Gokay (2009) noted, eventually led to
an immediate explosion of global price inflatitn These increasing inflationary
pressures and creeping unemploymentipled with deteriorating balance of payment
andof trade witnessed in most@wmies at that timeontributedo the global stagflation
that pervaded the world econgnin the 1970s. It was in the bid to tackieese

contradictions that a new form of Social Structure of Accumulation was created.

Another concomitant and importantes thatwas argued (see Gokay, 204199 to have
contributed significantlyo shapng the capitalist system in the 1970s was the agreement
between the United States and Saudi Arabia. Tise 8hudi Arabian Joint Commission
on Economic Cooperation, establed in 1974on the heels of the OPEC oil embargo

and price increases, sought to foster closer political ties between the two countries through

34 Inflationary pressures were also accelerated by the conscious price increases that were pursued by many Western
European and Japanese firms in the bid to boost their falling profitability because of the oil price theteasese
from the OPEC oil embargo of 1973.
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economic cooperatiofUnited States 1979. Through the agreemerhe US. agreed to
assist Saudi industrialization and developmédat which it (the US.) expected full
reimbursementilfid: 1). In essencghe agreemeritcilitated the flow to Saudi Arabia of
American goods, services, and technology alsd the flow to Ameria of Saudis oll

money.

Furthermore, th U.S.-Saudi Arabian agreemealsopaved the way for oil to be sold and
bought only in dollarsan arrangement thatas soon adopted by OPBE@ith theoil price

hike in early 1970, whiclvested a vast amount of fimegial power on the oiproducing
states such as Saudi Arabia, Kuwait and Abu Dhidigi flow of petrodollars into the
American economy restablished the dollars as the hegemonic currency in the global

system

In sum theU.S-Saudiarrangement restablished dollars as the hegemonic currency in
the world economygndprovidedthe US. with an endless stream of almost inteifesé
loan thepetrodollars were repatriated back into th&.ldconomy as investments indJ

treasury securities, stocks, mutual funds and bonds.

However, gven the depressed state of th&léconomy at that timenore opportunities

that are profitabl&éad to be sought abroad for thegdy repatriated petrodollars. For this

to occur requiredHarvey (2005) and Fouskas and Gokay (2012) noted, open entry and
reasonably secure conditions on the international market. The system of regulation that
existed undeKeynesianismhoweverstood on the wayGowan (199) remarked, as did
Fouskas anokay (2012) lateon, that théAmerican banks with excess petrodollars, in

alliance with the UB. imperial tradition, prised open new investment opportunities abroad
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through thdinancial statecraf® tactici whatGowan described as tBellar-Wall Street

Regimg DWSR).

In all, the huge amounts gktrodollarghat were sitting idle in the vaults of New York
bankswere noted to haviound their way to the pockets of many governments in the
developing world, who were themselves in need of foreign finammededo plug he
finance gap in their domestic economies. The repayments of these borrowings were
achieved through the use ofSJimperial power; the . treasury and the IMF were used

to ensurea safelending environment for the .B. lenders(often by enforcing austiey
measures on borrowing countriegnd to resolve cases whemedebted national
governments were having difficulty repaying their lodngnany casesn return for debt
rescheduhg, indebted countries were required to implement institutional refscrols

as cuts in welfare expenditures, institute more flexible labour market laws, deregulate

capital accounts, liberalise financial systems and privatise public assets.

To concludethe uneven developmefwhich could be seen as tevelopment of atate
at the detriment of anothanherent in the capitalist system was seen to have undermined
the economic system and to haantributedto the collapse ofhe embedded capitalist

systemin the 1970sTheweakenedJ.S.economyand the global stagflatiothatensued

%The active participation of the U.S.06s monetary inst.i
(securities, asset management, credit default swaps, derivatives and futures, circtlafiod currencies, portfolio

investment) by way of promoting further dollarization, underwriting foreign debt and imposing financial sanction on
undisciplined actors. Furthermore, they noted that it is also the liquidation, on International MonethyMtEn

order, by the new subaltern liberal executives of state assets, the liberalisation of banking capital, privatisations and

manipulation of monetary instruments such as interest rates, in order to curb inflation (Fouskas and Gokay, 2012).
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later on, coupled with excess petrodollars in U.S. banks that needed outlets for profitable

ventures alhecessitatethe restructuring of the globatonomic system

2.2.2TheFree-Market(NeoliberalSupplySide)approach

Therewasarampanffiscal crisis in the global economy in the late 1960s as tax revenues
plunged everywhere. ThOPEC oil embargo of 1973, which increased oil (a vital
production input) price and subsequently caused an increase in output prices in the global
economyalso worsened the crisiThe Bretton Woods system of fixed exchange rat
backed by gold reservesllapsed in 197hnd saw the devaluation of dolldrsvhich

also fuelled the rising output prices in the global econoiihough the Smithsonian
agreementrted to reinstate a form dixed exchangeregime in December 1971, the
agreementhoweverfailed to stall the pressure gmedollarand by 1973a freefloating
regime was pursued by many countries. It wasel@multuous circumstances in the
global eonomyin the late 1960and early 1970that gave grounds to the consolidation

of the neoliberal form of economic organisation as the orthodox ideology for organising
theSSA The theoreticdbundations for this new form gblitical-economicarrangement
were provided by the seminal works of Friedrich Hayek and Milton Friedman, and the
political backing needed for their consolidation were subsequently providatdeby
administration of Ronald Reagantime United Statesandthat of Margaret Tatcher in

Britain around late 1978nd early 1980

Overall, it was in the attempt to reselthe 1960s/1970s global crisisd thepersisting
underdevelopment in many Third World countries that several institutional and policy
changes took placé&irst was thebreakdowrof thefixed exchangeegime in 1971, and

thesecond was the draconian monetary shift in 1981 (the latter was designed according
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to the precepts of the neoliberal idea of monetarism and was initially implemented by the

then U.S. Federal Resse Chairman, Paul Volcker).

Ironically, the aggressive interest rate increase by Paul Véfckeran attempt to quell

the rising inflation in the U.Sadversely affected many developing countries, especially
those inthe SubSahara African region thahad borrowed excessively from abroad. The
interest rate increase inflated the cost of borrowing for many and resulted in the extensive
debt burden andhe economicwoeswitnessed by most in the 198@alma (2013)
succinctly described these consequencethéokLatin American economiese notedthat
duetotheincreasetnhe rate of interest by thtee Uni t
debt burden of some Latin American economies increakadtically and that it

subsequently led to external delid economicrises in thee economies.

Nigeria like most of its counterparts in developing Latin America, also witnessed rising
external debt burden in the 1980s because of the increase in the rate of inteessBin

Nigeria was one of the many African countries that had borrowed heavily from private
financial institutions in the Western worl@rrighi, 2002)andth e Vol cker 0 S
substantiallyincreased the debt burden on the country. For instaheec b unt r y 0 s

external debt stockwhich was still manageable at 3.77% &NI in 1976 increagd

36 The realrate of interest, which had been negative during the inflationary surge of the 1970s (in 1979 for instance,
the rate of inflation in UB. was around 11.3% while the federal funds rate stood at 11% in the same period) was
rendered positive by fiat of the dferal Reserve; the prime rate of interest, after a few ups and downs, peaked at 21.5%
by June 1982 (data were sourced from the Federal Reserve Statistical database, available from

http://www.feder&reserve.gov/releases/z)1/
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sharply by 1259.8% to 51.3% of GNI by 1983 dyd1989, the externalebt stock of

Nigeria,reached a tremendous high of 138.4aRiis GNI®'.

Indeed duringthe periodsof embedded liberalism, 1948 to be precise, some Western
European countries, Japan, and North America to some extent, experienced
unprecedented economic growth. However, despite the tremendous economic growth that
took place in many of these developedntries in those periods, most newly independent
countries in Africa experienced stagnation, and in soases further deterioration. The
golden age of capitalism194570, could be sid, thereforeto have not taken place in
most Third World economiesinore especially in SuBaharan Africd given the huge
reversal in economic fortunes experienced lanyof the countries in this region during
those periods. The decadence in Africa during the -If@period was aptly summed by
Harvey (2005) he remarked that the successesrabedded liberalisr{the golden era)
remained & mi r @ gnach of the Third World, especialthe SubSaharamAfrican

countries

So, n response to the 1960sé76risisand the continued underdevelopment of Third
World countries,Kotz (2013) observedthat the contemporaryinstitutional form of
capitalism along withits dominant economiddeologies underwat a remarkable
restructuring. By late 197@nd early 1980, a new form dhe social structure of
accumulatiorreplaced theegulated economic orthodoxyat had dominated since the

1940s.

37 Data collected from the Central Bank of Nigéri§tatistical Bulletin and the World Bank Development Indicators.

The author did the calculations.
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The new form of liberalismwhich replaced the Keynesian modatcording toReder
(1998) was lagely built on the ideas ¢iriedrich Hayek and Milton Friedmahboth from

the Chicago school of economics

According toFriedman (1962gand Hayek (1964)the marketnot the statecontains
adequate information for ensuring the attainmeiiefbvell-beingof the populace. State
decisions on matters of capital accumulattbey argued, are bound to be wrong because
the information available to the state could not rival those contained in market signals.
Furthermore, Friedmaalso argued that state decisions are often politicaigssed
sometimes depending upon the strengtimefinterest groups involved and very often not

for the greater good of the society.

The centr al t bcenmrsicresefrch &teordiagkt@Garrison and Kirzner

(1998) was on thentertemporal discoordinatioof the market i.e. on thefailure of
coordination between individual market participantsHa y e k 6 s e dozusedmi ¢
mainly on discovering the sequence of events that could ctgseconomywide
coordination failures i.e.on the sequence of evertfsat could cause an economy to

collapse into economic depression

According to Hayek the market ischaractesed by more complex and intricate
underlying factors that cannot be easibynstruedas been deliberate efforts by individual
participants to achieve coordination among each otterekexplainethat fundamental
institutions inthe society owe their exiehce to no identifiable creatothey are, he
argued, the Oresults of hu(lHagek, 136438213400 s b u-
I't is precisely the existence of this O0s
subject matte for the science ofconomics In other words,Hayek posited that

coordination failures are an integral part of an ongoing market process that iterates
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towards a grater degree ofliscoordination an oversupply or undersupply of some
particular goodshe arguedis evidence that the plans of the producers and consumers of
that good are natell-coordiratedone with the othetdowever this discoordination, he
observedprovides both an indication of tlveconsistency in plans and the incentive for

producers andonsumers to make appropriate adjustments.

The presence dhese uncoordinated actiobstween participants ithe market featuce

pr omi nent | gconommcandlgsigAcéofiing to Hayek1976: 45), the dispute
between the modern planners and therhls is not on whether we ought to employ
systematic thinking in planning our affairs. It is a dispute about what is the best way of
so doing. The question, he remarked, is whether we should create conditions under which
the knowledge and initiatives agiven the best scope so that they can plan most
successfully or direct and organise all economicdctivie s accor di htgat t o a
is,to6consciously direct t hetotrhees opulracremrse rosfé s
view of who should havev h a 't 6 . cortleadedhét the liberal argument favours the

best possible use of the forces of competition as a means of coordinating human efforts.
Free markethe notd, is based on the conviction thahere effetive competition can be
createdt is abetter way of guiding individual efforts than any other. For Hayek therefore,

the very complexity of modern conditions makes competition the only method by which

a coordination of affairs can be adequately achieved.

Hayek also introduced the concept rdutral money. By definition, neutral money
charactegesa monetary system in which money, while facilitating the coordination of
economic activities, is itself never a source of discoordindkiayek,1935. According

to this view, money is neutral sorg as the value of money (as measured by the general

level of prices) remains unchanged when the volume of money in circulation changes.
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According to Hayek, for money neutrality
e f f & avhich @s the temporg distortion in relativeprices, whichcauses the price

system to communicate false information about consumer preferences and resource
availabilities.Thus increases in economic activity require proportionate increases in the

qguantity of money in circulation.

It was based on this neutrality of money thiatyek made a crucial distinction between
interest rate changes attributable to changes in the intertaelhppeierences of consumers

(that is the market determined rate) and interest rate change attributabidred bank

policy (the governmentdetermined rate). In the first instance, he explained that
entrepreneurial actions, and resulting changes inatierp of prices, allow the structure

of production to beefficiently modified in accordance with the changed consumer
preferenceg¢Hayek,1935: 4945). In the second, he opined that changes in the pattern of
prices induced byhe injectionof new moneyi through the credit market bgay
repressed interestteaby thegovernmenti c onst i t ut e sinsteddavhiche si ¢
results in the misallocation of resources among the stages of production. The artificially
low rate of interest often set by governnteceilings, he remarkedcan trigger an
unsustainable boom in which too many resources are committed to the early stages of
production.Neverthelessthe eventual realisation of the discoordinatioa notedwill

eventually necessitate partial liquidatjavhich constitutes a bu@tlayek, 1935: 5462).

Similar t o Hayek, Mi | talsahea¥ly criécdlnoé acbve wor
government intervention in economic activitifEgedman actively propagatetternative
approacks to Keynesianism. Higheories primarily advocatedfor the use of freely
floating exchange rateprivatisation, and deregulatiom the management @conomic

activities He arguegdsimilar to Hayekthatthe chage of the money supppyremeditated
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by the monetary authoritwill only primarily affect output in the shertin but that in the
longerrun, the effect will be on the price levéising inflation). Overall Friedman
advocated agast the use oplanned monetaryolicies (such as interest ceiling®)
regulatingdemand burathercontendedhat it is best to allow the market to determine

the rate of interest and tbanage the economic systéftiedman and Schwartz, 1963

Broadly, neoliberalisn{i.e. the freemarket ideas of Hayek and Friedmaag a theory of
political economic practices, proposes that human-bettig can best be advanced by
liberating individual entrepreneurial freedoms and skills within an institutional
frameworkcharactesed by strong private property rights, free marketsd free trade.

The role of the state, the theory posits, should just be to create and preserve an institutional

framework appropriate to such practi¢elarvey, 2005

In general by mid-196Q views that foundfaults, particularly with the conventional
approaches to government interventistgrted gainingvider recognitionin academic
discourse especiallyasregards the impact @fovernmenintervention on the financial

system These studies gained wide audience due to the growing importancsathat
attached to financial development or deepenivigjich government intervention wasen

as ofteninhibiting. The relative importance of financial deepening to economic growth
wasinitially discussedoy Goldsmith (1954)her e mar ked t hat @adeepe
expansioi of the financial system will induce faster growth in the economy because it
will reflect larger mobilisation obavingsand the allocation of such vast surgsifo

many investments.

Later on thework by Gurley (1964) whichdistinguished three main sources of savings
(governmentsavings private[household and firms$avings,and savings fromabroad)

through which the financial systesrmman mobilise financaotedthat subsidisatigrwhich
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many governmest in the developing countries were adopting to boost capital
accumulationwas in fact, the reasorwhy mostof thesegovernments run very low
surpluseswhich then causes there to be low government savings to be mobilized by their
financial institutionsGurley explainedhat pressures on increase current expenditures

by governments of most developing countries, often partly due to thedmsgogranted

to publicand privateenterprises, are not offset by the revenue generated through their tax
receipts. This, the study explained, causes there to bexistient government savings to

be mobilised by the financial system in mosthesecounties. Raher, it was pointed out

that what wagprevalent in these enomies weréneavy borrowings by the government
which are subsequently usexdfund its currenéxpenditures and whidghvariably drains

the little finances that could have been allocatedhe real producie sector of the
economy. Overall Gurley concluded that governmersubsidisation was adversely

impeding deepening of the financial systand economic growth

The study by Gurley and Shaw later in 1@fsbarguedhe need for there to be accessible
funds to the real productive sector of the econamy not the public sectofher work
positedthat it is the private entrepreneurs and not the grandiose and colossal state
sponsored development projectdichin most caseweresubsidised public enterises)

that are the driving f@es behind economic growthheymaintained that thstateshould
devote its resources to creatamgenvironmenthat is conducivéor private entrepregurs

to flourish. Suchenvironment theyopined is the deregulation (free from government
control) and liberalisation (creation of competitive ennimeent) of the financial system

(Gurley and Shaw, 1967

The works of McKinnon (1973) and Shaw (1973) comprehensively catalogue

excesses of the intervention parad®dased on the arguments for economic liberalism by
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Hayek and Miltonand t he r el evance of a O6deepene
growth, as articulated by Goldsmitand Gurlep s r eom ¢he kegative impaaf
governmen intervention in the financiabystem, McKinnon and Shaw contended
therefore that stagnation ind e v el o p i n gecocomieswere largely due to

government intervention in theconomic andinancial system.

McKinnon (1973) argued that the interventionist activities of governmecdsse
ofragmentationdé (a sitwuation where firms
that they face different effective prices for land, labour and cagitdldo not have access

to the same technologies) in the economy. He noted that interventidmassnterfering

with domestic prices (subsidisation), intended as a means of generating cash flows for
investments generally distort the allocative functions of price mechanisms in planning.
He pointed out that firms in a particular industry that the gowent wants to encourage

by raising theirelative price or by granting themmport licences will have their incomes
increased regardless of how inefficient they may be operating, and may when they receive
these subsidies4iavest only a part of it. Hegsited that these causie distributionof

income to be tilted in their favour thereby contributing to the existing fragmentation in

the economy.

McKinnon alsoarguedthat a tariff or other trade restrict®oausethe domestic price
structure to diverg from the international market price, due to its tendency to raise the
internal price of the protected commodit. Hereasonedhat these higher internal prices
would as a resultcause unnecessary loss of efficiency by unduly restricting the

consumptiorof the ouput with rising prices.

McKinnonal so expl ained how cheap bank credi

industries andeasy access to domestic fuel supplies and outputs of gakiernment
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owned industries results in monopoly pricing by tkes sent i al @ aljedust |
concludedhat these interventions by the authority are coynteductive to the overall

development of the whole economy

Shaw (1973) on the other hand, alsassertd that governmentintervention in the
financial system as a policy tool preverite interestrate from playing the role of
balancing the supply and demand for money. He argued that when the government sets
ceilings for interest rates, thatdestabilsesthe equilibrating functions of interest rate

and as such causes a sluggish growth in theseetor, due to the savingigans mismatch

rate ceilings often precipitate. On tleentrary he argued thatderegulationpermits

interest rates to equilibrate supply and demand for money.

In all, Shawcontendedhat financialsystem deregulatiors the leystone of a policy
package, whictwill tend to raise the ratios of both private and government savings,
reduce the need for foreign aid or inflationary deficits, open the way for better allocation

and contribute to the stability of growth in output angkryment.

Shaw's argument centred on the role of movieya-vis the impact of interest rate on
economic growth. Shaw considered mofieyd capital to be the same asset. As dueh
posited that in countries where the capital market is not well develbpéthose policies

which reducethe attractiveness of holding money assets will rather hinder capital
accumulation and developme®th awdés hypot hesi s ®wpa@97& urt h
with the aid of a conceptual diagram. In the diagramli¢@ed below)the level of

savings is represented by (S), at different income levelsY¥ Yk). The savingslevel

38 Money hee refers to inside money; thatdank deposg, assumed to baltimately claims to capital.
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has a positive relationship withegmominal interest rate (rit is assumed thdhe level
of savings is subject to or influenced positively by the nominal interest rate (that is S = f
[r]). Also, the investment level (i shown to haven inverse relationship with the

nomind interest rate (that is | = f [1)x]

Figure6 - The relation between interest, savings and investment

Nominal S S S
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Rate

e

r2

a
r /
I
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Source: Figure adapted from Fry (1978, 485)
Assuming that the government adopts a repressive policy and sets an raterast,
below the equilibrium rate,rFry argued that thigiould contract savings toiSDue to
this limited supply of savingsmvestmen(l) will be constrained ta.l Fry explained that
the repressive policy permeated through this interestedliag will thus cause sluggish
growth in the economy because investment will be constrained to that low sawitfgs S
the government raises interest rate fraitom, the levelof both savings and investment,
Fry commentedyill increase. Savings wilhcrease by shifting to the right from ® .
Investmentvill also increase because at that r&igy contendednvestors are still willing
to borrow.Thus investment will increase fromto I,. Fryalsoarguedhat when financial
repression (intest rate setting) is totally removethat thelevels of savings and

investment will be higher compared to when theeeeinterest rate ceigs. Overall, he
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argued that when interest rate ceilings are removed, both savings and invésteient

wouldriseto the equilibrium levele.

From the abovdiscussions it i s c¢cl ear that Shawds and
inhibits the growth of capital accumulation is the repressed rate of interest (the setting of
nominal interest rate ceilings) by the gonment. They both argued that such policy
results in very low and often times negative real rates (due to high inflation) on both the
loans and deposits of the banking system. They explained that whesstrdeilings are

set very lowthat it leads to eoess demand for loans and also shifts savings away from
domestic financial assets and towards real assets such as buildings or foreign financial
assets (causing capital flights). They also noted that financial repression results in reduced
rates of savin@nd misallocation of investment, both of which they believe adversely
affects economic growthlherefore they advocated for a deregulated diberalised
financial system where the rate of interest increases to a pemptiltbrateshe supply

of loanable funds to the demand of those loanable funds.

It was betweeithelate 1970sand early 1980s that attention turned fully to delagon
and liberalisation othe financialand economisystemsThe intellectual climate at that
timelooked upon it as the panacea for the global economic stagnation thathserged

in the global sphere

The political support needed for the taid¢ of theseneoliberal ideas were provided by
the administration of Reagan and ThatcRetlowing her e¢ction on the % of May 1979
as the Prime Ministeof United Kingdom Margaret Thatcher, under the influence of
Keith Joseph, a strong advocate of monetarism, acknowledged that Keysreiaxi to
be abandoned and thaonetaristthe supplyside)solutions were essential to cure the

stagflation that had characterized the British economy over the years (Harvey, 2005).
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Becauseof this, Thatchewprivatised public enterprises (including social housing) and
rolled back the commitments of the welfare state. powers of labour unions were
undermined andeveral regulations that had kept the financial institutions under the close

control of the state were subsequently relaxed.

In the U.S., following his election as the"™Bresident of the United States in 1981,
Reagaralsoused the neoliberal framework to restructiime SSA in U.SHe deepened
thetransportatiorderegulation started earlier by the administratiodiwmimy Carter and
extended the deregulati@xerciseto the finance and agricultural sectors. He also re
appointed Paul Volcker as thedezal Reservehair. it was under his tenure that Paul
Volcker initiated the draconiamonetarist reforni the interestate hike, which was an
attempt to end the inflationarygssure in America at that timat the detriment of full

employment

Likewise, in Nigeria, n line with the IMF/World Bank financial deregulation and
liberalisation policies embodied in the Structural Adjustment Prograrinae was

adopted in 1986in the ®untry, there was a paradigmhift from the previously
Orepressived direct monetary pol imgostlycontr
anchored on the use of market instrumengsiicy managemenin particular, heliberal

indirect approaches toolicy management adopted by thevernmentverg exchange

control deregulationadoption of relevant pricing policies in all sectors of the economy
(such as thderegulation of the rate of interestd reduction in governmesubsidies)a

further restructuring of public expenditur@aisterity measurescluding privatisation of

public enterprisésandelimination of custontariffs and import quotas

Of particular importance to this research isliberalisationgdereguléion of the financial

system These reformsould be captured under five headirigf) reform of financial
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intermediaries, (i) monetary policy reformsyiii) foreign exchange reformgjv.)
liberalisation of capital accountand (v) @pital market refons. The impact of these
reforms on macroeconomic variables is the central focus of this thegietatled

analysis, with regards their impact on the Nigerian econorogriged out irpart twa

In conclusion at the heart of all the various neoliberal mmmic reforms initiated by
Reagands and Thatcherds administrations
the World Bank for developing countries to implement in the early 1980s in order to
revive their ailing economiewere the deregulation and liberalization of the financial
system andhe capital accourst The main features dhe neoliberalfree-marketsodal

structure of accumulation could be summed as follows

1 The removal of barriers to free movement of goods, isesvand capital
throughout the global economy

1 A withdrawal by the state from the role of guiding and regulating economic
activity

1 Privatisation of state enterprises and public services

1 The slashing of state soc@ogranmes

1 A shift from cooperation betves capital and labour to a drive by capital, with the
aid from the state, to fully dominate labour

1 The replacement of emespective behaviour by large corporation with

unrestrained competition.
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2.3 Major criticismsof theneoliberal social structure of accumulataomd theestablished

growththeories

Over the yeardhere have beegrowing polemics agaihshe establishedjrowth models
thatunderpinnedhe growth strategies pursued by many countinethe 1950805 and

againstheneoliberalideology thatrestructured the s@d structure of accumulatidhen

Firstly, the establishedjrowth model$ave beemrguedoy manyto lay emphasigpurely

on structures within thenational statewhen highlightingthe principal factors that
mitigate its economic growth(Amin, 1977 Arrighi, 2002. Such narrow views, as
remarked byAmin (1977) are fundamentally flawedbecausedevelopmentat the
periphery, Amin observedis the result of external aggression and not of internal
evolution. In essenceAmin contendedthat it isa fundamental error if each time a
particula phenomenorsuch as underdelment,of the Third Worldss studiedto seek

its causedn the Third World itself, instead of placing thre within the dialectic of the

world system.

Many other scholars have alsoncluded, just like Amin, thdhe fundamental error of
theestablishedrowthmodelslie in theirneglectof the fact that deegstructurabfactors
some of which g of Gnternationab context might, in fact,be thecoreimpeding factor
to economic progress of some of the developing natiateqseeChaseDunn and Hall,

1993andArrighi 2002, for instance

Overall, Amin, Arrighi, ChaseDunn and Hd] and veralscholars, contenthat the
traditional growth theoried. e wi s Rostavd growththeoriesfor instancecouldbe
viewed asflawed analysesbecause they laid emphagisainly on internal factors

(particularly on the shortage of domestic savirigapita) as the fundamental cause of
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underdevelopment iithird World countries They failed, as BaseDun and Hall and
Amin pointed outto recognise that there could be exteatgression that contribugéo

underdevelopment in thesegions.

More partcularly, criticism has mostly been drectedat R 0 s t @bsgtbastion, which
positedthat all national statesould follow a particular path of evolutionary growth or
developmentChaseDunn and Grimes (1995pr instancecountereduch assertion and
explained howperiphery countriegare structurally constrained by external factors that
causehem to experience developmental processes that replicate their subordinate status
instead of developing aloribe paths hitherto taken lopre countries in the pagthirot

and Hall (1982)alsonot ed t hat Rostowds stages of
both the benefitand the destructive effeatslonisationhashadon the development of
formercolonies Amin (1977)also remarked that the present situation of underdeveloped
countries, shaped by imperstlidonination, is not the same as thaseerienced by the
now developed centres at a previous stage of their evolla®rsuch, present poor
economieshe arguedgannot follow the same path dévelopmentas did the advanced
economies in the padn samilar staice,D 0 ma inv@stment growt theory Easterly
(1997)arguedwas purelyan offshoot from the aftermath of the Great Depression in the
1930sthat was constructed based the events within that peridlat inherently did not

account for histogal factors, such as the impact of colonialism

Further to the abovemany scholars alsocontendthat established growth models
generally dichot explore the critical problems underlying the capitalist economic system
itself. It is remaked thatmainstream economistdtenfocus on a givephasan order to
explain everythingthus ignoring the various tendencies of the capitalistemthat has

the capacity to cause recurrent stagnation in the ecanbamynstance Sweezyand
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Magdoff (1972)and more recentlifoster and Magdoff (2009emarked thathe natural
tendency othe rate of profit to fall ircapitalist productiopwhich often cause®current
economic stagnatigns mostly overlooked by mainstream studies wktay analyse
factors that mitigate real capital accumulatmmm economic growtin the capitalist

system.

In addition several prominent economists, led by Joseph Stiglitz, feds® shown
substantial reservations about the benefits of firrdditieralisdion. Stiglitz and Weiss
(1981)contended that keeping interest rates at low levels can actually raise the average
quality of borrowersand that imposing credit constrair{ich as raising the level of
interest)lencourages the issuerabre equiy to finance business expansioa trendboth

Stiglitz and Weiss (19813nd Singh (1997yemarkedcould undermine development in

the longrun. According to Singh, the expansion of the stock market in developing
countries, aidé by neoliberal liberalisation and deregulation, is likely to impede-long
term growth because most of these stock markets are still immature and subject to
informational problems, a lack of transparency, and disclosure deficiencies that can

contribute tolhd r and t hfegiligy enohe long yud s

ConverselyStiglitz (1993)suggests that government interventidmy way of repressing
financial systems can reduce market failures and improve the overall performance of an
economy In fact, Stiglitz and Weiss (1981, ont r ary t o McKi nnonos
argued that increasing the rate of intemgstild not equilibrate the supply of loanable
funds with its demand. They contended that an increasing interest rate actuallyescreas
the riskiness of i dtenby discoulaging saser investors brdy i o

inducing borrowers to invest in riskier projectand t her ef ore coul d

profit margin which potentially mitigates future allocation of funds. Thia d ver s e
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incentived effect, St i dhe allocationafrfimancéMe the s a s
rightful investments, whicimay have the proper capacity to influence any sort of growth
in the real economy. In essence, increadimg interestrate, theyremarked, often

undermines economic growth in teed

Equally, Sikorski (1996)also noted that the problem of high debuity ratio that

weakers most corporationfollows from the fact that the ultimate objective of ezl
deregulation, which it increasehe rate ofnterest, puts highly leveraged firms into a
O6Pogamed of doubl.Whiach meangheafism mugt barowsniose to

meet an increasa ipayment on outstanding debt. In effect, Sikorski argued that the
additional borrowing only serves to increase the debt load instead of constituting to
further capital investment, thus worsening the financial position of the firm. The banks,

he noted, ar@ | so dr awn -gamédoheghoRBowiici othes 06 mo
banks continue to lend to stave off their own immediate failure even though the loans
they are extending are rapidly becoming 4p@mforming. All these, Sikorski remarked,

further undemine any meaningful growth in the real economy.

On the other endviorck et al. (1998)andMorck and Nakamura (199@pntened that
bankersd surveillance on cor posurestcogporgt® v er |
borrowesto not default on their delatasts doubt on the reliability of banketis, they

noted, is because such surveillantay encourage risiverse behaviour in investment
undertaking which then promotes excessive investmeangible assets (which can be

used as a loan collateral), rather than knowldalged assets which have the propensity

to accelerate economic efficiency. In essence, they remarked that corporate monitoring
by banks may often c oexmidrbgsodoing, theyrmarguidtioap p o r

it thus inadvertently exeresnegativeinfluence on the real economy.
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In summary,past growththeoriesare seen to have been modtymulated based on
ephemerakéconomic evenfavhich many arguedo not account forhie historicalgiven
the negligence of colonial impactihdstructural(such as the inherent tendency of the
capitalist system to stagnaté&ctors, and the external precedentésuch as uneven
development)hat impactsto a significant extengntheability of Third World countrieé

to grow and develap

Theseoversighs by traditional analystéed some sholars such aslilferding (1910)
Lachmann (1944)Amin (1977)and more recenthsweezy and Magdoff (2009ap
conclude thamost of theestablishea&conomicscholardlaunt @enerabtheories which

often rest on assumptions that are méreg e c of thel coriitions of economic activity
duringsome particlar period of timethatdoesnot account for the basic and significant
historical precedents that shape the course of evaritet, most established theories are
seentobddased on the hypotheses of empirica

economic gents ofparticular epoch

The inadequacies inherentsnchéepisodi©empiricist studiesvereexpertlysummedy
Braudel(1982: he criticizedswché e v-é mmi nat edd or Obepieyyodi c
empi ri ci s tlikened studiesivite fich aninecent tendenciesdost and argied

that it gets into theeyesof the scholars and prevents them from seeingdtealb
underlying structures. Bl contendedhat such studies mainljiscuss about ephemeral
phenomenand as such are inadequébe explaining the core factors that affect the
economic systemHilferding (1910) foretoldt h a t it is a O6bad hal
conclusion from a small number of observations over a period of few years and to elevate
the experience of a partial phase of the industrial cycle (or atheestixperience of a

particular unique cycle) to the | evel of
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Wallerstein (2004) just like Hiferding, Braudel and many other Mararg also
contendedhat one shouldot study phenomena such @sderdevelopmenh a narrow
context such asin a purely economic framewor&ften characterised by empirical
analysis of circumstances in a particularipd of time or a a particular natioistate He

also believes that such narrow studies will afford the scholar only a tiny bit of

understandingf the whole phenomenon.

Chirot and Hall (1982also concludethatstudying individual societies in isolation from
each other is both misleading and dangerbufact, hie locus ofanalysisthey argued
should notbe an isolatedunit of analysis Instead, the society, they assertgthuld be

placedas an integral part @multiplex of economicaunits.

To summarse, the inadequacies aéstablishedyrowth theoriescould be argued to have
helped sparkite search foan alternative appraea to the investigation of thghenomena

of underdevelopment in Third World countri€siven the peculiar oversights tfese
mainstream theoriethealternativeapproachthathasbeen advanced as a better amate
comprekensive approach to the studgf capital accumulation ahg with
underdevelopment iithird World countries is that which encompasses the historical,
internal and externalactorsthat have the propensity to affect a natsvate in thenoden
capitalisteconomyThat is, @ approach thalucidates the historical precedents tiate
mouldedsocial formationsand at the same time addresesinternal ad contemporary

external forces that affectise capitalist production process.

24 Heterodoxtheoriesof capital accumulatioand economic growth

To completely understand thaner structure of a given social form of economic

organisation, particutly the capitalist mode of productipBrnest Mandel (irhis book
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Marxist Economic Theojyremarked that the works of Marx aedsolutelyffundamentad

(Mandel| 1968: 13-20). Mandel noted that Ml r xwbrksl ay bar e the oO1I av
which govern the origins, the rise, the development, the decline and the disappearance of
a given social form of economic organisatibnparticularly the capitalist mode of
production.More recently Magdoff and Foster (2014)Isoremarked that in order to
examine the roots @conomicstagnéion morecritically that it is necessary tarn to the

Marxian tradition,where the focusthey also noted is on thedynamic synthesis of

economic history and economic theory

Wit hout a doubt , shbjectrdtsofcapig) accumutabinhas veryt h e
little in common with what is understood todaynainstreaneconomicsin fact,Ma r x 6 s
theory unl i ke t hfecusesamone stherinmex stricsuieof the obserable

relations of accumulatonMar x6s t heory is nt@ écon@nitd r e s
abstractions (which Marpointed outas dealingnerely with the relation between people

and things [Marx(1867), 1990]) but to the O6soci al ec
socially recogrsed, recompensedllocated and exploited. The bagis Mar x 6 s t h e
thus the social relations of productibspecifically of howcapital relates to wagiabour.

Marx argued thathe &ocial fornd of the economyis the key to understanding the

economyb6s movement, reproduction, devel o]

2.4.1 The centralisatioparadigmand its economic consequences

To understandhe causes of the contradiction of the capitalist economic systsmit

is useful perhaps to appreciate, firstthe hisbrical tendencies of the systerfor,
according to Marx (cited in Mandel, 1968: 16)s only when we havéppropriated the
material in detailthat is understood the historical tendenci¢ist we can then analyse

its different forms of development, and be able to trace out their inner conéXiis
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fiMarxian method i an integration of dialectical rationalism with empirical (and
practical) grasping of thevidencei implies understandinghe fact that economic
categories are equally historical categaridgee Marxian method, Mandel remark@uld:

18), holds that it is only by revealing th@w-governedhature of social life (i.ethat it is
only be revealing the historical tendency gbaxticular social life) that one can reveal
andshow he mechanism of evolutidnof how the economic category is born, changes

and passes away, and how it all happens.

Mar x 6 s o w nthezapitalistpodustiongirocessthe nineteenth centuryflects
this materialist conception of historiMarx explained, féer examining thehistorical
evolution ofthe capitalist production systethat capital begins to flow into a branch of
industry only from the mment when high profit can be extractiedm it. The influx of
capital into any branch of industry he observed will result however,in increased
competition and as such lead to equalisation of the rate of profit across the inthistry.
ebb and flow of capitaMarx noted is a constant maatn in the capitalist system ansl
governed by thépursuit of profit. The ebbing of capitaheexplainedtends to reduce
production and creates lastage of goods in those branchemdtistly and as such leads
to an increase in prices and proiitshose branche3he influx of capital, on the contrary,
causes intensified comaption in the sectors affectadsulting in thefall of prices and
profits in those areasBased on these motignand the competition in capital and
commodities they precig@te Marx, thereforeconcluded that an average rate of profit

(equalisation of profit)s attained in all sectois theend

ConsequentlyMarx remarkedhat thed e g u a | i psofitd ,i owh ibechusaf thes
ebb and flow of capitafavoursonly those capitalist enterprises which have the highest

degree of productivityand low costs)and it works against those enterprises that operate
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with costs of production above thwerage prices of productiolt.is the bestequipped
enterpriseghose witt h e  h ir gghadisdmpdition of capitaMarx observedhat

oftencome outmore profitablan the end

Additionally, Marx ([1867] 1990)noted thathe industrial capitalist immherentlyurged
on to new conquests by the pressure of ibavly acqured machinery Due to the
increased productivitfoutput per hoyrattainedwith the help of th@dvancednachine
and because ofhe increased costcurred from acquiringhe machine, the capitaljst
Marx explained, therefoneeed more markets in order to sell his increased outpund

to achievesufficientprofitsto cover his increased costs

Likewise the capitalistMarx further remarkedhas to be abreast of his competitors in
reducing prices (thjheexplainedjs as a pgvetual incentive to the entreprenduwth to
increase his scale of production and to awviaiselfof the improved lowecost machines

that are constantly being produced).

Overall Marx explainedthat the further machine production advancid® higherthe
organic composition of capital needed for an entrepreneur toesé@iaverage profin

the industry Hence the average capital needed in order to start a new enterprise capable
of bringing in this average profit increases. It follows therefore that the average size of
enterprises likewise increases in every branch of industryintineases in thaverage

size of enterprises result® a large number of small enterprises being beaten in the

competitive struggle by a small number of big enterprises which command an increasing

39 This refers to the ratio between the means of production (constant eapitaid labour (variable capital), i.e.
c/v. Marx asserts that as capital is accumulated, that this @towill rise; considering that a gater amount of

constant capital will now be used in place of labour power.
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share of capitdlincluding a big share of organic capitdgbour, funds and producti in
theentire branches of industry. A few large enterprisesé¢mergehatcentralisemeans
of production.These processes are what Marx concluded that aretbeal tendencies

of capital accumulatian

In conclusion, Marx noted that the competite strugglelarge enterprises defeat the
small ones becaugke latter produce at prices, which are too higlas a resultthey are
unable to continue to dispose their products at a profitttzem@fore willgo bankrupt.
However, Marx rekonedthat when the destruction dhemedium and small enterprises,
especially those of the craft type, is not accompanied by aauwd industrial advance
which creates new needs for labgawer, the former owners of means of production,
dispossessed through comipeh, he remarkedare not transformed into employees but
simply thrown out of the production process. They are, Marx concluded, no longer
proletarianised but are completely pauperised. According to Marx therefore, the history
of capital is the historyfahe destruction of the property of the majority for the benefit of

the property of an even smaller minority.

2.4.2 Theoriesof concentratiorof capital crisis of accumulationdependency and world

systemanalysis

RudolfHi | f er di n g o0 s r e thepry of sent@lisatianfof cdpial his book,

Finance Capital included theidea ofthe concentrationof capital. He noted, just like

Marx, the tendency athe capitalist systerto generate a greater consolidation qfitzd

thatleads eventually tob i g &a@ardt &lj oi nt S In @addikon  ¢hm,p a n i ¢
Hilferding pointed to the tendency ofisicapitalist development (i.e. the centralisation

process) to produceconcentratiorof banking(Hilferding, 1910 223).
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Hilferding explained tlat when competition in an industry is eliminated (i.e. production
has been centralised), that there is then an increase in the rate of profit. However, these
tendencieqcentralisation of capital and increase in profit¢ observedlieads to the
advancement dfnance capitdl®. According toHilferding, the development of capitalism
(centralisation of productiorprecipitatesa continual increase in the amount of money
which the productive clases (through increased profitand non-productive classes

(those taken out of business) place at the disposal of the banks, who in turn convey it to
the industrialists (the cartels, joint stock companies #tatheed extra funds for further

expansion

So,given that the centralisation tendenciesaasies the amount of organic capital needed
for production, the cartelised ventures, in need of larger funds for continued production
are as a consequence forced to turn to the banks who have accumuésainount of
money capital from the industry reges and from th nonproductive classes$n other
words the control of thefunds, which are indispensable to the gumaenopolised

industriesnow largely rests with the banks.

As aresult with the development of capitalism and of the machinécyedit, Hilferding
noted thathe dependence of industry upon the banks also incréagesall, Hilferding
concluded thathe development athe capitalist industry produces concentrationof
banking, which,in turn,is itself an important force for attaining higlstage of capitalist

developmentibid: 223-224)

40 Hilferding defined finance capital as the capital, in money form, which is with the banks but would eventually be
transformed into industrial capital (Hilferding, 1910: 225)fisance capital retains the money form, because it bears
interest and can always be withdrawn by the owners as money, but is often inevitably invested through loan

advancements by the banks to the capitalist agents.
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Based on Marxo6s centralisation outlines
analysts have gone ahead to articula¢econsequences of the tenciesof these theories
for real economic growth and development. Generally, thederical tendencies are

seen as the reason why the modern capitalist system is inherently prone to crisis.

Michal Kaleckiis remarked to bé¢he firstto propound d@heory d economiccrisis that

waspr emi sed on Mar x 6s istIpredesy@oster,i 2018 Miochal t h e
Kalecki, Fosterremarked conceivedt he concept of the O6degr ¢
explained the extent to whictcantralisedirm (a monopoly)wvas able tanaintaina price
markupon prime production costsychasvo r k e r 0 s the@g efav mataridls

This ability of the monopolist to maintain a set profit margialecki later observed,

underpins the stagnation tendency of the capitalist process

Firstly, Kalecki (1954, 1971 26) remarked that massemploymenseensto be the most
obvious symptom of €pressior{this follows from the consequence thie centralisation
processarticulated by Marx)Like Marx, Kalecki alsaexplained thatinemployment is

not due to the shortage oépital equipment (or capitalThe reverse, he noted, is the
case. Duringdepression, the existing capital, Kalecki explajnisdutilized to a small
degreejthe idle capital equipment, hemarked is the counterpaif the unemployed
labour forceThereason why the owner of unutilised equipment who encounters a lasting
supply of idle labour does not embark upon production, Kaqiained arises beasse

of unprofitable propositianin the economy

According toKalecki, a reduction in wages is oft@onventionally recommended as a
way to overcome depressioHe explained thausuallyin a competitive setting, the
reduction in wagesand likewise in taxeswould probablyinduce the entrepreneurs

(owing to the improved prieerage relation) tautilise their equipment to the capacity
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andas a onsequence unemploymenill vanish. However, this, he noted, by no means
resolves depression because goods produced have still to be sold. But since production
has risen considerablyas a result of an increasethre pricewage relationthe part of
production equivalent to profits of the capitaglise opinedhasalsogrown even more

(ibid: 26). A precondition therefore for equilibrium at this new higher level, Kalecki
observed, is thatapitalists from their ioreased profits should acquire this part of
production, which is not consumed by workers or by civil servamtsther words, the
capitalists must spend immediately all their additional profits on consumption or

investmenin order to correct any imbalance in the process

However, if it is most unlikely that the capitalist will spend all their profits, the immediate
effect of the increased profjt&alecki explainedwill oftenbe an accumulation of money
reserves in thednds of entrepreneurs and in the bamNanethelessthe goods, which

are the equivalent of the increased profisl, remain unsold. The accumulating unsold
stocks, Kalecki notedyill sound the alarm for a new price reductiomgobds, whichdo

not findany outlet. Thus, the effect of the cfstagesyeduction in a competitive market
will be cancelled. On the balance, Kalecki remariteat only a price reduction would

have occurred, offsetting the advantage of the cost reduction to the entrepreneur.

Onthe othethand,however, when cartels are in existence (i.e. when there is a degree of
monopoly power in the systepi) contrastto cut throat competition, Kalecki explained
that wages reductionghich induces diminished demabg the workersoften donot

have repercussions on pricesince they are maintained by cartels at a stable level.
Kalecki remarked that even with the improved pnicagerelation, which produces high

profits thatcartels are rather unlikely to invest profits derived by wageatezhs more
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promptly than the entrepreneurs under conditiondreé competition Instead, the

opposite is what he remarks that is the case (i.e. the cartels spend less of their profits).

In other words, in aartelzedsystem, the proceeds of industrystjas under competition,
will diminish as much as their costs. However, as prices remain unchanged in the
cartelzed system, the sales of goods will drop in the same proportion as the proceeds
have shrunkThus while wages reductions do not cause anydase in production in the
case of a competitive econorthut a fall in price)in a fully cartelzedsystem they lead,

as a result o,tosheimkagept pbduttipn andfa rige in unerepogment.

Kal ec ki $attainadhearimgsscomplete expression in the worksloef Steindl.
According toSteindl (1976)the giant corporationgthe centrali®d firms)which tended
to maintainwidening profit margingdue to thedegree of monopofyarealsoconstantly
threatened by a shortage of effective demavith wage reductions and price rigidity,
wagelabourers reduce their consumption of the prodgmextis thus constituting to the

general decline of effective demand.

Steindl explainedthat giant corporations tend not to investifarge portion of their
existing productive capacitg already standing idléde notedthat he giantcorporations
when confronted with a downward shift in final demand|l not lower prices (as is
obtainable in competitive systems) but would instegdmestly on cutbacks inapacity

i particularly of the labour force (Steindl, 197%. In this way, the giant firm under
monopoly capitalisjmSteindl remarkedyould maintain its existing prices and prevailing
profit margins However, the falling demand, dugwage reductions and cutbackghe

labourforce, will alsofurtherundermine accumulation of capitalthe economy
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As a result,Steindl also concluded thamonopoly capitalisms prone to wider profit
margins and larger amounts of excess capacity than was the case for a freely competitive
systemOverall, he contradictiorthat emanates from the centralisation provesswhat
Kalecki and Steindiconcludedthat generags a strongtendency towarsl economic

stagnation.

Though Kalecki and Steindl could be argued to be the first to exaextensivelythe
contradiction of the centralisation proceésapital accumulatioandits impact on the
wider economy, Hilferding did also writen the crisis of accumulation, though from a

different perspective.

Firstly, Hilferding (1910: 239) remarked that the general possibility of a crisis arises from
the dual existence of the commodity, as a commodity and as money: this duality,
Hilferding explained, creates the possibility of an interruption in the process of
commodity circulation if money is hoarded instead of being used to circulate

commoditieé?.

For Hilferding, what contributes to hoarding of money is the fall in the rate of profit
(drawng from Mar x6s explanation of the equ:
will flow slowly into [be hoarded from]those branches of productionith low
profitability). The low profit,in turn, arises from the centralisation process: according to
Hilferding (1910: 233234) cartelization brings exceptionally large extra profits the

shortrun, but at the same time tends to slow down capital investimehé longeirun;

because the first congeof a cartel is to restrict production (in order to maintain a high

41 C1-M-C2 comes to a halt because M, wihihad previously realised the value afdGes not go on to realise the value

of C2. As a result, £cannot be sold and so a glut developghich generates low prices and profits.
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price) On the other hand, the actions by the catitsl to affectthe noncartelised
industriespy precipitatingdeclinesin the rate of profit (due tthehigh cost of production
brought about byhe high organiccomposition ofcapital) This alsadiscourages further

capital investment.

In essencegccording tdHilferding (1910: 241)the contradiction that develops into crisis
stems from the fact thélhe conditions of realization.€. the possibility of realising the
value of commodities, including profit) cannot be reconciled with the expansion of
consumptionunder capitalist conditions, expansion of consumption means a reduction
in the rate of profit. For an increase in consuompby the broad masses of the population
depends upon a rise in wages, whiabuld, in turn,reduce the rate of surplus value and
hence the rate of profiGenerally Hilferding concluded that the narrow basis provided
by the consumption relations of ctglist production constitutes the general condition of
crisessince the impossibility of enlarging this basis is the precondition for the stagnation

of the market.

Overalaccording to Hil faersidis geperadly aedistpribaaca aft i o
circulation: it manifests itself as a massiuasaleabilityof commoditiesi as the

impossibility of realising the value of the commaodities (the price of production) in money.

So, giventhe inherent purpose of capitalist productiahjchis to realise anincrease of
profit (ibid: 240),the narrow basiprovided by the consumption relations of capitalist
production therefore,constitutes to the stagnation of production, which then leads to

crisis and underdevelopment.

Secondly, Hilferding further observéldat the development of the function of money (as

a means of payment) also contributesthe crisis He remarked that under simple
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commodity production (for example in the grapitalist commodity production) there are
no crises. The breakdowns in th@eomy during those periods, he noted, arecnees,
which conformto some economic law, but catastrophes arising from particular natural or

historical circumstances such as poor harvest, drought, pestilence and war.

However, given that the capitalist pitaction generalses commodity production, and
allows all possible products to be sold and bought with money (and also makes the sale
of produced commodity a precondition for the resumption of reproduction), a slump in
sales, therefore, makes it impossiteneet previously contracted delts.addition if

one person cannot meet its obligations, then others also become unabl&tepsipre,

the chain of debtorsesulting from the use of money as a means of payment breaks the
production process. A slungi one point, Hilferding concluded, is transmitted to all the

others, thus becoming a general crisis.

Overall,Hilferding concludedhat periodic crises are a distinctive feature of capitalism.
They are, he noted, a disturbanceiotulation thaimanifests as a massiwensaleability
of commoditiesand which then constitutes the impossibility akalising the value of

commodities in money.

In ther book6 Mo n o p o | yBai@ragndSwesdyadlso documented the causes of
stagnation in the economynderdnonopoly capitalisid Baran and Sweezgxplained
that there is a strong, persisteabhd growing tendency for momsaurplus valueo be
produced than can find profitable investment outletsr in the economyBecauseof
these tendenciethey remarked thaherewill beadecline ora slowdown in the rate of
growth of output andas a result inncome thus triggeringrising unemployment and
increasing undeutilized productive apacities The maincontradiction that actually

engendershe tendency to stagtion, according t@aran and Sweezys, thereforethe
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inability of the dominant monopoly capital® absorb the enormous surplaseady
generated withirtheir production. Overall, they concluded that more monopolistic the

economy, the stronger the tendency to stagn@Baran and Sweezy, 1966

Generally, the centralisation procésgonceived t@roduce garadox Given that it is a
natural tendency for the processes of accumulaiomcentralise, thecentralisation
nevertheless, iargued talso cotributeto theunderutilisation of capacity arile over
accumulationof surplusvalue which then engenders stagnation in tleng-run. This
inconsistency isvhy many Marxian analysts argue that the capitalist system is inherently

contralictory and prone to crisisee Hilferding, [1910: 243], for instance)

The inherent tendencies of thapitalis system, whiclgravitates the economy towards
crisis, have been used to explain the underdevelopment in many economies. In many
cases, the céralisation process has been argued to constitute the unequal development
witnessed in the interconnected global systewith the poor countries categorised as

the peripheries (those unable to capture sufficient surplus including profit from the
production process) and the rich countries categorised as the core (those with the

centralised firm§ quasimonopolies).

PaulBaranwas among the first, in the 1950s, to tieecrisis of accumulatiothesas to
explain the economic underdevelopment of periphery countriesatgeedthat the
manner in which capitalism was brought to the backward countries, which was
characterized by undisguised lootity imperial (centralisedVester) corporations
which sought wider méets beyond their already conquered domsérved to smother
fledgling industries in the colonized societiasd thus caused them to be underdeveloped

(Baran,1957).
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He argued thaEuropean conquest and the plundering of the rest of the globe generated a
great divide between the core and the periphaviich have persisted during the course

of modernhistory.To illustrake this, he highlighted the differemtays in which India and

Japan were incorporated into the world economy. |ridiaexplainegdwas incorporated

as a dependent social formation that, as a result, has carried the unfortunate legacy of
perennial underdevelopment. Whiten the other hand, gan he remarkedstands as an
exceptional case that was nailonised nor subjecto long unequal treaties and that
retaining contrbover its own economic surplugas free to develop along the awatentric

lines of the core European powers.

Baranconcludedhat he failure of development ifhird World countriesis neither the
result of 6original underdevel opment 6 or
povertyo. T he Kk ey hetremarkedies eathdranvtieel factpthatetimet

6@t ent i a¥thatcaeuld peitilisedfor productive investmestre to a large extent

wasted away by the combined action$ of

a. A semifeudal landed oligarchy addicted to luxury consumption on the most
extravagant scale

b. Large parasitical strataf merchants, monelgnders and intermediaries of all
kinds (comprador bourgeoisies)

c. A small industrial bourgeoisie forced to subordinatelit$o the interests of

foreigncapital

42This term waslefinedby Baran (19573s the difference between thietput that could be produced in a given natural

and technological environment with the help of employable productive respamdabe actual output being produced.
Potential surplus therefore i ncl ude stondiigloss ef butpgstdue ol us pl
the existence of unproductive workers (iii) loss of output due to irrational and wasteful organisation of production and

(iv.) the loss of output due to open and disguised unemployment.
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d. Foreign multinationals geared mainly to the expatriation of profits
e. Anove gr own st ate apparatus compell ed tc

mercenaries.

Overall Baran argued that the real difficulty lay in the existence o@raperialisb
structure of power in the world economy that places the periphery societisguaten
of 6 de p. &hedotutioghg éoncludedis forunderdeveloped economies to delink

themselves to some degree from the capitalist world economy.

Raul Prebisch of the United Nations Economic Commission for Latin America (ECLA)
and Hans W. Siger of the United Nations advanced, independently in the 1950s, the
other key thread of argument that contributed to the intellectual development of
dependency theory in the 1960%eir arguments, widely referred &s the Prebiseh
Singer hypothese proposes that the terms of tr&tldbetween developing and
industrialised countries have declined owene so that the former must export an
increasingly larger volume in order to purchase a constant volume of imorgex,

1950;Prebisch, 1962).

Prebist and Singer offered several theoretical arguments to support their contention that
the price of the dehaskeendglingnngtead af isimg relatve ©06 e )
the price of their importg=irst, they argued that increases in labour prodig in the

i ndustrialised countriesd6 export industr

| ower export prices, whereas productivit

“Acountryd rms oftrade (referte of t en as the countrydsofhefh bhartenftarrc
exportdivided by theprice of a unit of its importSo a declining terms of trade, from the viewpoint of the exporting
country (for instance Nigeria), implies that @ver increasing volume of exports from Nigeria must be sold to purchase

a constant volume of imports.
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industriegresultin lower prices for their exports. These costirag effects of productivity

in these economies, they argued, arises from the different market structures in those
economies. Mre organised labour and the lack of market competition in the
industrialised countrieshey remarkeckeeps wages and pricegi, whereas the lack of
labour organisation and highly competitive markets for primary produrctthe

developing countriekeeps wages and prices low for #egocountrieSlabour and outputs.

Equally, given that most of the exports of the developing cmsnare primary produce

such as food, theargued thatheir demand in the industrialised countries often does not

rise as fast as incomes in those countries. In contrast, the demand for manufactured goods
in developing countries, they observetten easy exceed the rate of growth of incomes

in the developing countries. Therefore, the slow rate of growth of demand for primary
products, Prebisch and Singer concluaealjld mean a slow rate of growth in their prices

relative to the rate of growth of theiges of manufactured goods.

Secondly the high rate of population growth in the developing countries, combined with
limited employment opportunities in their industrial sectors, they observed, often
generates a surplus of labour that gdasheghe wage®f workers in the export sectors
down This labour surplus and the highly competitive nature of primary product export
markets, Prebisch and Singeoncluded,contributes todeclining termsof trade for

developing countries

The declining terms of trad@rgument put forward by Prebisch and Singer called into
question theationak of the central tenet (fomeclassicaleconomic theory, such as the
comparative advantage theory of David Ricasdbich held that countries would benefit
most by exporting those products in which they had a relative cost adv@Riegelo,

[1821] 1971) It was this Ricardiantheory that led mct economists to argue that
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developing countries would benefit most by est;g primary commoditiegn which

they held a comparative advantage and by importing manufactured goods in which the
industrialised countries held a comparative advantbigevever, the PrebiseSinger
hypotheses countered such tenet and argued thatlg te unfavourable terms of trade

and subsequently to underdevelopment in developing countries.

Andre Gunder Franlalso espousedome elements dahe crisis of accumulatiorand
PrebischSinger theses in his argumenisr an k 6 s ma iwas thatoonihuech t i o n
participation byThird World countries in the sameorld capitalist system wittieveloped
countries could only mean continued depat@nt of underdevelopment Trhird World
countries. He arguethat underdevelopment wadsecauseof dependengeand isthe
opposite side of the coin of development within a single world capitalist syldtemas
of the view that if the Third \Wtld countries continue to participate in te@me world
system thathere would be neither equitor efficiencyand economicdevebpment in

those countrie@~rank, 1978, 1979

Andre GundelF r a n k 0 slsoeommdated orthe theories of stages of development
propounded by RostowHe rejected the notion of original underdevelopment, that is, the
traditional societyconstrucsi n Rost owds stages of growth
theory wrongly assest that underdevelopment was original and traditional and that
development would result from gradual reforms in dual economies in which the modern
sector would expand and eliminate the traditional one¢hdRaheposited thatworld
economic cycles and ises of capital accumulatiorfboth of which derive from the
centralisation process¥(hape depenégnce and underdevelopment irhird World

countries.
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Amin (1977)alsoobserved that del@ment inThird World countries particularly in
SubSaharan Africatook a different pathway to those of East Asia and Arab regions.
This he noted was because, unlike in Bast Asia for instance, European imperialism
met with comparatively weak societies in St@hara Africa, in terms of human
population and the degree okthstate organisation (thvgas brgely due to the debility
the regionsuffered as a result of théage trade which included ethnic fragmentation,
breakup of large states and reduction of the populatidijerefore,under these
circumstances, Amin argued that the colonial power assumed direct cdritrelsocial

life of the peopleconquered, givindgess importance to its alliance with theuling

classes

What Amin noted was that in St8aharaAfrica, the colonial administrators fulfilled the
economic andocial functions instead ¢dcal propertied classes (the ruling classes) that
assumed such res in places like East Asia. Through the imposition of money taxes and
a host of other administrative measures, the colonial administrdtersemarked,
introduced forced labour and&compulsory crop® which subsequently led to the

establ i shment émromiwdtraited(tiadng ecanbnyjp thoseregions.

Overall Amin concludedhat the genesis of underdevelopment of Africa goes back to the
period of European monopolisation of the trialag trade. He remarked that it was during
thismercantilismepochthat the two polegapital and proletariaBssential for capitalism

to achieve its completed stage wemmpleted in some parts of the world (they were
monopolised by the Western woyldt was in this periodAmin commentedthat the
commercial bourgeoisie of Atlantic Western Europe amassed wealth from its monopoly
of the triangulartrade, whichlater aided its industrialisatioin it had monopolistic

extortion of the slaveurplus laboufrom Africa and &udal rents from Americdl his
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monopoly by the Western Europe was what Amin noted that consequep#ged the

ability of some otthe dominated regions to developsubsequent years

Amin was also critical of international trade. He ezked that international trade links
countriescharactesed by different social relations of exploitation (different rates of
surplusvalug, involves goods whose production requires a vast consumption of natural
resources (raw materials, oil, agriculiuproducts) and pits monopolies against each
other both within and beyond their national bordeisyviewed the world system not as

a juxtaposition of societies reduced to the capitalist mode, but as a system of capitalist
formations (industrialised and agrarian) which produces unequal exchange, reflected in
the differential rates of exploitation of lalimpand which also subordinates the peripheral
(particularly agrarian sociefyto the domination of the monopoly capital in the core

(Amin, 2012, 1977)

By 196070, Marxian economics had developed, from the centralisation scheme
originally propounded by Marx, three distinctive but intetated strands of theories that
attempt to explain the different tendencies centralisation of capital accumulation
precipitates in the modern capitalist system. These complementary theories could be
categorigd asthe theory of monopoly capitéile. the centralisation schematahichis

argued later leadto crisis There is alsdhe theoy of imperialism,which alsoderives

from monopoly capitalisrandthat ofdependencywhich is occasioned by the tendersi

of imperialism

Indeed, hemethods used to formulate thékeoriesnvolved a materialistic conception
of history(interpreation of historical tendencies). The same methods (i.e. a materialistic

conception of history) could also be seen to have eshagarious contemporary
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approachespow used by several Marxian scholars, for studying the modern capitalist

economic system in recent timiesakefor instancethe worldsystemconcept”.

Theconceptclassifieseconomies according to their degree of expropriation of economic
surplus in the global systemroadly,world-system analysigefers to the substitution of
the unit of analysis, formerly the natistate, with the worlgystem(which uses a
multiple of the inter-statesystem)as the standard unit ahalysis in that, states should

not be studied in isolation, but rather in juxtaposition with the weyktem.

Thecentraltheme ofworld-system analysjsargely similar tohe PrebisctSinger theses,

is baed on the notiorthat international trades are often nddes between equals.
According to the accounts by Wallerstesome countries are economically stronger (the
core) than some (the peripherieahid as sucththe cores are therefore able to trade on
terms that allowsurplusvalue to flow from theeripheries tahem(Wallerstein, 2004

For Wallerstein the modernworld economyis marked by an axial division of labour
between cordike production processes and peripheral production processes which then
results in an®ourmadudlaveasan dik preductionv ol v
processes. The col&e processes, he noted, are relativéhlyonopolsedd whereas

periphery productio processes are relatively competitive

The monopolised (cordike) processesWallerstein explained, obtaitheir quast
monopoly powemostly byengagng the support of the machinery of a relatively strong

state, onghat can enforcahe quastmonopoly satus. These quasionopoly statuses

44 The worldsystems concept, developed by Immanuel Wallerstein, an American sociologist in the early 1970s, serves
as a coherent framework for histoigestudying the developmental trajectory of economies (see Wallerstein, 1974,
1979, 2004)

45 A term coinedby Arghiri Emmanueln his book,Unequal exchange: A study of imperialism of traolgblished in

1972.
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according to Wallersteirare enforceaftenthrough the systems of patent right issues to
the capitalist agent, state restrictions on imports and expodsthrough subsidies and

tax benefits. Similarly, the ability of strong states to use their muscle to prevent weaker
states from creating countprotectionist measurgbe remarked,also enforces quasi

monopoly statuses for producers that those polfersur.

In general the coreperiphery(world-system)conceptcould be viewed asising he
degree of profitability of the production procga®sent in each country tategorse
those countriesThe corelike production processes ariewed aghose thaare controlled
by quasimonopolies(centralisedfirms), and are seen to be able to earn high rates of
profit, whereaghe peripleral processes are those that @mpetitiveand oftenearna

smalkr rate of profit.

Additionally, Wallersteinobservedha the corelike processgtend to group themselves
in few stateqcore statesandtend to constitute the bulk of production activity in such
states. The peripheral processas the other handend to be scattered among a large
number of stategmainly developingstates)and these processes tend to constitute the

bulk of the produdbn activities in those states

In conclusion Wallersteinobservedthat when exchange occurs in international trade
between the competitive processes from peripheral stattsha quasmonopolistic
processes from the core states, the competitive processes are in a weak position compared

to the quasmonopolistic processe8asedinitially on extracted profits accruing to
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respective process@sandbecause there is a constéiow of surplus valugincluding
significant profit from the peripheries to the cfeTheunequal exchangghat ensues
from the unbalanced trade between the core and the peripiialigsteincommented,
is, thereforea way accumulated capital is movieain politically weak peripheral regions
to politically strong core regions. This process of unequal exchdregeoncluded,

contributes to the underdevelopmeniperipherakeconomies

I n additi on t o-sySan anaysjssndngatharéesentamalysdsofl the
transformatios of the modern capitalist systemver the yearsanalsobe seen tahave
beeninfluencedby the varioudMarxiananalyseskFor exampleBrenner (2006)likewise
Fouskas and Gokay (2012&spousedhe crisis of overaccumuationtheoryto explain
theturbulencen the global economgince the end of World War, lhnd the cause of the

1960/70s global stagflation respectively

In hiswork, Brenner remarked th#te starting point for the ratof profit to fallderives
from the anarchy and the competitiveness of capitalist production in the-systkim.
Justas Marx had posited Brenner explained that the need for capitalists to acquire
competitive advantage requires them to cut costs, which they often pursue hyadimtgod
everefficient technology (that isconstant innovatiori which could be seen asn

increasingemploymentof organic capitgl However by pursuing thisinnovation

46 Amin (1977) based the unequal exchange in the-perphery productive system on the rewards to labour in both
societies. He posited that the reward to labour in the core is higher compared to labour in peripheries (who are mostly
engaged in agriculturgiroduce/primary commodity exports)

47 This derivesfrom the suborihation of periphery agrarian econorttythe domination of monopoly capital in the

core.The dominant capital primarily belongs, for instance, to those food industries and trading cantieensore

linked with agricultural producers in the periphery. So through the centralisation of industrial food processing and the
concentration of networks for collection and marketin
subjectedo control by the dominant capitals. The incomes of the peasant farmers in the periphery are thus controlled

by the prices the dominant capitals pay for the agricultural produce.
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strategy, Brenner argued that the outcome embodies two separate effects on the wider
eoonomy. On the one hand, these constant innovations bring about unprecedented
development of the productive forces batthe other thegrevent firms with lghercost
methods of productioffrozen in their alreadxisting plant, equipment, and softwpare

from realizing their fixed capital investmenkecause these new lesost technologies

allow thar ownes to sell at cheaper prices that undermimgh-cost processes
Consequentlythe effect of the unprecedented development of the productive forces
which includesincreased productivityalso prevents the reproductioaf capitals with
highercosts Theresult thereforejs the manifestatiom overcapacity and reductions of

profitability respectivelyn the global system

Theseincreasing oveproductionand reductions of profitabilityBrennerobserved is

further worsened by intense competitioofs economies in the wordystem.These
contradictions in the capitalist production processre what he remarked that
precipitatedthe decline ofUnited St at e s and vhichr corsequently led to the
stagnatiorin the countryin the 1960s70s According toBrenner the ability of Japanese

and German firms to adopt loweost technologies arntd employ cheaper labogaused

them to beable to usurp a significant market share of the eddamsof capital fromthe

U.S.; given that these lowarost technologies allowed tHater developing blocs of

capital tosell their productscheaper. This, he remarked, undermined mar$ firms

amd subsequently |l ed to the countrybés bal ¢

importing more than they were selling.

To conclude Ma r xafadytical methodcan be seen taddressboth theinternal
contradiction of the capitalist systeamd the internationalcontradiction which many

havearguel arepertinentto understand one isto comprehendheforces that determine
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the pace of capital accumulation the moderncapitalist systemThis method of
analysing the internal, historical angternationalcontradictiors of the economic eco
systemsimultaneously, without a doubtlistinguishesheterodox theories of capital

accumulatio and growtifromma i n s t anayaesmféesonomic growth

2.5 Contemporary heterodgerspectives on the finanted growth debate

2.5.1 Origin and overview

Opposingviewson thetraditionalarguments regardirthe relevance of deepeningthe
financial systerff may perhapsde said to haveegainedwider attention in academic
discourse in the late 1990s and early 2000s. The increased recogaildrbeviewed

to have emerged due toet several financial crises that menaced many countries that had
implemented some of theeoliberal(freemarke) reformsi such as the deregulation and
liberalisation of the financialystem. According to most of thentithetical (referred to
hereas heterodoxjiews, the globalised financial structure that reached its full expression
in the 1990sas a result ofhe several economic liberalisations in the 198@stributed
extensively to the turbulences in the global financial and economic syStesn
interlinked financial systemare seen to allowcrisis in one country tepill over to
anothey easily For example,he collapse of the Mexican peso in 1988lwas contended

to have prompted further substantial outflows of capital from a number of other countries
in Latin Americawhich was seen to haeentributedo thefinancial and economic crises

in the region(Wade and Veneroso, 1998; Payne, 2005; Kindleberger and Aliber, 2011,

Palma, 2013)Similarly, the devaluation of the Thai baht in 1997 was also seen to have

48 Deepening in the financial system generally seen as a bgroduct of financial ystem deregulation and

liberalisation.
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led to other currencies in neighbouring countries to come under speculative attack, which
many arguedconsequently led to a ful |l own GO0 Asi an (Wade amici al
Veneroso, 1998; Payne, 2005; Kindleberger and Aliber, 2011; Chandrasekhar and Ghosh,

2013.

Thesereoccurringfinancial crisesertainlyhelped heterodox views gain widespread
audience in academic dialogue and even in several policy instit\tibrag mosscholars
generaly argual wasthatthe deregulatiorand liberalisatiorof the financial sector and
the subsequent increaseiiiernational capital flowsrpcipitated, whats nhowtermed
financialisationi a phenomenonvhose consequences aeen by many agetrimental

to both the development of the real productive sector and the wider economy.

The termfinancialization, as defined byalley (2007: 2)is a process whereby finaati
institutions and markets gagreater influence over econonpolicy. Krippner (2005:
174) defined financialisationas a pattern of accumulation in which profits accrue
primarily through financial channels rather than through trade and commodity
production.According toEpstein (2005)financialisation meansthe increasing role of
financial motives, financial markets, financial actors and financial institutions in the
operation of the domestic and international econanfiabb (2013)escribed it ashe
dominance of the financial sector in the totality of economic actistitgh that financial
markes dictate noAf i n an c i a |l belawdonrp and sigeifecantly shapes the overall
economyFor Tabh therefore financialisationrepresents the increasgower of abstract
(finance capitalas opposed tproductive (industrial) capitaBtockhammer (2013pn

the other handeferredto financialisationas theaggregate broad change in the relation

baeween the financial and the real sector.
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In this thesis, the term @mplyviewed as the stage in thapitalist accumulatioprocess

in which a larger proportion @conomic outputs are predominarnitiyfinancial assets

stocks, bonds, derivativésand where these financial assetse also becomingnore
concentrated in the ndmancial secto@ cur rent assets portf ol
are being increasingly accumulated by the NFCs in place of real inventories). In other
words, the concept dacts the gradual erosion of real material production vaith
accumulationof fictitious (honreal) financial assetswhat Foster and Magdoff (2009)

aptly described ahe shift inthegravity of the economy from production to finance

To understand the fim&ialisation phenomenoand its implicationdully, attention is

again turned to the Marxian and Keynesian tradition, where the focuses are respectively
on expositing the social relah of the accumulation proceaad on illuminating how a
capitalist ecoamy with sophisticated, complex and evolving financial institutions

behave.

To begin with, in view of the natural tendency of the capitalist process to centralise, it
generally arguecthat the traditional privateonsumption channels are oftehen
insufficient (at the peak of the capitalist developmaritiabsorbing the excess surplus
that emanates from the centralised and highly productive prottséssa result, the
economy, aMagdoff and Foster (2014xplainedpften, thereforepecomes increasingly
dependent on stimuli external to flw@vateconsumptiorchannel for its advance. Inast

cases, the economy, Magdoff and Foster explained, becomes largely driven by state

“Gi ven that the ar my,withardose aswapesuit of hecdriralipatiop prdeess)ow onable
to consune their share of the excess stafkproduce the cdralised firms churn out (which has also increased
tremendously aa result of the increased productivity achievedhgycentralised firms who no@mploy more organic

capitals in thi production process)
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spending, and/or major technologigahovations, whichmop the excess surplus that the

traditional privateconsumption channel could not effectively absorb.

In amilar stanceMinsky (1986)noted that the existence of a large, increasing proportion
of disposable income that is independent of employment or of the profitability of business
(referring to transfer payments by the government) becomes pertinent for theesiglsist

of the accumulation procedsecause it sustains demand in the event of the contraction

of theprivateconsumptiorchannel.

Overall what Magdoff androster and Minsky simply implied was that in most cases
government spendin@oth fiscal expendiine and transfer paymens)d some external
forces (such as technological advancements®comes necessary to drive the

accumulation process.

Aside these two main external stimuli, there are also other factors that have been as
essential for driving the agmulation process. These were cataloguedwgezy and
Magdoff (2009a) Thesevarious other external stimuli that came to propel the economy
since after the Second World Wdhey observe, includesthe rise of unrivalled U.S.
economic hegemoriywhich they posited set the stage for the expansion of world trade
and capital movement; the enormous consumer liquidity that had been built up in the
United States during the war period; the r&baog of the European economies that were
shattered by war; the emergence of new technoldgisich arose out of thevartime
experience (these includelectronicsand jet aircraft); the second wave of auto
mobilization of the U.S. economy in the 1950sthmthe construction of the interstate
highway systemandthe acceleration of militarization and imperialism during the cold

war T including the two major regional wars in Asia. All these elementduding
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massive government spendirf§weezy and Magdoftoneded, acted as the external

driving force that helped propel the accumulation process in the -T®40seriods.

However, these external stimuli were Magdoff and Foster (2014ater remarked, like

the private consumptionprocess, andwvere also necessarily subject to a sort of
diminishing returns. Minsky (1986) must have conceived of this diminishing return of
transfer payments (deficit spending) whenrhentionedthat although the combined
behaviour of the government and the central bank ptewirep depressions in the face
of declining income and financial disarrahat these efforts also sets the stage for a
serious and accelerating lision to follow. Minsky argued that deficit spending does not

p r e vdssequilibrating f o r c e stind. Rather, wingi ik dogbe notedis to re
shape the buisess cycle; inflation, he remarkeaftenreplaces the deep and wide trough

of depressions.

The only other major potential source of economic stimulus, after these historical external
stimuli ran their course, Magdoff and Foster (2014) observed, was an expansion of
finance?, insurance and real estate (termed FIRE). These new stimuli, according to
Magdoff and Foster, could stimulate the economy, just like the historical external stimuli,
by alsopartially soaking up thexcessvalues produced by thmonopolisedgroduction

processes.

The fundamental logic behind the FIRE stimulus derives fkbenr x iergposdien of

the capitalist accumulation procedisderives, m particular from the abstraabin of the

0Aswecanrecalf r om Hi | f er di,ihg Gestralisation lofahe adclimalatisn process precipitates the
concentration of capitdl i.e. the excess liquidity released by the collapse of many small enterprises now rests with
banks. The centralised enterprisaith excess surplus value and diisinng investment potential also lodge their
unused capital in banks. Overall, the banks nontrola vast pool of capital. By creating other forms of accumulation

through which wealth can be expanded, the banks often help to maintain the accumwates jorthe shortin.
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circulation process of capital, which implied that the capitalist, when faced with a
shortage of investment, often channels his excess capital into financial specillagons
that accumulation often proceeds fromNi4 instead of the usual N-M?! when there
seems to be nagfitable propositionThis alternationas Arrighi (1994)ater explained
foll owing Braudel 0s réflecg®eajternatiarr betiveen permdss e r
of material expansion, characterised by profit making bymesduction processes, and
phases of financial expansion, characterisetbwWwyprofit making by the real productive
processes. In phases of material expansion (industrial expansion), Aentrkedhat

money capital sets in motion an increasing mass of commodities (raw materials and
labour[ i . e. t he O0CO6 i npradicton\Whereasimphdsesbofifimamcialc y c |
expansionan increasing mass of money capital sets itself free fromntsncality form

and accumulation proceeds mainly through financial deelsfrom M- M%),

Wallerstein (2004) also remarked these gyrations (that is the alternation #oMto

M-M1 and vice versaas inherent characteristicef the capitalist worleecoromy.
According to Wallerstein, the alternation between periods of material expansion and
phases of financial expansion are bbistoricd andinherentfeaturesof the capitalist
economic structure. Wallerstein explained thatjon leading industries (withorelike
production processest evolution will be thanajor stimulus to the expansion of the
world-economy and will lead to a considerable accumulation of industrial capital. This
expansion in the accumulation of industrial capit@hllerstein notedwill also lead to
increasecemployment in the worléconomy which will thusinduce higher wage level

and a general sense of relative prosperity.

However, since firms are only able to continually accumulate industrial capital (that is,

continually inducedto invest) mainly because of the large profit they are able to
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extrapoate from the production proce@ghich they are able to draw as a result of their
ability to create a quasnonopoly status [degree of monopofgdm patent rights and
given the natral tendency ofebb and flowof capital, Wallersteirexplainedthat there

will thus reach a point where there will be decreases in prices (equalisation of profit)
This, coupled with falling demantie notedwill lead to a buildup of unsold products
and subsequently a slowdown of further accumulation of industrial capital in the-world
system. The normal evolution of these gtrasnopolies and their subsequent dissolution
is what Wallerstein explained that accounts for the cyclical rhythms of the weoridmy
(often referred to as th€ondratieffcycle’?). The boom periods in the Kondratieff cycle
are noted to embody the material expansion plabkere capitalist agents are able to
amass huge profiteand consequentlyemploy labour and othematerials in eal
production).The stagnation periodsn the other hang&mbodes the finance expansion
phase \Where the capitalist production procesare unable to reproduce sufficient rates
of profit and as a resultyses less labour in the accumulation proeesshave idle vast

amount of capital in banks

Braudel (1982)id observe that the cyclical transitions from material phase to financial
phase and vice versa have been a historical phenomenon. He remarked that the
withdrawal of the Dutch from commerca the middle of the eighteenth century to
become the bankers of Europe is synonynvaitisthe assertion that the capitakgients

when faced with declining profits from the productive process, tend to revert their capital

to money forms. The same, Brauddlserved, had earlier been evident in the fifteenth

51 The Kondratieff waves or cycles consist of alternating intervals between high sectoral growths and intervals of
relatively slow growthk. Nikolai Kondratiev was the first to highlight this observation in his bblo& Major Economic
Cycles first published in 1925.
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century Italy when the Genoese capitalist oligarchy switched from commodities to
banking in the latter half of the sixteenth centdrye English, Braudel also contended,
replicated these same tendendrethe nineteenth and early twentieth centdfger the
venture ofthé F o r -k ie § me s iemch in shenldte J0century in the United States,
Braudel alsoconcededhat the United States followed a similar path of going iato
financial phase of cagalism. It is these transitional phases in the world economy that
Braudel t Lear mpewde . tAdmighi @%®94) referred to the transitions as the
O0systemic cycl.Heposted that thefinamiial egpansionmpliase indicates
the closing pase of capitalist development and the industrial expansion phase indicates

the beginning of a capitalist development phase.

So the reason for thescillationin the accumulatioprocessas was expertly explicated

by these scholariinges o the profiability of the capitalist accumulation process. They
implied that accumulation proceeds mainly through financial deals in the financial
expansion phasehiefly because if there is no expectation on the part of the capitalist
agents that their profit will increase from the production processes, they (the capitalist
agents) tend to resort to holding more flexible forms of investment, primarily the money

form of capital which yields higher retursin the financial market

In sum Mar x 6 s afppstracton aflthe circulatioonf capital can be interpreted
therefore,as depicting not just the logic of individual capitalist investment butthkso
recurrent pattern fohistorical capitalism in the modern workystem What most
heterodox studies essentially infer is that the expansion of the accumulation of financial
assets is distinctly the opposite of the expansion in the accumulation of industrial capital
i capital that passes through all the steps in theCM! production process. The

expansion in financiahccumulation in other wordsjs seen to depict declines in real
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capital accumulation. Hilferding (1910) summed this contradiction succinctly. He
observed thatie contraction of production sets free moreney, whichwaspreviously

used to effect reproduction. These superfluous money capital, he remarked, are now
instead used for speculative purposes (accumulation of fictitious financial assets).
According to Hiferding therefore, it is a misconception to perceive the scarcity of money
capitalas the causeconomiccrises, and that it is wrong to believe that money liquidity

IS significant for overcomingecession

Overall, the excess accumulation of financededts, which has come to characterise the
economic systerfandwhichis often used to stimulate 8)i nc e t (gaerntnent h e r 6
and technological advancemeeaxtternal stimuli and thgrivateconsumptiorchannel ran

their course is remarked to actualéflect thenaturaltendency of the capitalist system.

The deceleration of the real sector is positdsetmvariably contributing tthe explosion

of financial activities. In turn, the bgeoning financial activity maydrive the
accumulation process (dte the ephemeral wealth effect and débven consumption

that it producesgeeMagdoff and Foster, 2014Jalbeit in the short ternHowever, such
shortrun reprieve is altogether argued to be inconsequential compared to the instability
such financial eglosion often precipitaten the longer runFor example, Sweezy and
Magdoff (2009a, byemarked the excess accumulation of financial assets in the 1920s

was whatventually led to the 1929 crash.

It was because of the instabilitiyat often arises frorfinancial explosion that notable
economists such as John Maynard Keynes advocated for the regulation of financial
activities in the aftermath of the crisis in early 1948ynes was of the view that if the
tendency to holding specula financial assets could be curb#tht sustainable real

capital accumulation could be achieved, which whien contribute to the overall
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improvement in economic webeing: this is reflected in his effjuoted statement that
O0specul at or sasiubhles odna steady streant ofrenterprise. But the position
i's serious when enterprise becomKeyneg, he b
1936: 159. Overall Keynes concluded that excess accumulation of financial assets was
antisocial toenterpriseand that the speculative frenzy actually does little to spur growth

in real capital accumulation.

In all, the new external stimuli provided by FIR®&hich has come taharactese the
accumulation process in most economies since the deregulation and liberalisation of the
financial system is what many scholars argue that embodies current tendencies that

mitigate, in the longerun, the advancement of the real economy

The dereguladn and liberalization that was pursued in the 1970s without regards to the
underlying tendency of the capitalist system have been argued by many scholars to
underpin the intensified stagnation in the capit@écsinomy ando causdinancial criss

(Minsky, 1986 Stiglitz, 2000; Epstein, 2005; Jarsulic, 2013; Magdoff and Foster, 2014)

Minsky remarked that the 1970s institutional changes contributed to the transformation
of the financial structure, which birthed fringe banking institutions and practices (for
example the issuance of commercial papeRbgl Estate Insurance Trusts [REITs] and
lending by finance companies). These institutions and practices, he observed, have grown
relative to other elements in the financial system. As fringe institutions have grown,
member banks, he remarked, have bectme de facto lenders of last resort through
relations that are often formalised by lines of credit. However, Minsky explained that
these hierarchical banking relaticmuildbe a source of weakness for the financial system

as a whole. This is becausegebankinginstitutions draw upon their lines of credit at

the core banks when alternative financing channels become either expensive or unusable
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because of some perceived weakness of the fringe banks. Inasmuch as banks hold assets
that are not similar tthose in the portfolio of fringe institutions, Minsky remarked that
some assets held by barddsoweakens when the losses and efisWw shortfalls of the

fringe institutions become apparent to the marketther wordsthe already weakened
portfolios d some banks are made even weaker when these banks act as the proximate

lender of last resort tiiling fringe institutions.

Overall Minsky noted that a succession of episodes in which giant moaeket banks

bail out fringe banks is likely to result an cumulative debilitation of the giant banks
hence the potential of a domino effect, which can cause a serious disruption. For Minsky
therefore, the introduction of additional layering in finafcaused by the liberalisation

and deregulation of the finaial structure)s evidence of the increased fragility of the

system (Minsky, 1986: 787).

Furthermore, Minsky (1986) added that the crisis also emanates because of the
multiplicity of instruments now used by banks for position maKinge explained that

the instruments used by commercial bankgasition makingn the beginningverethe
Treasury bills; banks, he remarked, sold assets (Treasury debt) in order to increase cash
holdings and bought these assets when they had excessHoagkver, over time,
beginningwith the periods of deregulation and liberalisation, the banking system, he
observed, has developed a wide variety of money market instruments that is now being
used fomposition makingHe noted that the greater number of alternative positaking
technigues available for banks and for other financial institutions, the slower the reaction

of the supply of finance to monetary policies insatuby the monetary authoritiéhis,

52 Defined by Minsky (1986) adié act of acquiring cash to finance the asbetsaree s sent i al to a uni t.
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Minsky noted,is because the lag between restrictive actionthbymonetary authority

and a supply respongg banks and financial marketsll now take longer than when a

tight and invariant relation exist. The consequence of this, he explained, is that the
policymakerso | mpatience troserigug éxcessessand t s
overshoots. Thus, the likelihood that policy actions will result in the economy going to
the threshold of a financial crisis, he concluded, increases with the number of markets
used for positiormaking, and the proportion of bank essbought through the various
markets. Therefore, as the financial system evolves so does the potential for instability of

the economy.

Crotty (2005) like Minsky, was also critical of the renewed role of finance in the
economy. Haemarked that the financial institutions, with mountaingnainey, often

pile households with deb#hich may prop therivateconsumptiorprocess and may help
counteract stagnation in real productidherefore for a while, the financial explosion

he assertedmay lift the economyLike Crotty, Sweezy and Magdoff (2009a3lso
remarked that the boom of the financi al
which also drives therivate consumptiorchannel due to the appreciation of fingh
assets held by the consumer. The artificial boom of the underlying financial dssgts
also contendedalso allows for enhanced spending even in the face of stagnating real

income for most workers.

However, Crotty (2005) and Sweezy and Magdoff0@4) observed that these systems

of sustenance in the economy (i.e. the dirhten consumption and theealth effect
induced consumption) are prone to crisis because the crash of financial assets (which is
largely caused by the inability d¢ifie capitalistagents due to falling profits, to validate

their debt obligations which underlie the financial assets) will undermine the economy,
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and increases in the rate of interest will also undermine the economy by burdening
consumers with huge debtwhich in the longrun increases the rate of defaults by
households, thus leading to greater instability in the economy. Overall, they concluded

that these external stimuli are often naiistainable in thend

Overall, financial liberalism, as a tool for combattirtggnation, Crotty, Sweezgnd
Magdoff, Minsky, and many others remarkbes rather served to intensify the structural
crisis of the systemwithout removing the root caus&hough the globalised financial
superstructure might work to counteract stagndtidhe real sector in the shdadrm, the

process is altogether argued to be too volatile to sustain development in the real economy

in thelong-run.

Generally the dist n c t di fferenc®arbeit aviKéEsy n Maé x 0 | n
K e y n e stheariess di capital accumulation and economic growdind thoseof

ma i n s tlay@mthedontrastingviews ofthe causes of stagnation in the capitalist
productionand econonic growth According toclassicalmainstream economics, the
shortageof production creditoften seen to be theesult of lowsavings is the main
mitigating factor to increasing capital accumulation developing countries
Marxist/Keynesian theorist®n te other handmplicitly arguethe continual decline in
the rate of profitabilitywhichdampens the expectation of the capitabstd causes them

to be pessimigt aboutthe futureconstitutes tdhe economiccrisis. The decline in the
rate of profit itselfis argued taderive from the consequences of the centralisation of
capitalist produtton processes, whiclproduces monopoly capitalismthe crisis of
accumulation imperialism, and dependentyall of whichis seen to be undermining

development ira capitalist economiy the long run
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In essence, thentire debate on financialisatidtsy most Marxist economistsould,
thereforepe seen to be predicated on the understanding that this new form which finance
has taken since the reform of the financggbktemin the 1980s(i.e. a globalised
superstructurehas not resolved the underlyingrustural problema inherent inthe
capitalistsystem Rather, the new form of finance capitalism is seen to add to the already
contradictory tendency of theapitalisteconomy by engendering financial bubbles and
busts, whichtend in the longeirun, to undermine real capital accumulation the
economy For many heterodox scholars therefdhes rootof therecent 200¢risis, which
caused one of the biggest economic crisis since the Great Deprésgiomthe hewd
economic structure that emergedhe late 1970s and early 1980ashich,they claimed,

did not resolve the inherent structural problems in the capitalist sySieers (2013)
Fouskas and Gokay@12) like many other heterodox scholaad, concludedhat the

2007 financiactrisis stemmeéfom the financial landscape that was significantly different
from that which had agted during the poswvar yearsThey contendhat the recurrent

financial crises should be seen as a systemic crisis of neoliberalism.

In addition many heterodostudieshave also concluded thfihancialisation increases
the widening of inequalityCrotty (2005) Dumenil and Levy (2005Epstein and Jayadev
(2005) Foster and Magdoff (2009nd more recentlfFoster and McChesney (2012)
Palma (2013)Lapavitsas (2013a))ayadev (2013)and several othefsave concluded

along this line

Equally, continual misallocation of resources in the economy has also been noted as one
of the endesuls of financialisationTabb, 2013)Arguing with regards the separation of
6financed from éreal productiond,Gowan 0OCCE&

(1999) concludedthat the newly fo me d 6 gl o b al isdmafact, dsseidting ma r k

116



mitigating 6char ges §andigfar romtbding a gource dfduads i v e
for new production. Gowaevencontendedhat it is totally erroneous to believe that the

new global financial maek, in which trillions of dollars are bouncirgack and forth

across the glohare in some ways assisting the development of the productive sector in

the economy.

Just like GowanCrotty (2005)also contended that the stock market was never an
important sourcef funds for corporate firmespecially those in the U.8e maintained

that the stock market exists to aid entrepreneurs in cashing out their investiments

to tradetheir illiquid assets for monely and that the stock market rarely often supports
new investment in the Unitegtates This viewis similar to what wasriginally expressed

by Keyneswhocontended that the actual private objective of the most skilled investment
financies / bank er s wa si thatassinplyte autwit thehceowdyamdtd pass

the bad or dpreciating hafcrown to the other fellow. This battle of the wits, according

to Keynes, is rather to anticipate the basis of conventional valuation of few months than
the prospective yield of an investment over a iemn of years (Keynes, 1936: 158). |
other words, the increased speculative frenzy could scarcely be argued to be beneficial to
capital accumulatiorfzor Crotty therefore, the deregulation and liberalisation of the stock
marketarefar from been an efficient mechanism for accelerating abgitcumulation in

theend

2.5.2. Review osomecontemporary viewsn the financded growthdebate

The study byCrotty (2005) contended thatNon-Finan c i a | CorpofHati or

performancesvere actuallyadversely affected bynte 61 mpat i ent thatf i n a
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raised real interest ratagsd also coerc&INFCs intopaying an increasing share of their
cash flow (as dividnds) to financial agents. Thise observeddrastically changed
managerial incentiveand shortened NFE @lanning horizons. The prasitof NFCs

which are traditionally lowered bicreasing interest rates and global competition
which mitigates price increaséshe arguedwere further reduced by the increasing
dividends paid out to shareholders. All these, Crotty noted, culminated to a slower rate of
accumulation in theconomy. Most NFCs, he remarkeekre thus often forced to switch
from the longterm strategy that hadldaur relations at its core to shderm strategies

that involvedan attackon labour relatior®.

Overall what Crotty mean that many NFCs amatenfaced with @ impasseFirst, due

to global integation, whichprecigtatesintense market competitisrand as a result
inhibit the ability toaffect price increasesnost NFCs araeften unable to generate
commensurateate ofprofit, in the faceof theeverincreaing production costs. And on
the other enddue to the increasing outlay of their cashwflto finance (viz. interest
payments and dividends), they also forced to stagnate wages and in some cases
retrench workers, thus further squeezing aggregate demand for their protiectfore
basel on these factors, many economies oftaxk the ality to produceadequate profits
and often experienaxcess unused capacigxcessivalebt burden oNFCs, andashift

in corporate strategy thawill eventually further exacerbate the original demand

deficiency. This cycle is what Crotty (2005) termeddhe e o | i ber. al par ado

53According toCrotty (2005),the coercion derives from speculators that tend to short securities that do not pay an
increasing share of dividend. So the general market behaviour tends to coerce NFCs into paying dividends if they wish
to maintain a relatively higher share value in nferket.

%4Such as dcreasing or stagitingwages andin some cases relocating thelustry andor reducing the number of

workersemployed.
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In sum, what Crotty and some other analygsee Epstein and Jayadev 2005 jlso
concludedwvasthat neoliberalisnprincipally induces the rise afentier-capitalist, given

that it undermines thability of NFCs to earn a commensurate levepuadfit. He, like
Epstein and Jayadevemarkedthat the valus of financial assets and finanbased
income as a ratio of the GDP ime United States have increased tremendously over the
last decadeat the detriment of those of ndimancial corporationsFor example, Crotty
showedhatthe ratio of profits of financial corporations to the profits of NFCs rose from
about 15% in the early 108 through the early 1960s to almost 50% in 2@, .while

the income of the financial capitaligtentiercapitalist)are rising (deriving from income
from interest payments and dividepdyoutsby NFCs), those of the NFCs and wage
labourers, Crotty cartuded, have stagnated/deteriorated over the same periods, thus

contributing to the widening of income inequality in the economy.

Similarly, Dumenil and Levy (20053rgued that the structural transformations that took
place in the 1970&he collapse of the Bretton Woods agreement in 1971 and the turn to
neoliberalism in late 1970s)eated the conditions for theassertion of the hegemony of
finance. The defining momenhey notedwas the change of monetary policythire U.S.

in 1979 (whathey termed thé V o | colp@, which they remarkeeaxplicitly targeted
price stability(inflation rate)in place of fultemployment. Coupled with other neoliberal
policies such as privatisation atiteralisation Dumenil and Levy argued that these

reformsultimately elevated the dominance of finance by subduing the labour relations.

Theincrease in the flow ahternationalfinanceandinterest rateboth arising fromthe
breakdown of the fixed exchange regime and the subsequent deregulation of capital
account controlgheyassertedultimately increasethe flow of income towards lenders,

even in a period of low profitalty. The new unfettered financthey explainedeasily
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moved from one country to another and from one process to anatitewere still able

to reproduce gains by itself

The consequence of thiegemony of finance capitdbumenil and Levy opineds the

slow growthin real accumulationincreasing unemplaoyent, and the rising debt of Third
World countries. The actuautcometheynoted,wasthat a particular class and a sector
of the economydspecially thdinancial capitalists) benefitedore at the detriment of a
large proportion of the population and the real seckemsDumenil and Levy (2005)he

rise of real interest rates (permeated through interest rate control deregulation) clearly
favours the lenders, who most cases are the financial institutidghat are these days
direct creditors or the largest shareholders of most IXati®nal Corporabns (TNC)

and even local manufacturer&iven that managers of most TNCs are nowadays
compelled to target their activity toward maximization of the market value of their
corporations (i.e. their stocks), and to also distribute a large fraction of tbéts @s
dividends, Dumenil and Levy thus argued that it is the len(tleedinancial institutions)

that aremostfavoured at the detriment of wage labourers.

Dumenil and Levy distinguished two spleriods, which they used ¢haractesethe two
distincive channels through which the financial class appropriated huge benefits from
the real sector. The late 1970s and early 1980s they classified as the fpstisdbthe
transition yearscharacteged by low-profit rates and very large interest ratetiey
contended that the financial class appropriated huge flow of income in this period mostly

through the payments of interest made by firms.

The second superiod was from the late 1980s onwardhis period wagsharactesed
by the rise of profit ratewith declines in real interest rates. The financial class, they

argued, appropriated huge income in this latterperind more from dividends paid out
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by corporate firms. Overall, the two channels of the transfer of income to finance
according to Dumenand Levy (2005)werefundamentally modified between these two

subperiods of neoliberalism.

In general, thegoncludedhat the political and social implications of neoliberalism are
prolonged and increasing unemploynt&nivhich is becauseof slower accmulation/

lower investment and which aredue to hightinterest payments and increasing
disbursement of profit via dividends payments. Thaseurn, increases the burden of
indebtedness for a certain fraction of households and the Third World countries, while
increasing profits to the financial corporatior@verall, financial liberalisation and

deregulation, they concluded, have largely contributedequality in the economy.

According to the accounts btockhammer (2013)deregulation and financial
liberalisation have also not fulfilled the neoliberal promise of galading investment

based growth. Instead, Stockhammer arguedhttsateoliberal financialisatiohasgiven

rise to a series of financial crises. He contended that financialisation gave rise to two
distinct growth models creditfinancedconsumption growt model (pervasive in
Anglo-Saxon countries) and expaitiven growth model (peculiar to Germany, Japan
and China). These two growth models, he remarked, suffer from a structural demand
deficiency due to wage suppressiobecause financialisation had hagrofound effect

on income distributionthis profound effect, he argued, derive from the fact that there

55 Dumenil and Levy pointed out that the entire crisis cannot be blamfidamce alone. They remark#wht technical
change, which they claimed were the main causes for the prosperity within major capitalist countries during the decades
after World War 1] was norexistent in thel960s and 1970s. As a restte downward trend of the profit rate was

inevitably establised.
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have been rises in rentier incomes (through interests and dividends income) and not on

wage incomes.

Stockhammer (2013) went on to explain that reklism shifted the power balance
between capital and labour in various ways, ranging from the increased range of
possibilities opened to firms by financial globalisation. These increased new
opportunities open tdinandng capital, he observed, increasedernational capital
mobility (a transformation many also argue constitutes volatility of exchange rates which
oftentend to endh exchangeaate crisigsee Palma, 2013]). Through this new opportunity
for international capital mobility, he noted thatfis are thus able to batter down or freeze

wage increases by often threatening to relocate their factory abroad.

Overall as a result of thenew opportunities open to capitalis; the form of
international capital mobility) which enables firms to reslusages,Stockhammer
contendedthat many economiesoften thereforesuffer from a structural demand
deficiency sincethe opportunity to relocate industries affords the capitalist the leverage

to batter down high wagevhich then leads to low demand

As a onsequence of demand deficiency, Stockhammer explained that in order to boost
aggregate demand in Angaxon economies, households are often deluged with credit;
given that most financial institutions are themselves sitting on an ever expanding financial

base with limited investment opportunities in the real economy.

However, the creditinanced consumption model, Stockhammer contends, is often not
sustainable in the longer run because they are not backed syramg growth iabour
wages he argues tht this credifinanced consumption pattern often overheats, and leads

mostly to crises of debt and stagnation in the {ang
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Stockhammer (2013) also noted that the new financial landscape that emerged in the
1970s, which included the phasing out of colst on international capital flows, the
deregulation of the types of transactions that banks are allowed to engage in and the lifting
of interestceilings, all paved the way for the new financial institutions that emerged.
These new institutions, such @m®ney market funds, private equity and hedge funds, he
observed, led tevernewerfinancial instruments that have transformed the traditional
role of financial intermediarie€onsequentlybanks are now engagadore and more,

in dealing with financial assets than in financing new production.

On the other endstockhammer (2013) noted that Aiomancial businesses are now also
entrenched in the financialisation fren:
prominently featurg¢he rate of return on equity, that is, their emphases areamareon

their stock market price performandhis, he attributed to the increasing emphasis laid

on shareholder valuanaximisation (SVM) by many economists Nonfinancial
corporations, he obserd, are now engaged in increasing shareholder value through

increasing dividendpayouts which has, as a corollary, lower rates ofmgestments.

In addition most firms he notedoften take out loans to buy back stocks, in a bid to boost

their stockperformance. This latter act alone, he argues, leaves the firm with higher debt
ratio, which the social cost includes downsizing of employment and increasing pressures
on wages; a phenome n dashiftOronBatairhgiand amvesndte s c r i |

downsize and distribued O6 Sul | i van, 2000 [cited in St

Overall, Stockhammer concluded that the deregulationliaedalisation of financial
systems have led to frequent exchange rate crises due to the volatile capital flows that
createlong lasting international imbalances. Also, contrary to neoliberal assertion that

financial liberalisation would induce capital flows from rich to poor countries, he
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contended that on average, capital has actually flown from poor countries to rich

countres.

Lapavitsas (2013bjust like Stockhammer, also noted that capital has flown from poor
to rich countries due tb h globadisationo f f i Ruathrexneré, & explainedthat
financialisation in developing countries has had a subordinate charaethich is
derived from the hierarchical and exploitative nature of interaction in the yanlkieti
and hasin turn,constitutednediocre growth in investments and overall economic growth

in developing countries.

To begin with,Lapavitsas contended that the reverse flow of capitah poor to rich
countries derive more from the actions taken by public agents in tetteloped and
developing countries. He noted that the accumulation of reserves is the main reason why

the net global flar of capital has been reversed.

Initially, the traditional idea of holding foreign reservéspavitsas explainedyas to

protect domedsc economies from the potentially disastrous implications of sudden private
capital flow reversalshe noted thathe World Bank and the International Monetary Fund,

who monitor the levels of reserves relative to imports and domestic monetary growth,
haveal so actively-iasfuo aoe e 0 Howaver, thisealisyfof

reserve accumulatigine remarkedias amounted to developing countries storing dollars
(which is the world reserve currency) in order to be able to participate in intealation
trade (given | MFs and t he ,3idbhedaudse dthenked s m:

to be able tabsorb the vicissitudes of financial flows in the world market.

Neverthelessni view of this world money being nothing more than sheteked central

money resting orthe U.S. government securityand whichdoes not yield additional
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value, Lapavitsas remarked that most developing countries that accumulated dollar as a
reserve currency tend therefore to purchase U.S. treasury securities with theiisreserve
This process of acquiring U.S. treasury secuntigis foreignreserves is what Lapavitsas

notedasemboding the flow of finance from poor to rich countries.

This flow, he asserted, entails significant costs for developing countries, which resembles
the imposition of an informal tribute paid by developing to developenhtcies, above

all, to the U.SThe costs of this subsidy, Lapavitsas noted, can be seen from focusing on
countries that have received significant inflows of private steonh capitabnd are thus

obliged to keep sizeable reserves in order to offset the risk of sudden reversal of flows.
This group of countries, he explained, have received significant borrowing from abroad;
mostly incurred by private enterprises that have borrowed finenmternational market

at the going market rat e. I n most cases
Central Banknsuyed ptrioe eperdisvdtoe 6debt s by adva

the accumulated foreign reserves to purchase U&uing securities).

Therefore, while private borrowings occur at the prevailing high market rate of interest,
the O60insuranced (accumul ated treasury sec
So while firms in the U.S. eaahighrate of return o the funds they lend to private firms

in developing countries, the central banks of these recipient developing cqunmtiiles

other handearna paltry rate of return on the funds lent to the U.S. government (through

the purchase of its Treasury setgriln the end, these international capital transactions,

he remarked, entails a significandst for developing countrieaho are worse off at the

end of the whole cycle.

In addition Lapavitsas (2013b) also observed that because private firms in these

developing economies have been able to borrow abroad at rates that were relatively lower
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than the domestic rates obtainable in their economies, these private capitalists often tend
thereforeto use those funds to invest in mainly domestic financial assstgield higher
interests. This form of O6carr yropgriatiendye 6 , h
private borrowersf the benefits of interest rate spreasd also contributes tbhestrong

growth of domestic financial markets for the developing couritradbsof which reflects

in the widening of inequality and increasing domestic financialisation in the recipient

economies.

Overall, Lapavitsas concluded that the wavdimdincialization, which was induced by

the financialliberalisationsof the 1970s, have resulted in the growing accumulation of
reserves by developing economies who wish to insure themselves from the disastrous
implication of sudden private flows reversals. However, thisreiased reserve
accumulation he remarkedhas resulted in some significant social costs to these
developing countries and has also induced internal differentiation in their economies
(with regards to income inequality and domestic financialisptiggnmoees®swhich he
concludedhaveresulted in declining growth in the ndimancial sector and a growing

personal indebtedness of most developing countries.

Tabb (2013)remarked that the phenomenorfinancializationprovides some important
insights into financiatrisesand the trajectory of contemporary capitalism. In the context

of financialisation, Tabb noted that companiesareaeen 6 port f ol i os 6 of
to be bought and soldeorganied merged, spwoff, or closed down for shoterm

profits and tax benefit&lso, in the era of financialisation, Tabb observed that corporate
behaviour changedestdmmbldel 6oét aonpamnadtien

period to 6downsize and distributed mode

in which the incentives of executives are geared to extracting rents for shareholders.
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This paradigm shift, Tabb (23) argued, has led to a gigantic misallocation of resources
which, in turn, has contributed to economic instability and to the worst crisis since the
Great Depression (referring to the 2007/08 economic crisisjhermore, & noted that

the inflows and outflows of foreign capital have not followed patterns that mainstream
theory had predicted. Rathehe foreign capital flowshe contendedyave resulted in
highly volatile exchange rates, trade imbalances and financial crises. In fact, Tabb
concluded tht financial integration, unlike the neoliberal assertion, is essentially
unrelated to investment growth. He remarked that the implications of the dramatic
increase irfinancialization, for instancethe extreméy leveraged debt positions of non

financialfirms, have been to increase system fragility and economic instability.

Similarly, Palma (2013)yemarked that the neoliberal economic refgrwisich included

financial liberalisation, have not been able to reproduce even the relatively low
investment rates of the stdea industrialsation period. Insteagd he noted that

neol i beralism unleashed the predatory at
capitalist elites. Heemarkedhatthe neoliberal policy oprivatisationserved to enrich

few private capitalists (used the case of Carlos Slim in Meaxgan examp)eto the

detriment of a vast majority of the population.

Furthermore, Palma argued that huge inflows of capital theev el opi ng <coL
economy led to a chronic deficiency of effective demantbfmaly manufactured goods.

This, he explainedwas because the domestic exchange rates for the recipient countries

of the huge capital inflow became owalued, and this wked against local exports
because the domestic goods became expensive in the foreign market. Similarly, these
huge inflows, he observed, indudegh-interestrates; because the domestic government

will be forced to reduce the excess liquidity by inciregsinterest rates. All these
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contradictions, he argued, makes it unconducive for the accumulation of real capital in

many developing countries

In addition Palma contended that the reversal of capital flaxas at the core of the
financial crises in Latilmerica (Mexico) in 1994, and the East Asia crisis in 1997/1998.
He noted that the countries involved in these crises had recently opened up their capital
accounts to foreign markets and that they had done so at a time of high liquidity in the
internatioral financial markets, and slow growth in most OECD econonfiestefore

given the slow growth in developed economibg financial capitalisttherewerethus
anxiously seeking new higyield investment opportunitieabroad Moreover, since

many believedhat developing economies presented an uncorrelated portfolio with that
of the developed world and thus has the potential to yieidleerreturn many finance
capitalists in developed countriegsibsequentlydiverted their funds to developing
markets However, with theslowdownin the developing markets, tliereign financial

capitalists pulled their funds, thus deepening the crisis in those regions.

Overall, Palma (2013) argued that treses were thus the outcomésoonomies opting

to integrate fullyand often indiscriminately into international capital markets via open
capital account, and then being unable to absorb the subsequent surge ofanfiows
outflows He observed that the most likely sourcéheffinancialcrisis is a sudden surge
(in or out)of liquidity. Palmanoted that the regulated path followed by countries such as
China and Indiain the form ofa moreselectivepath of participationri international
capital marketswas a far more effective way of avoiding the qxelical dynamics of

unrestricted capital flows.

In general, the increasing phenomenon fiolancialization, which was generally

precipitated by economic liberalisatigms seen to benostly counterproductive and to
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have left disastrous footprints on real econ@é many developed and developing
economiesin fact, many analysts nowoncludethat in the era of embedded liberalism,
when the exuberanse of finance were significantlyconstrained (i.e. when the
governments used active fiscal policies to dampen bssingcles and to ensure
reasonably full employment in the sysdetmat the real economy enjoyed tremendous
growths. However, he neoliberalpolicies, which dissembedded finance from the

0 p r e Heomsteathtsthey contengdhave left disastrous impacts most economies.

So,heideasob Neol i béEfal i scimént Marakddhe& Sh 4 rEevh d |hae
Val ue Maxi mi zaspropaundéd biFSedriech) Hayek,Milton Friedman,
Robert Lucas, Eugene Fama and Thomas Sargeshich underpin the neoldral
policies, which, in turn, have generally precipitated financialisatiowolfson and
Epstein (2013)jemarked simplycontributedo increased crisis and stagnation in the real
economy The deregulatiomnd liberalisatiorof the financial sectoadvocated by these
scholars which contributed to e abandonment of financial regulation, and the
countercyclical macroeconomic paés envisaged eadr by Keynes,Wolfson and
Epsein concludedtransformed the banking institutions from their traditiomdational
banking to speculative and trading bankiaigd also paved the way for the rise of parallel
or shadow banking system that wgmeorly undestood and virtually unregulatedll
these Wolfson and Epstein contenddshve contributedo growing irstability in the

global system.

26Theroleoft he oOproéitd ei wft he capital accumul ati

A crucialexposéf r om Smi t hds, Mar x6s and Keynes?o

determines the level of fluctuation iihe accumulatiorof capital wealth in an economy.
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The writings of Hilferding, Michal Kalecki, and Hyman Minsky and, more recently,

Robert Brenner, also supported this crucial point

Generally, the decision of putting together all the factors of production into productive
work (which is the role of the entrepren
the pursuit of personal &égain/profitdé by
profit to further capital accumuodtaeittoma tw
is not as a result of the benevolence of the butcher, the brewer or the baker that we expect
our dinner, but rather from their regard for their own siglferesd (Smith [1776]2005:

75).

Indeed,Smithobservedhat the considerationofhishe capi tali st ds) ¢
Is the sole motive which determines whether the capitalist employs his capital either in
agriculture, in manufactures, or in some particular branch of the wholesale or retail trade.
Like Smith,Marx ([1867] 1990) also ated that the basis of the circulation of capital is

the expansion of value (i.e. expansion of profit).

Likewise Keynes (1936: 144lsoconcluded that the succession of boom and slump in
an economy can be described and analysed in terms of the fluctuatithe level of

profit in that economy. This was also remarkedSweezy and Magdoff (2009a)hey

noted that the level of profit is a good predictor of the cyclical and general structural crises

that is inherent in the capitalist system.

According to Hilferding (1910: 240), the inherent purpose of capitalist production is the
realization and iorease of profit: for Hilferding therefore, it is not consumption and its
growth, but the realization grofit thatdetermines the direction in which production

including its volume, and its expansion or contractionakes. Overall, Hilferding
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concludel that the level of profit determines the branches of production in which the

capitalist invests his capital.

Kalecki (1954: 259) also remarked that profits in the preceding periods are one of the
mo st i mportant det er mi nan tingestroeint. lma gipilart al i s
stance, Minsky (1986) noted that for a capitalist system to function well, prices must

6 car r y KareorécentlyBi@nner (2006)alsoremarkedthat the realised rate of

profit is the dundamenta deteminant of the rate avhichaneconomy dés cons
firms will accumulate capital and pand employment and their outpultée notedthat

the rate of profiis not only the determinant diie relative attractiveness of productive

commitmentbut is also a good measure of theltieaf an economy.

On the other end, the decline of profit has also been attributed as the dhes¢rottural

crisis. Hyman Minsky explained this cruciatk between profit and cyclical structural
crisis. He noted that economic instability is naledto external shocks or the
incompetence or ignorance of policy makers (as have often been argued by the
mainstream). The instability, he maintained, is due to the internal process of the capitalist
economy, whicthas complex, sophisticated, and evolvimgncial structures that lead

to the development of conditions conducive to incoherémee to runaway inflations or

deep recessions (Minsky, 1986).

56 Minsky concluded that if the economy is to be coherent, prices must accomplish, not only the resource allocation
and output rationing functions, but must also assurd tfipe surplus is generated (ii) incomes are imputed to capital
assets (iiithe market prices of capital assets are consistent with the current production costs of outputs that become

capital assets and finally (iv) obligations of business debts can be fulfilled.
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According to Minsky,relations among profits, capital asset prices, financial market
conditions and imestment determine the fundamental cyclical properties of the modern
capitalist economyMinsky explained that in a capitalist economy, gsofmotivate and

reward businesslhey, he also noted, function to validate the past (i.e. for payment of

past debbbligations) and induce the future (that is draw forth financing for investment).

In essencegiven (under normal conditionghat profit constitutes the upper limit of
interest (since irerest is a fraction of profit)he financing terms (the rate of interasi)s

affects the profit level,which in turn has implications fathe effective demand for
investment (inducement to invest), and subsequently the supply price of investment
outputs (prices of goods produced). Aating to Minsky therefore, for a capitalist system

to function well, prices must carry sufficient profit that meets the above conditions (of

inducing investment and validating the pastluding payment of interést

However, Minsky noted that the untdgted competition irnthe marketsfor goods
produced by capitahtensive processes is incompatible (given the propensity of the
competition to produce downward pressure on prices that often reduce profit margins)
with the uncertainty attenuation requirkey financiers and bankers before they hazard
substantial funds in the financing of such procesaesording to Minsky, commitments

to pay are madbased omanticipated revenues (profits), and if such revenues are not
forthcoming (given the unregulatedropetition), thercash on hand eithelecreases or
shortterm bank debt increases. If the latter, then payment commitments in subsequent
periods increaseSuch increases, Minsky remarkegises the cost curves that define the
prices and outputs needed fofirm to meet payment commitmenénd in some cases
invalidate the financial assets that back the underlying debt. Hence, the financial effect of

a current shortfall in profits raises future prices (by increasiagost of capital) anthe
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subsequenb ut puts needed to validate the firm
business styl e: s anakeibnaoee Wifiicult tp aclidve validasingo r t f

cash flows in the future.

In sum, Minsky argued that a shortfall of validating castwél relative to payment
commitments sets off an interactive and cumulative downward process, including
financial instability, which in turn produces a sharp decline in investment and in wage
and profit incomes all of which accelerates the reduction in mayment. Brenner,
Sweezy and Magdoff must have had these in mind when they concluded that the health
of an economy is reflected in the levels of profit earned in the economy (Brenner, 2006:6;

Sweezy and Magdoff, 2009a)

Based on tese logical narrative, it is perhaps more reasonable therefomden
discussing issues that might himarily inhibiting the growth of real apital
accumulation, to actually construe such as those affettegapabilityof capitalist
enterprises of earning a sufficient ratereward (profit) that will induce the owners of

the capitals (the capitalists) to hazard their capitals to the risky production processes. In
other words, to understand why real capital accumulation is not growing in an economy
(that is to understand tlegclical and general structural crises undermining development),
we couldperhapdogically infer from the analysis of the elements undermining the ability
of capitalists in that economy of earning a commensurate level of retdieio invested
capital assets This is because it is rational to assume that any factor that causes the
expectation of the capitalishot to be validatedto be essentially the reason for his
pessimism, andhus the cause of his refraining from furthering investments in the

econany.
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Equally, analysing the elements inhibiting profitability, as a means of understanding
factors undermining capital accumulation cum development in an economy, could also
be seen as a more viable approach for studying why countries do not attract foreign
investmentsThis is because,wen that capital accumulatioeby nat ur e spr one
andflowsd (according to the aitisanlylodical thgrefokda r x

to assume thatapital will only flow into processes where much profit cobdédearned,

and will ebb in pocesses with declining returnss Auch, if the rate of profit is low in a

given economy, capital is prone to ebb in such economy and capital accumulation will

inevitably tend towards stagnatfn

In general, understanding atdecimates the rate of profit accruing to the real productive
process in a given econongertainly will help us understand why foreign direct
investments do not flow into some countries as expedteetefore t he &ér at e 0
not only helps to detarine the pace of capital accumulation in a country, it also helps to

measure the attractiveness of an economy.

Therefore, to understand what has been undermining real capital accumulation in Nigeria,

and to comprehend why the country does not attract foweign direct investment to its

57 Hilferding did make this argument in his writings. He explairtet the precondition for the export of capital is the
variation in rates of profitin that, capitalists are only inclined to branch out abroad if only there is a probability that
their capital can breed more surplus value than they can attain I@ddfigrding, 1910). In similar stance, Smith
([1776] 2005) did originally remarthat upon equal, or nearly equal profits, most men will choose to employ their
capital rather in the improvement and cultivation of land than in manufactures or foreign trageebtha employs

his capital in land, he has it more under his view and command and his fortune is much less liable to accidents than that
of the trader, who is obliged frequently to commit it, not only to winds and the waves, but to the more uneeréaitsel

of human folly and injustice. Similarly, upon equal or nearly equal pr&itsth further noted thahanufactures are
naturaly preferred to foreign commercfar the same reason that agriculture is naturally preferred to manufactures.
The moral hee is that unless profit is high, above thdtich could be earned in agricultuoe in manufactureshe
capitalist will not endeavour to hazard his capital tortbigestventures abroadIn other words, the level of profit is a

central determinant dhe rate awhich an industry/sector orauntry attracts foreign investment.

134



real sectors, we could easily infer from what have been mitigating the ability of capitalists

in the countryto earnsufficient rate of profit.

Overall, in line with thdinanceinvestmengrowth debate, the rate of profibuld thus

be argued to be the oO6fundamental 6 factor
i nfl uences economic growth and devel opmer
fixation onthe shortageof savings government ineptitude, landck conundrum and,

adverse weather and administrative incompeterase,the main reasenfor the
deterioration in real capital accumulation in developing economies could be argued to be

shortsightedbecause dtheir neglect of this vital determinant.

For exampe, Keynesd | uGupptside edonomicscoeld be fseen as
exposng the inherent inadequacies of viewing saviagsumulation as the panacea to

the declining rate of real capital accumulatinrdeveloping countries such as Nigeria
According b Keynes(1936: 22), there is no distinctive nexus that unites decisions to
abgain from present consumptiosalings)with decisions to invesRather,he argued

that the O0real savingsd prihcpdllydaterminedbythg st i
0r et ur Bearhep bydhe iniesiment. This point was also keenly observed by Smith
whoposited that the process of growth of
continuing appearance of net savings out of successively higher levels of inednioh

is derived from t he eutpylamd\capacindreatiog) labéu r o d u
(Smith [1776] 2005: 495). In other words, real growttlucing savings derives from

profits earned on investedpitalassets

This, by no means, asseftsat individwa | savings (government
| awyersodé, academiciansod and a domosihsomd ot F

way, add to further accumulationSmith did remark that some proportion of income
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devoted to savings (by thiberal prdessionals) oftemlsoprovide or contribute to the
capitals used by the entrepreneur for productive purpésmsever, it is flawed (as
Keynes argued) to arbitrarily assume the savings by the liberal professionals to equal
capital (as Lewis, Rostow, SolpBhaw and several mainstream economists have often
arbitrarily assumed)For savings by the liberal professionals to contribute to capital

accumulationthe rate of profitSmith remarkedalso plays a decisive role.

In the modern economyaccording toSmith the financial institutionantermedide
between savers and borrowerle savings, whictihe financial institutions accumulate,

he explained, are lent at an interest to borrowers. Considering that the capitalist only
wants to borrow at a rate in vai the returns he gets for employing the borrowed funds
will be enough for him to pay back the capital and the accumulated interests, and still
have something left to compensate his efforts (including associated risks, payments to
other factors of produan and to himself); and the financial institutions (on the other
hand) are only willing to lend at a rate sufficient to compensate the occasional losses to
which lending, even with tolerable prudence, is exposed to; Smith opined that it thus
becomes cleatthen that savings accumulated by financial intermediaries cannot
automatically equate to further accumulation of capital unless the conditions of the lender
(reflected in the price of the capital) and that of the borrower (reflected in the expected

rate ofreturn) are sufficiently adequate to induce both to engage in the transaction.

In other words, in the modern capitalist system, mobilised savings by the financial
intermediaries cannot automatically equate to capital unless the rate at which it is being
lent to the capitalist is less than what the capitalist will make from employing such funds

in any productive process.
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From the above discussiqritsis thusclear that the rate of profit plays a decisive role both

in determining simdatefuntherinvestmestanthecorpmyandih a t
how much capital is borrowed from the financial intermediaries for investment purposes.
The rate of proficould thereforepbe sai d to be the O&écarroto
transforms all his sangs (and to even borrow from others) to further accumulate capital

assets.

Despite the apparent legitimacy of the role of profit in capital accumuletimrthe pro
cyclicality of the capitalist system,nty a few studieshave cogently examined the

turbulence in the global system by wayasfalysngtherole of therate of profit.

The study by Brenner (2008)one of such few studies that articulated the role of the rate

of profit in economic crisisHe argued that the major decline in the profit rate throughout
the advanced capitalist world in the 1960/70s was the basic cause of the parallel major
decline in the rate of growth of investmeamnd output over the same periodheTsharp
declines in theate of profit, he concluded, were the primary source of the decline in the
rate of growth of productivity, as well as a major determinant of the increase

unemployment in many countries.

Profit, as was used in tligscussediterature( S mi, Kb pygsMismms kyds and Br
particularly), was simply conceived as a form of compensation which accrues to those
capitaliss who undertake the strategic role of conmgnthe factors of production:
according tdSmith ([1776] 2005: 46}t is simply the retur on an invested capit&8mith
explainedthat it is the excess value the capitalist ageneives after discounting the
original capital he previously advasat for the purchasef the production process
(including labour, the original capital and its costs, and othwterial inputs)andthe

allowance for the depreciation costgbduction toolsKeynes defined it as thexcess
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of the value of the resulting investment output over the sum of its factor and usér costs

referredtoitasthi ncome of t (Keyneg 9B&) epr eneur 6

The rate of profitr), on the other hand, was defined as the ratio of profits, designated as
P, to the capital stock. That is,r = P/K (Brenner, 2006: 6). This definition could also

be interpretedas the ratio of profit to capital employed (ROCE}hat is, it is the
percentage return on invested capital after discounting all associated production costs
(including taxes). In this text, all mention of profit (or the rate of profit) is construed as
defined above, unless otherwise stated. It is taken to reflect the proportion of the invested
capital the investor receives asompensation after repaying the principal capital and its

rental cost, the labour wages, material costs, rent, depreciatimopudate tasé.

To conclude, i t 6eéamedtorhan inVested edpithbt iE gedepallyo f i t
remarked thaactually induces the capitalist to continually invest in a given production
process. Keynes (19384) concluded thain a given situatn of technique, resources

and factor cost per unit of employment, the amount of employment, both in each
individual firm and industryand in the aggregatdepends on profit. That i#)e volume

of employment (of both labour, raw materials and otheans 6 production in a given
production process) is fixed by the capitalist agemelyunder the motive of seeking to

maximise his present and prospective profits

In this thesis, the central argument put forward to explain the persistent low rage of
capital accumulation cum underdevelopment in Nigeria is that the possibility of capitalist

enterprises in the country of earning a commensurate rate of profit that could sustain their

58 All profit rates given shall begstcorporate tax, unless otherwise specifiedessence it refers to net profits; as
defined by Kalecki (1942: 258)
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continual existence from their investedpitd assetshas been dimishing drastically

and the profits they eventually extract are often insufficgmtducing them to expand.
Inessencetfi i s argued that the main probl ems
more from the factors undermining the ability of capitimics in the country to extract
sufficient level of profit from their productive processébe factors that undermine the
ability of capital blocs in the country to extract commensurate profits are argued to derive
largely from the contradiction of theolitical-economic arrangement and from the
historical tendency of the rate of profit to fallwhich isa naturalcontradiction of the

capitalist system.

2.7 Conclusion

In the 1950s70s, the growtltheoriesof Evsey Domar and Roylarrodandlater onby

Robert Solow, Arthur Lewis and &lit Rostowi all embedded in the Keynesian demand
management modél shaped the economic policies pursued by many governments in
both the developed and developing countries. After the emeldadddel ran out of steam

in the B70s government intervention in the economic process was widely blamed for
the persistent underdedopment in many poor countrieajthough thefundamental
reason for the global stagflation that persisted in the late 1970s arose primarily due to the
inherent contragttion of the capitalist systema the uneven development contradiction

The subsequenpolitical-economicarrangementwhich espouses framarketideology,
emerged as the dominant framework for economic manageaftrtthe dmiseof the
Keynesian demandhanagement modellhe foundations of the neoliberal principles
were planted byhe economic philosophies of Friedrich Hayek and Milton Friedman
Shaw and McKinnon and several other economists later advanced their economic

theories The politial backing needed for the tak# of this new arrangement was
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initially provided by the administration of Ronald Reagan and Marg&tchebut was
later advancetb developing countries throughe IMF and the World Bank Structural

Adjustment Programnse

Broadly, the distinctive difference between this new form of economic arrangdthent
freemarket ideology)and the embedded modg@he Keynesian demantdanagement

system) hingedn the degree of government intervention in the economic process.

Nonetleless, dspite the widespredzkliefin this new arrangementéeenas the panacea
to the calamities that befell the economic system in the 1970s, economic perforimances
many countrieghat implemented several ofeimeoliberal rforms have vared, with

manyeconomies actually experiencing stagnation, and deterioration in some.sectors

Given the varying outcomes in several economies that implemented some of the
neoliberal reformsscepticisms regardindpe validity ofthe logic underpinningoth the
estdlished growth theories and thteeoliberalised system of accumulatiobecame
ubiquitous Most significantly, the orthodox growth theoresreargued to have elided

the significant consequences of the inherent contradictions of the capitalist 5ysgm

as the impact dhe centralisation procegsandtheeffects of some external and historical

elements on the abilities of economies to develop.

Additionally, many heterodozcholarsarguel that the globalised financial structu@
by-product of the aoliberal reform)merelyservel to intensify the structural crisis of the
economic system without removing the root cause aftibesin the systenfor instance,
contraryto traditional neoliberal view that a deregulated capital account will ensure the
massive inflow of capital from developed economies, which is believed will plug the

savings gap in most Third World countrieswascontendedhatthese volatile inflows
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precipitated incessant financial crisis (inflation crisis, currency crashes, tstngusf

asset price bubbles, banking crisis, external and domestic debt crisis), which have further
contributed to instabilities in many economies. Furthermore, due to the relaxation of
capital controls, potential capital is argued to have ffdsm outfrom poor regionsnto
developed countriedn a similar stance, tte liquid inflow of capital into developing
countries(which hasbeen particularlyfor speculative purposgss seenalsoas merely
contributing to the increasexpeculativerenzy and thewidening oftheincomegapin

the recipient country

Based ornthesepieces ofcontradictoryevidence therefore, the neoliberal reforms are
generallyargued to have done little to engender development in most Third World
countries. Thassociategersistat financial crises have been posited to have occasioned
severe economic crises, atulhave led to the deterioration of so@oonomic factors
such as employment, and income equality in most of the Third World countries that
embraced the core preceptstbé Washington Consensus -@wis deregulation and

liberalisation of the rate of interest, the financial systeapital accounts and trade.

Overall the neoliberafinancialisation is contended to have failed to ameliorate the
internal and external caidictions thatindermineeconomic developmeninstead it is

posited to have merely benefitted a feviile the financial sectors and the few financial
capitalists have seen their investments grow over these years (daartagsive interest

and dividen payments by the NFCs), a large segment of the economy, and a vast majority
of the populace (especially the working class) are argued to have seen their rewards
stagnate or grow at an anaemic rata other words, e growing tide of financial
developmentould bearguedtherefore to havecontrary to neoliberal expectatiomgso

failed to lift all boats in the economy.
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On the other end,edpite the apparent relation betweba rate ofprofit and capital
accumulatbn cum growth, few mainstreariterature have tried to inculcate the
fluctuations in the rate of profit in their discussions about the fachalsrmining capital
accumulationwhereasthe rate of profifeaturesprominentlyin the analyses of many

heteroax studies

Based orthetheoreticalind empiricakvidenceit is now clear that profit ighe vital link

in the investmengrowth chain. The internal and external/historical factors cited by many
Marxian scholars as having significantinfluence on thgpace of capital accumulation

cum economic development mostly relate to the abilitycaybital assetsto extract
sufficient levels of profits in theglobal economy.In many cases, the neoliberal
financialisation is lmimedto be actually contributing tadhe lowering of the ability of
capitalists to earn commenstgaate of profiby causing an increase in the cost of capital
which, in effect, contributes to the deceleration of developmlantssence, most of the
neoliberal reformswhich induced hugeduid inflows and in turn high interest ratese

seen by many heterodox scholars as also contributing to the internal contradiction of the

capitalist system.

InconclusionMar xi anés analyses could be seen to
of the capitalist system and thiaternational contradiction (the politicateconomic
arrangemenf)which Kotz (2008), like several other scholaasyued are pertinent to
understand if one is to comprehend diverseforces that determine the pace of capital

accumulation cum economic development in the modern capitalist system.
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PART TWO

THEORETICAL AND EMPIRICAL INVESTIGATION OF THE NIGERIAN

ECONOMY
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Chapterthree An overviewof Ni g e r i a Gesongmicarrangemendrom 1945 to

2013

3.0 Introduction

This section provides aoverview o f the transition of Ni g
embedded capitalist system to a lihieb e r a-ma 0K e te@® . The sectiontalso e
discussesome ofthe varying economicinstabilitieswitnessed in Nigeri@uring these

peniods In addition, this chapter will also attempt to elucidate the peculiar feature of the

neoliberaltransitionin Nigeria and the atypicagconomicactivitiesthatit precipitated

The chapter is structured as follows. Sectiondsstusseshe transiton of the politicat
economic arrangemefrom theembedded capitalisystento a neoliberal systenThis
discussion highlights some dhe contradictions associated with each economic
arrangementincluding thepeculiar trajectoryhe neoliberalizatiorexercise tookin the
countryand how theunusualpath resulted in som&typical inclinations that have also
contributed to underdevelopmantNigeria In section 3.2, the main monetary policies
implemented in the country since its ipgadence are summarigxamined. e

conclusion to the chaptes containedn section 3.3.

3.1 From embeddedapitalism to a neoliberal system

The slowdown of economic activity in several industrial countries in the 1970#i80s
produce a fall in global demand for oil, whighturn induceddeclining oil prices The

falling oil prices meandwindling export revenue faoil exporting countries lik&ligeria

this contributed t o baldme ofgayhedtgi oenati bae obdu
overdependence on oil revenuend because othe relative decline of the ount r y 6 s

agricultural sector which had been the mainstay of the economy.
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Overall the falling oil price 1 the root cause of thdwindling oil revenué andthe

declining revene from the agricultural expottusedthe severecurrent account deficits
experienced ilNigeriaduring the early 19804 1980 for instancehe country recorded

almost six billion U.S. dollars in current account surplus. However, this dramatically
changed for the subsequent years. By812 , j ust under two yea
account deficit eclipsed seven billion U.S. dollars. Up until late 1980, the country was

mired in varying proportions of current account defi¢sise Figure 7 below)

Figure7 - Current account balance (in billions of US$)
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Source: Own elaboration based on datm the 2014 IMF world Economic Outlook Database, available at
http://www.imf.org/exteral/pubs/ft/weo/2014/01/weodata/index.aspx

With persistent deficits in the current and budget accawitech weremostly because
of the declining oil revenue), the country serviced its rising debts and its burgeoning
interest arrears mostly by depletingfiboreign reserves: from 19&b, the foreign reserve

fell from a peak of over ten billion U.S. dollars to less than two billion U.S. dollars.
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Figure8 - Total reserves minus gold (from 19886, in billions of US$)
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Source:Own elaboration based on data from terld Banlkd Development Indicatorslatabase, available at
http://databank.wrldbank.org/data/views/variableSelection/selectvariables.aspx?sourcexswveibpment
indicators#c n

In addition the interest rate increasbyg the US. Federal ReservehairpersonPaul

Volcker, in early 1980also contributel to the worsening of h e ¢ oacaonémicy 6 s
misfortunes by increasins debt burden(see Figur® below); this wasmostlybecause

ofthec ount r y 0debtsethatverergenardllylinked to institutions indeveloped
countriessuch as th&).S. From the diagram below, it cdrme seen that in 1980/81, the

i nterest arrear s weare aNleagtmanageable (widh 198k arrenes | d
in thousands). However, after the interest nateeaseshat occurred in the U.S. around
19791981, the interest ar rogseiemsndonsty (owihgealsa o u n
to more debts being accumulated by the country). The interest arrears, which were around
five to fifteen million U.S. dollars in 19883, shot up to over 580 million U.S. dollars

in 198485 respectively (an increase of over 200% from the preceding periods); these

increases were recorded for debligations to both private and public creditors.
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Figure9 - Interest arrears (in millions of US$)
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Source: Own elaboration based onad a from Wor |l d Bankds D e,vagdilable ate n t (I
http://databank.worldbank.org/data/views/variableSelection/selectvariables.aspx?sourceewaidgment
indicators#c_nThe interest arreargprivate creditorgor 1980arein thousand$ience zero ithechart

The interest rateincreasescausedbigger debt burden on the countrggeFigure 10
below): the external debt stocghe externaldebt including the outstanding interest
arrearsjumped from lessthan 20f t he countr yos(fragrl®/5s nat

80)to over 606 by 1984

Figure10 - External debt stocks (% of GNI)
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In sum,the consequence of the falling oil revenue and the rising interest rate, in the face

of deteriorating agriculter exportswas theburgeoning external debt burden aihé
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bal ance of payment deficits, b o tehin tlef w h

country.

The main causef these deterioratioris the Nigeran economy then igttributedmostly

to the conscious macroeconompmlicies pursued by the policy makeesarlier in the

1960s Most ofthese policies are claimed haveprecipitated the overaluation of the
exchange ratewhich in turn,indirecty under mi ned the countr)
sector the agricultural sectorin the 2070s80s thus contributingt o t he coun
economic turmoilln essence\iger i a 6 econong gespecially the agricultuahd the
commercialsectos) could be said to have showigns of stagnation and deterioration

earlier (especiallyn the 1970sat the wake of thencreasing windfalls from oil revenue
that came as a result of the increased p
1973), even before the interest rate hike in the U.S. in early 1980, and also before the fall

in oil prices in that period.

- Contradi ctions of Nigeriabdbs O6regul atedé

Prior to 1973, Niobcewasiadssonancecwithe iixkgdexchaage e

©

systen of the Bretton Woods agreemeffhec ount r yds exchalsoge r

o)

largely passivedue to it not been activetyaded However following the breakdown of
the Bretton Woods agreement in 1971, teount r y 0 s ratee policyh was g e
consequentlyre-adjusted Immediately after the collapse of tlixked-exchangeate
regime, the country adopted an adjustable peggkdypevhich lasted fronl97478),
anda managedloat regime {rom 197885) beforeadopting the currerftexible regime

which started in 1986

148



In all, during the periodrom the collapse of thpegged system in 1971 to r1i€80, the
exchange rate polies adopted by the policy makers warainly geared towards the
preservation of the value of the external researeithe equilibration of the balance of
payment Both of these objectives were pursubdoughthe maintenance of a stable,
albeit high exchangeate(Obadan, 2006 The objective of maintaining high exchange

rate, Obadanobservedwas kased on external and internal macroeconomic objective
pursued by the Nigerian governmeanthat timeln the 1970s, the Nigeriagpvernment
placeda hugeemphasis on development projectginly through the encouragement of
domestic industrialisation It adoptedthe importsubstitution industrialiation (1SI)
growth strategy and this policy encouraged heavy reliance on the importation of industrial
inputs and the discouragement of importation of finished industra@ddg (see the
Enterprise Promotion Deeg 1972. So tiroughout the 1970md early 1980syith some
few exceptions, Ni gewas stabls oappeeciated, awingrstlx ¢ h a n
to the increasing oil reveniie external factorand also to the deliberate exchange rate
policy (theinternal factor) which was aime at helping dmestidndustrialists tesource

inputs cheaplyirom abroad

The exchange rate policy of maintaigithe appreciation of the naira, howeveid
underminenon-oil exports. Thiswas because of the effect owalued exchange rate
invariablyhas ona countrybscoauwusedt li geri abdbshe agr i
relatively expensive compared to the same produce from other countries. As a result, there
was an inevitable deterioration of the agricultw@ttor,which had previously been the
mainstay of the ecasmy. The annual production of the major cash crops such as cocoa,
rubber, cotton and groundnut, which had

and 64 per cents respectively between 1&7@1985
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With the deterioration of the real economy (the agricultamalthe commerciasector®),
Ni g e reveaudnssthus exposed to the whims and caprioksil pricesin the world
market. With the price crasls in the 1980st h e C 0 domesticy ezaomy
unsurprisingly experiencesevere stbacks It was due tothe deteriorating economic
circumstances the early 198G thatthec o u n paligyndakersheededo the World

Bankos advi c e liberalieedsecomomyphdso tevalua thedcurrency.

- Neoliberalism as thépanace@to the contradictiorof regulatedcapitalism

The 1983 World Bankreporton the necessary reforms that are needed to accelerate
development inAfrica projectedneoliberalviews of a minimalist stateand the pre
eminentroleof t he pri vat evelpmnentseeWorld Bankd 1988 Tbea 6 s d
report blamedlomestic policyfactors,especially the policy of maintaining ovealued
exchange rates the main cause of the economic deterioration inS&liara Africa. It

singled outthe conscious efforts by the government to maintain-egakred exchange

rateastriggeringthedecline intheagricultural secton the region

Also, heavily protected manufacturing industries and excessive state intervention were
singled @ t as the O6Obadd policies most resport
currency devaluations, dismantlingf industrial protection, price incentives for
agricultural production and exports, and substitution of private for public entérpride

just in industry but also in the provision of social servicesere singled out as the

% The commercial sector deteriorated largely due tadrtbigenisation policy prescriptions, which includiesport

guotas and tariffs restrictions on finished industrial impavtsch had been the forte of many Nigerian merchants.
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contrasting O6goodd p eShharani Afisa frormhita wodswasldi | d r

Bank, 1983)

The proposed Structural Adjustment reforms, Werld Bank argued, will enhance
efficiency, achieve equity and expand the stock ofsmal and human capital in the

region.Particulaly, the kank advocated for reforms in three core areas namely

I. Trade reforni it noted thatSub Sahararcountries such as Nigeriahould move
toward the adoption of an outwaodiented trade stragy. Such a strategy, the
bank noted means removing theids against exports, replacing quantitative
restrictions with tariffs, and adoptirgxchange rates that are more realistic

il. Macroeconomigolicy i many governments developing countrieghe kank
noted, need to reduce their budget deficits and to prommntives for greater
savings by ensuring positive real interest rates, competitive exchange rates and
low inflation. Thesethe bank remarkedwill not only increase the supply of
domestic financiatesource$ut will also help to support trade reforms.

iii. Domestic competitive environmerit in addition to reforming trade nd
macroeconomic policies, thebk also remarked th#tesegovernments need to
improve the supply response of the economy by especially removing price
controls, rationalising investmenegulations, and reforming labour market
regulation. These policiethe bank arguedwill complement trade reforms and
promote the adoption of cestinimising technologyWorld Bank,1983,1987

5).

The World Bankdés increasing emphasis on
lending programme Although project and sector investment activities continued to

absorb he largest portion oftheabn k s | oans and credit, it
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such as the Structural Adjustment and the Sector Adjustment loans andicredith
focueddi rectly on suppor t progganmes evdepolicigsioh g C ¢
structur al refor m. T Ipregrasme then (io the early 89808B)a n k 0
deended primarily on the recipient count
adjustment (neoliberalprescriptions. TheStructural Adjustment loans focused on
macroeconomic policies and institutional change at the country level; they also
emphasisé reforms of importance to particular sectors in which adjustment is most
urgently needed, according to théhectorBankad
adjustment loanson the other handwas to promote the introduction and effective
implementation o$ectoal pdicies deemed necessary by tlamk for sustained economic

growth (World Bank, 1987)

In sum, the Bnk supported several neoliberaforms thait remarked were appropriate
then for accelerating capital accumulation along with economic development in
developing economies. According to thearik, domestic savings could be better
mobilised through the proposed neoliberal reform of fiscal and financial policies. Public
sector efficiency, it argued, can be better achieved by rationalising public investments.
The efficiency of private sector investment, it also remarked, can be achieved by

reforming trade and domestic policies.

In 1986, during the military regime of General Ibrahim Badamosi Babantfiéa,
Nigerian governmengéventuallynegotiated a standby agreement wiie World Bank
andIMF and subsequently implemented the Structural Adjustment Programme (8AP).
line with the financial deregulation and liberalisation policies embodied in the Structural

Adjustment Programme adopted 1986, there waghus a policy shift from the

152



i nterventionist®éo direct monetary cgontr

anchoredn the use of market instrumentsanonomic management

- Contradictiors of the neoliberal reform

By the end ofl989, due to the easing dfanklicenang restrictionsthe total number of
commercial banks operational in Nigefianpedfrom just 29, with a total of 1,360
branches nationwidéas at1986) to about47 banks with an additional 489ocal
branchs. By 2002, the number almagbubled; it increasetb about 90 bank8 The
neoliberal refornalso saw the liquidaton@over nment 6 s stake in
(First Bank, United Bank of Africa, and Union BaPkihat had dominated the financial
landscape in the countrverall, the neoliberal reforms saw an explosion of competition

in the financial sector.

However despite thseincreassin the number of banks and other financial institutions
that becam@perational in Nigeria after the liberalisation exercrsat, muchchanged
with regardshe growth of the rate of capital accumulation in the econohsywe saw

earlier(shownin Figure2), the level of capital stock in Nigeria has declined tremendously

60 These huge increases were in some part due to the adoptimiversal banking in 2001, whicaw the conversion

of Merchant banks to Deposit Money Banks (DMB).

61 These banks had their origin in the colonial era. The African Banking Corporation (whichiewm its operation in

1893 and its assets subsequently sold to the Bank of British West Africa) was the first to be established in Nigeria,
followed by the Bank of British West Africa (now known as First Bank) in 1892, and Barclays Bank (now known as
Union Bank) in 1917, and | ater the British and French Be
as Union Bank) in 1949. Although there were other indigenous banks established alongside these domiriant banks
such as the Industrial Commeildgank, established in 1929, the Nigerian Mercantile Bank, in 1931, National Bank of
Nigeria, in 1933, Agbonmagbe (later known as WEMA Bank), in 1945, and the African Continental Bank, in 1948

most of these indigenous banks failed within a few yearsaif establishment. It was the widespread failure of these
indigenous banks that was highlighted as the main rea:¢

periods (see Lewis and Stein, 1997).
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since early 1980this is despite the emergence of a significant number of financial
institutions In fact,the average rate of growtf the gross capital stock in the country
from 1961 to 1980 was 8.19% whereas the average rate of growth for the Viaoable

1980to 2010wasjust0.61%.

This dismal performance was not just restricted to the Nigerian economy. For instance,
Easterly (2001)showedt h a t a significant Oi mpr oveme
developing contries since 1980 that is, greater adherence to the agenda of the
0Was hi ngt on theCrealilemlnpsliviest has been associated, not with an
improvement, but with a sharp deteriorataf their economic performandeor example,

the median rate of growth of the per capita income of mofiesfe countries, Easterly

observedhad fallen from 2.5% in 19600 to 0% in 198M8.

Parallel to the liberalisation of the financial structure wasthlsaeregulation dhe rate
of interest In 1987, theregulation (ceiling) on thanterest ratdor lending was removed
(deregulateand market determineg@rice settingwas permitted on intdsank ending
(CBN, 201). Similarly, theforeign exchange rarket wasalso liberalised inthe same

periodand the capital account controls remaved

As havebeen pointedut earlier, the exchange rate polieglopted prior to thet&ictural
AdjustmentProgrammeencouraged the overvaluation of nairaswasreflected in the
exchangeate appreciations in th®70s For instanceup until 1984, the naira was valued

at an average d%#0.802555 per one unit of US#owever, under the SAP regime, the
exchange rate strategy was to float the naira. Accordingharietdeterminedexchange

rate was established and the exchange rate policy objectives were pursued within the
institutional framework of the tierefibreign exchange market systebinder this new

exchange regimeduring 198687 in particular there existed a twbered foeign
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exchange framework the official first tier exchange rate and the second tier or free
market exchange rate. Tpemary objective of this twetiered system wabasicallyto
allow the value of the naira to be dictated by the actions of supply arahdemthe
seconédhier or the free exchange markethile at the same time the monetary autlyorit
would continue a deliberatadjustment of the firstier rate until the two rates converged

to produce a realistic exchange ré@adan, 2006

This strategyas Obadan pointed owtaschiefly to avoid a runaway depreciation of the
naira in a frely determinedoreign exchange markdtlowever as can be seen from the
chart below the nairanevertheless depreciatpersistently from the previous higtof
N0.803 per unit of US$h 198084, the naira depreciatdd N1.76 per unit of US$
1986.By 1987, the nairahad depreciated té&N4.07 perone unit of US$.By 1996, the

naira had depreciated by over 2%00fits original value irearly198Q

Figurel1l- Historical exchange rate of the Naira per unit of the US$ (1986)
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Source Own elaboration based on data froffxtop historical exchange rate databasavailable at
http://fxtop.com/en/historicaéxchangeates

After 1987, the fist and second tier markets wenerged to form doreign exchange

market (FEM). The FEM had two components tal#oi the official foreign exchange
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market auction sessionwhich operated as an auction market instead of the previous
official tier and whichwas under administrative contrpnd the autoomous foreign
exchange marketywhich operated under a free market sys{(@BN, 2011) The valus
tradel at in the auction sessions weised,as a policy tool intended to act as a guide to
the level the polcy makers wastthe currency to be traded at in the free autonomous

market.

Overall despite the deregulation of controls on the rateintérest the financial
intermediariesverepermitted to charge, and the floatation of the foreign excheatge

which has precipitated substantial devaluation of the naira, the actual impact of these
ref orms on Niger i a0 scouldalsopesadctohavdesn dismal.ar i a
For example, he rats of savings, agricultural and manufacturing output have mostly
stagnated offallen, despite the increases in the rate of interest ankdeheydepreciation

of the nairgseeFigure 12below).

Figurel2 - Ratio of agricultural output, other manufacturing output and national savings to GDP
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Source: Own el aboration with data from the CBNo&6s 2011

Toconclude Ni g e r dcan@rsqrablamsirtheearly 1980slmost certainlyvere

because of the fall in the prices of oil, which was becoming a dominant proportion of the
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court r y 6 s &he mtereshrgtesincreasesthe US. alsoe x acer bat ed t
debt burdenHowever, it waste misaligned economic policy of maintaining a relatively
high exchange ratthat underminedthe ¢ 0 u n tmeairyedpmort andforeign exchange
earnerthen Nonethelessthe deregulated foreign exchanged interestrate and the
liberalised financial structureid fail, to a significant exterdlsq to correct the decline in

the agriculturabnd industriabectos.

he

- SomepeculiaF eat ur es of Nefogngandtleatypicaltrendstheyc i a |

occasioned

It is crucial atthis pointto highlight some peculiar features that dominated the neoliberal
reforms in Nigeria in the 1980and how theyliffered with those in otheountries These
subtk featuresit is contended, underpin the reasdny the resultant financial structures
and activities thag¢merge in Nigeriaafter the liberalisation exercisifered from those

in many countries that also implemented the neolilvefarms.

To begin with, only dew studiediaveso farexamined the relationship between the ways
neoliberal reforms were administeraod thé actual economic impactSecondly, these
few haveoften constrained their analysesthelevel of fiscaldiscipline inthe country,

in their attempt at explaining the subsequent effect of neoliberal reféna result,
many of these studidsveconcluded thatvhere therés poor fiscal disciplingthe actual
outcome ofthe neoliberal policiesvould be disappointing(see Roubini and Sala

Martin, 1991;McKinnon, 1993 Fry, 1993).

Howe\er, it is positedin this studythat the politicisation of the neoliberalprocess,

particularlyof banklicendng, isthe cefining characteristic that seétsi ger i adés n

reform processsapat from similar reform processeshib distincive characteristias
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also advanceds largely responsible fobirthing the unique economicactivities many
financial capitalistsn the countrywere engageth duringthose periodswhich, in some
way, is argued here to have contributeditmlermining economic developmemtNigeria

over the years

The politicisation oftheb a n kcendng processebroadlyderives from the fact that it

was the political authority i n N icgse the nanddemocratically elected military
government) that wasin-charge of issuing bankinticences during the liberalisation
reforms instead of arnindependententral banlor afinancial authority Earlier in1969,

during the militaryregime of General Yakubu Gowoadecree which cedeauthority
overtheCentralBank ofNigeria the CBN) to thecentralgovernmentvas enacte(FRN,

1969. Traditionally, as is usually the case in most developemhomie¥, the central
banksor designated financial authoritiese often allowedcertain autonomy in the
economyto oversee the issuance of banking and other finncida n s t licenaest i on s

with lessinterference from the government.

However in Nigeriad s  duarg ehe liberaBation period, the CBN did not enjeych
autonomylnsteadthe military governmentompletelyoversaw the suanceof banking
licences during the neoliberal reformsthe 1980sIn fact, gplications and permissions

for new banks were exclusively revie and granted by the office of the president
together withthe Federal Executive Council, which consisted of past head of states

(Lewis and Stein, 1997

62 Forinstancejn the U.K. and the U.S
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This procedue for granting bankingicencesis what isremarkedo havecontributedto
thewidespread crony ainceghatbecamerevalent irthe financial industrgt that time

In most casesseveral elite civiliass in the country who tthsomeclose canections to
the governmenandretired military officersi most of whomwerehugelyinstrumental,
due to their connections to the government, in securing permissions and favolues for
various affiliated banks dominatedhe executive boards of most of thenewly formed

banks

Furthemore, given that the process was not entirely democratically driven, it sonewha
maligned talented individualsespecially thoseithoutany privileged connectioto the
ruling circle. The talented individuals that could haveanaged the financiatructure
towardsthe effective development of the real economy were inadvertentlyoffutA
consguence of such exclusiowas the slow innovation in thiénancial sector: e
activities of most of thenewly created banksn Nigeria at that timewere stakly
uneventfuland uninventiveln fact, the activities carried out in most of the newly created
bankswere mostly asymmetricab those carried out by theamenewly liberali®ed
financial institutions indeveloped and other parts of the wofdr instane, wlike in
developed economigesuch as inthe US. where several parallel/shadow financial
institutions emergedfor examplehedge funds, mutual fundpension fundsetc.) and
created diverse sophisticated and advanced financial instru(eaatsa<ollateralized
Debt Obligations CDO4, Credit Default SwapsdDS], and other advancemadable
derivativeswhich were used to prop the real economy for a While Ni ger i ads
institutions largely Commercial and Merchant banks) the otherhand,were rather
mainly involved in trading of foreign exchan@eswis and Stein, 199and treasury bills

(Soludo, 2004).
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In addition whereas the 13. financial institutionsfor instancedeluged households and
private firms with debfas was observed I§yrotty, 2005;Sweezy and Magdaf2009b;
Stockhammer, 2033which, even though shelived, drove the accumulation process for
awhile,Ni g e finangid imstitutionson the other hanavererathermainly engaged in
lending to other financial institutions, the central, statelaca governmenttsee Table

below).

Tablel - Banking system credit to the economy (1%868j

Growth of credit Growth of cedit Growth of ¢editto
to the Economy to theprivate thepublic sector

Year sector

1987 27.4 46.7 10.3

1988 22.2 16.9 28.4

1989 -14.1 3.9 -33.5

1990 17.1 18.4 14.9

1991 453 23.7 82.9

1992 65 4 136.7

1993 74.7 19.7 103.2

Source:Own elaboration based d®BN6 AnnualRepors, variousissuesNote*: in 1989, public sector accounts
werewithdrawn from banks as such the reversal witnessed in the credit allocated to the public sector and even to the
private sectar

Additionally, mostof thesefinancial institutions were also sergly engaged in various
malpractices some of these instituins operated as conduits through which their
unscrupulous owner@nd their government allie®undered money.ewis and Stein
(1997)notedin their research that some finance house operators in Nigeria used company
fundsmainly for real estaténvestments, and in some casies personal consumption.
They noted that fraud in the Nigerian financial system reached an epidemic proportion in
the 1990spnthe heels of financial deregulation dimralisation In 1993 within a space

of two months bne, they noted that the police documented over 70 cases of malfeasance

in finance companies that accounted for losses in excess of $46 million.

160



In sum the growth of finanal activities, particularly bankingn Nigerig after the
neoliberal financialeéforms of deregulation and liberalization wagsgyely propelled by
foreign exchange speculation and interest rate arbitragitign some casgdain simple
fraud; thereexisted weak linkages between the activities of these financial institutions
and red production.This predispositionof the financial structurén Nigeria after the
neoliberalreform ispositedto be mostly because othe politicisation of the neoliberal
reform In turn, he politicisation iscontendedto havefavoured a few wealthy and
connected elite and to haselelinedthe legion of innovative individuals that could have

occasione@realchange in the regconomy
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3.2 Overview of some majanonetaryreformsin Nigeriafrom 1959 t02013

Pre SAP era (1959 85)

Direct controlregime

PostSAP era (Shofterm
regime from 1986 2001)

PostSAP era (Mediunterm
regime from 2002 to date)

1959/74i exchange rate
targeting policy
framework adopted

1960/62i policy regime
was passive, focusing
mainly on developing &
maintaining a sond

domestic currency

1962/63i switched
focus to dev. Issues.
Adopted selective credit

control

1964/65i also focused
on balance of payment
equilibrium through
adopting ceilings on the

rate of credit expansion

1966/72i lifting of
credit control primarily
to enablebanksto
provide credit to the
govt. to prosecutthe

civil war

1972/76i implemented

policy to expand

19861 Adoption of
deregulation and
liberalisation policies (Note
some repressive policies
were still retained such as
the requirements of banks
deposit in a notfinterest
bearing deposit account at
the CBN and also the
reduction in the rate of
credit expanion by banks).
These policies were utiliseg
to stem the pressure of
excess liquidity in the

economy during that perioc

1986/87i rationalisation of
sectorakredit controls.
Banks were given larger
discretionary measures in
regards to credit allocations
The formulation of the two
tiered foreign exchange

market.

19897 Public sector
accounts were withdrawn

from the banks.

Under this regime, the
monetary policy guidelines
were now subjected to half
yearlyreview. The OMO,
reserverequirements,
discount window
operations, foreign
exchange market
intervention and in/out
movement of public sector
deposits from banks were 4
combined by the CBN in
implementing its policies

under this regime.

200471 Increment fom
N1bn/2bn minimum patdip
capital to N25bn was
implemented. This saw the
reduction in the number of
banks from 89 to 24.

200571 Introduction of a
tight exchange rate band o
+/-3% and the twaveek
maintenance period of casl

reserve requirement.
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domestic aggregate
output & curtail inflation
through readopting

selective credit control

1976/85i a combination
of repressive policies
suchas direct credit
ceiling, prescription of
thesectorakllocation of
banks6é | oan
advances to preferred
sectors of the economy,
selective credit controls,
mandatory cash reserve
requirement, and use of
stabilisation securities,
interest rate controlsnd
the reintroduction of
pre-shipment inspection
& the imposition of pre
import deposits (use of
tariffs and quotas) were
all adopted by the CBN.

19921 Enhancement of
al b
minimum paidup capital
from N20m to N50m.

commer Ci

19931 Shift to the use of
OMO (Open Market

Operatims)

19961 Abolition of all
mandatory credit allocation
mechanisms. Subsequent
deregulation of interest
rates.

19997 Further enhancemel

of commerci a
minimum paidup capital
from N50m to N500m.
Unification of the official
and interbank exchange

rates.

20017 Introduction of
Universal banking and
further enhancement of the
bankés mi+spg m
capital from N500m to
N1bn for existing banks an

N2bn for new banks.

20061 Adoption of
Standing Lending and

Deposit facilities measures

Post2006i1 Gradual run
down of CBN holding of
NTBs (Nigerian Treasury
Bills) and increased
deregulation of Forex

markets.

200771 Globalfinancial
crisis started in th&lS
deriving from the suiprime

mortgagelendingcrisis.

2008/10i replacement of
the chief
executives/executive
directors of the banks
identified as the source of
instability
banking industry. The
injection of N620 billion
into banks in an &rt to
prevent a systemic crisis.
The government guaranteg
all foreign credits and
corresponding banking
commitments of the worst
affected banks. The Asset
Management Corporation (¢
Nigeria (AMCON) was
established to soak the tox
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assets of troubled bks. To
further engender public
confidence in the banking
system and enhance
customer protection, the
CBN established the
consumer and financial
protection division to
provide a platform through
which consumers can seek
redress. Proposed adoptiol
of the inernational financial
reporting standards (IFRS)
in Nigeria bytheendof
2010.

3.3 Conclusion

The oil windfall, the interest rate hike in theSJand the misaligned economic policies
pursued by the Nigerian government all conspiregnermineNi ger i ads r e al
in the 1970s/80sTo alleviate these problems, neoliberal policies of deregulation and
liberalisation were extensively adopted in the 1h@B0s. Howeversince the late 1980s,

there have been nexl results with regards the actoatcome ofthe neoliberal policies

I in most cases, the results have been disappointing

Additionally, while many analystshave argued that the economic deterioration
experienced in some of the developing countries like Nigeria that implemented the
neoliberal policies derive primdy from the inability of tles e ¢ o wovermmerg ® 0
plug theirbudget deficitsand severabthess, on the othehand, haveemarked thathe

neoliberal policy itself was a flawed policy that was based on unfounded |atjiasan
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such was not right for addressing the several structural problems existent in developing
economiesit is further argued here that the politicisation of the deregulation and the

liberalisation exercise alsthapedhe impact the neoliberal reformshach  Ni ger i a 0 s

economy.
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Chapter four Financialisation, capital accumulation and economic development in

Nigeria

4.0 Introduction

The sudden explosion dinancial activities in Nigeriawas certainly triggeredby the
liberalisation of the financial systerthe abolition of importlicendng, the removal of
subsidiesderegulation of interest raémd the adoption of a floating exchange ratese
policies to a significanextent, underminethe alreadycommitted highcostreal capital
assetsn Nigeriaandgiven the high returns that could be earned from financial activities

accelerated the outflow of both human and physical capital from the real sectors

To be sure, por to theneoliberal reform®f mid-198Q the nain sources of income in
Nigeria were from agriculture and commercial (wholesale and retail) trading. The outputs
from these two sectorgere averaging arour@B% of thetotal national outpufrom 1960

to 197Q while the outputs from the industry sectohiegh comprises the oil and natural
resources industrieandthe manufacturing industries, averagest aboutl1% of the

total national outputin the same period. The outputs from the services sector, which
comprises the financial, communication and tpamsindustries, averaggdst around

15% of the total GDP from 1960 to 1970.

However, diring the periods of impodubstitutionindustialisation in the 1970s, the
government actively intervened in the product marketLdsidised commaodities for the
domestic industriesmaintained an appreciated exchange eatd regulated impast
through the issue ¢itencesand quotasConsequentlythere were declines in commercial
activities and in agricultural production as resources werechannelled to

industrialition The oil windfall in the 1970sd(e to the embargo b@PEC that
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consequentlyloubled the prices of oil) furth@roded the attractiveness agricultural
activities the appreciation of the naithat resulted from theonseous exchange rate
overvaluatiorand theoil windfall caused the agricultural produce to be expensive in the
international market. As a resulhe outpus of agricultureto the gross domestic output
declined by almost half from 1971 to 1980.Nonetheless these declines were
compensated by the increases in outputs recordi imdustry sectorespecially from
oil exportsi theindustryd sutputsincreasedrom an average of 11% over 3®% of total
GDP between1971and 180. From 1981 to 1985, the out{s fromthe industry sector
were contributing almost an average4@®soto the total GDP. However, he eventual
withdrawal of commoditpubsidisitionand import quotagoupled with the deregulation
of the rate of interesind the exchangate due tothe implementation of the Structural
Adjustment Programme, subsequentlyrtailed access to ste of thesesources of

accumulation in the econorify

Overall the economic problems suffered by Niggaiar to the neoliberal reformould
be argued tchave ben selfinflicted to some extentin particular, he misaligned

economic policiesespecially the negligence tife agricultural sectomyhich had been

63 The industry sector had a stroagerage output ratio of 1:3 betwessal manufacturing and crude petroleum &
natural gagxtractionfrom 1971 to 1980. That is for every eneit contribution from real manufacturing to the industry
sector, the crude petralm and natural gasdiustry was contributing thrice. Howevehnjd figure changed immensely
from 1986 after the implementation AP policies. From 1986 to 1995, average ratio of outptwveen these two
industriesincreased to 1:6. For every unit of put from manufacturing to the industry sector, the crude petroleum &
natural gas contributed six unithis reflects the deterioration of real manufacturing and at the same time the explosion
of the oil sectorSince then, the output from theanufacturing industry has been on the decline coupled also with the
declines in agriculture and commercial traditigis causing ovedependence on oil since the riiei80s.

64 More especially to real manufacturing which was beginning to boom based absidies and the relatively strong

exchange rate #gtafforded the industrialistcheap foreign inputs.
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the mainstay of the econongpntributed to the exposure of the country to current account

deficits as son as oil prices fell ithe global market.

Nonethelessthe impromptu withdrawal of subsidies and the elimination of import
controls in an attempt to ameliorate the stagnation in the economy, vathieed against

the growth of the nascent industries that were beginning to find their feet in those days
These developing bts of capital wereas a result of the neoliberal reforms, expdsed

the vicissitudes ofglobal competition whichconsequently mpededtheir ability to
reproduce sufficient returnghich would haveensure their continual subsistencAnd
asaresultimmedi ately after the neol s insgeachdf r ef
growing, actuallystagnatedand even declined in songgiartersi the output from real
manufacturingvhich excludedextraction and natural resources industries deatfircem

a height of 9%eof thetotal national output in 19884 to less thab% by 199094. Since

the 1990s the output has continued to declinBy 201011, the output from nen

extractivemanufacturing to total national outmstood at aneasly one andhalf percent

In general since the implementation of neoliberal reforms in-4®&0, the agricultural
sector and the manufacturing industngéadof growing, haveactuallybeendeclining.
However, vhile some of theeleading sources atalcapital accumulatiohave been on
thedecling othersources of accumulation haveimultaneouslyemergedn the country
The compensation for ¢hdeclining fortunesf real economic activitiexan be seen to
have emergedmainly from opportunities for arbitragingespeciallyin the liberalised
multi-tiered foreign exchange market. Tpr@spective huggainsthat could be garnered
from currency traohg and financingould be seen to hadeepened the accelerated flight
of capital (both human and physic&pm the already weakenedal sectorswhile the

contributions from the real sectors (agriculture, commercial trading and real
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manufcturing) to he overall GDP werdeclining, the number of operational financial
intermediaries (measured by the number of operational banks) was amcrtbase.

Therefore instead of the deregulated and liberalised financial system contributimg to
growth of thereal sectas, what wehave witnessedrerather continual decline of the real

sectos andthe exponential growtlof thefinancialsectors andctivities

To summarisgthe impact of neoliberal reforms in Nigeria can \ewed in two
perspectives. Firgs the impact on the real productive sectansd the second is on the
increased financial activities in the economy, which is virtually unrelated to real
productive activities anevhich, in someway, is alsoundermiring the real productive

processn the lorg run

4.1. Neoliberalism and@apital accumulation

Smith, Marx, Hilferding and Keynesremarled that capital tends to flownto sectors
where sufficient profit could be earnezhd thatwhen much could not be made from a
particula capitalist productioprocesghatcapital will oftentendto flow out from such
processeandwill seekrefuge in processes that have the tendency to earn substantial
returns especially in financial speculatidn line with this viewijt is arguel in this essay
that to understandthe underlyingreasos why Ni g e recoadinyg instead of
experiencing accelerated economic development, stagnatedcaimtd one shouldirst
understand why thpossibilities for the capitalists to earn a sufficiestie of profiton
their real productive processesthe country have been very lowhis is becausgiven
thatwhentherearenot much to be gaineflom realcapital accumulatigncapital will
continually flow out of real productionand capital accumulation, the workhorse of

developmentwill i n effectstagnate
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Al so, following the observation by Hilfer
of capitalo (i.e. the export of val ue w
[Foreign direct Investmejjtis the variabn in rates of profit, its furthercontendedhat
the low possibilities for earning a commensuraste of profitin Nigeriais also the
primary reason why theountry haveattraced lessreal long-term foreign investment
which carhelpaccelerate thpace of capital accumulation alongiwdevelopment ithe

realeconomy

Furthermoreit is alsoarguel that he neoliberal policieemplemented in the 1980s
instead of resolving the deceleration of capital accumulation in the counavg
somewhatexa®rbated it The reasoris that theseneoliberal strategies havenostly
engendered factors thathibit the ability of real capitalassetsn the country ofearnng
sufficient profits that coulénsure theicontinuedexistence For examplethe neoliberal
reforms inadvertently facilitated unevendevelopment and conditioned financial
speculabn (which is more profitableln the economyboth ofwhich havetenced to

underminehereal productive processbg undercutting profits and incentives

To developthese pmts further in this thesisa critical, materialistic and dialectic
approach to analysis is adoptdemphasis will thus be on critically studying the
contemporarygocial structure ofumulation with the use ohistoricaldataandseminal

theories.

- Classification of Nigeriads capital a:

Before we delve into howeoliberal reforms have affected the accumulation process in
Nigerig and what the elements are that have been undermining capital accumulation in

the country it is imperative weirstc | as si f y prademinand acoumulagich s
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process For it is byfirst understanding the dominant accumulation processes in the
country that we can theeffectively articulate theactualimplicationsof the neoliberal

reforms

To begin with, lased on the congeriphery concept, Nigeria can be classified as a
periphery economydue to the proliferation atompetitiveproduction processean the
economyandthe zero number of patented procesbefonging to indigenousapitalist
enterprisegseeTable 2 below). In fact, Micro, Small and Medium Scale Enterprises

( MSME) dominate Nigeriabs industritd | an
Federal Ministry of Industry, Trade and Investment (FNLIThese MSMEs, the survey
observed, currently represesmtound96% of the businesses in Nigeria and contributes
over 75% of national employment. A majority of these MSMEs, it was naiéidn
concentrate on oil exports/imports, trade (merchandise export, import, wholesale and
retail) and inagriculturerelated production (crop production, livestock, forestry and

fishing), with a few actually in manufacturing.

Table2 - Sdected countries' macro data for 201

Nigeria Indonesia South Africa us UK
Patent rights (total) Nil 1,811 4,756 224,505 7,173
% of exports made up 7.9% 25% 12.5% 11.1% 7.1%
of agricultural produce
% of imports made up 11% 12.5% 7.2% 6.1% 10%
of agricultural produce
% of exports made of 2.5% 40.2% 46.5% 71.3% 71.3%
manufactured goods
% of imports made of 86.5% 58.8% 60.7% 69.3% 63.4%
manufactured goods
Source: Dat a avail abl e on t he Wor |l d Trade Organi sat

http://www.wto.org/english/res_e/statis_e/statis _e.htm

Although these MSMEs, on aggregate, contribute extensively to the growth of

employment, only a few, however, could be said to be actually contributing immensely
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to the growth of employment in the country; because anwm@ enterprise, largely
engaged in tide, for instance, couldardlybe said to be contributing significantly to the
overall pool of emploment In fact, evidencehas shown that the most important firms
for employment growth areften thes ma | | n thighbgeowthd emfall basinesses,
and nota majority of smalbusinesse@Vlazzucato, 2011 so while manytigh-growthd
firms are small, not many small firms adeigh-growthd The digh-growthd firms,
Mazzucato explainedre often thoséhat promote innovation thatis the knowledge
based enterprises. They, she remarkeeatethe bulk ofemploymentin an economy.
Interestingly, howeverhese sets of small higgrowth firms havéoeenparticularlylow

in Nigeria. Acare f ul study o écondmit dandscapéightighty &is

deficiency

Figurel3- Gross Domestic Output by industries (2013)
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SourceCentral Bank of Nigeriabd6s 2013 statistical bulleti:i
The industrysectorin Nigeria, which should, in practiceyclude thehigh-growth small
firms, is actuallydominated by crudegroleumandnatural @s industies (67.5%of the
output from this sectorcomes from the extraction indust, followed by real
manufacturing Which contribute around 32% o f the sect g.rThes t ot

manufacturing industris in turnlargely engagedn nonadvancedi.e. less knowledge

172



intensive)competitive goodsThis sector is alsdominated by few large transnational
firms, which are prdominately interested in producing for the large domestic etark
Most of theseamperial firms (e.g. Unilever, PZ, Guinness, Cadbury, Nestle, 7up, UTC,
British-American Tobacco, etcfpcus onFood, Beverage and Tobacaaufputs from
thesemultinationalsalone account foover 68% of the total manuféering output inthe

country), with the rest coming from the MSMEs.

The services sector, on the other end, is dominated by the information and communication
industries(they produce aroun®9.9%o0f the total output from this secjdiollowed by
thereal estatesector(which contributes aroung1.9%) and finance and insurance (9%).
Theinformation and communication industimyhich may also include growihducing
high-growth small firms, is however also largely dominated by fewoligopolistic
information andelecommunicatiomompanie{MTN, Airtel, Globacom and Etisalat).
Therefore although 96% of businesses in Nigeria are MSMES, the total output from these
businesses ameibstantiallybelow those from the few imperialist firms (which make up

less than 5%f businesses in the country).

In sum, it is clear that the accumulation processes thagradgeminanin Ni g e reala 6 s
economy are largely competitivgiven that the MSMEs, which represent around 96% of
the businesses in tlwwuntry,are mostly engageia often noradvancedgrocesses)n

fact, amajority of the MSMESs in the countaremostly engaged ibasictextile, apparel

and footwear productiorandin wood and wood products, basic metal, iron and steel
fabrication, andplastic and rubber product$he potential high-growth (knowledge
intensive) sectors, on the other hand, are dominated by eefavalisednulti-nationals
which represent less than 5% of the businesses in the colmtegsencesince the

MSMES provides up to 75% ofnationalemploymentin the country, it could be thus
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deduced that the majority of watgbourers in the country are invariably engaged i low

paying peripheral activities.

- Profit extraction in griphery(less knowledgetensive)accumulation processes

Firms, almast certainly go intobusiness to makaprofit. Many scholars have noted this

view to be true in most circumstances. For example, whibeembourg [1913 1972

49), remarked thathe capitalist form of production is governpdrely by the profit

motive, Minsky (1986 142 concludedhat the price system of a capitalist economy must

carry the carrots (i.e. profits) that induce the production of the physical resmeeded

for future productionthat is the pesentcashf | ow ( f r o m mosthaigates pr
thepasty est er day 0 s )ahdtddaysdebbdbligagiens must alse validated

by future profits before one is induced to invest in the underlying accumulation process
Minsky evenstatedthat unless the past is being validated anduh&e is expected to

validate present investment and financing decisions, none but pathological optimists

wouldinvest

To begin with, eonomic theories haviaught usthat to extract profits the firm has to
ensure that the priegost margin is high engl to guarantee the returns to the production
process is sufficient to replace the initial invested capital, compensate its cost, and other
associated costs encountered in the production process including the payment of the
wages of the labourer amatovison of income for the entrepreneur, and still have a
commensurable excess left for further accumulai@mith,[1776 2005; Marx, [1867]
1990;Keynes, 1936Minsky, 198§. In order words, to guarantedavourableprofit, a

firm has to maintain a reasonable prazest margin.
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However,asMinsky (1986: 16 observedfirms in competitive(periphery)industries
such as the MSMEs in Nigeriaho aremainly price takergre often unable to maintain

a reasonable prieeost marginbecause theyare regularly forced to respond to the
direction of the market prices for their gopdaslike firms in thedmonopolisti®@ market
that can set their price¥he pricetaking firms, Minsky remarked, react to changes in
demand by adgting output along their marginal cost curve. Even though such firms own
and operate capital assets and hadefets, he explainetthat they do not have the power
to set their prices according to what they need to satisfy their tostsad, he notethat
they are forced to accept what they can getithey take price as a parameter and set
output along their nrginal cost curves. Minsky positédat a modest decline in demand
might often make cash flows too small to enable the pma&eng firm to fulfil all of its

commitments and debt.

On the other hand, the fixgutice variable output firms (the monopolised entities),
Minsky observed have market power that enables them to construct a coraphx
structure upon the base of technologically determined costs, Wigghuseto settheir
prices.Thereforethe firm with market power offers to supply what the market is willing
to take at a price that, for a significant range of outputs, covefsltiper-unit costs and

leaves a margin for safety.

In essencdhe onlyother alternative oftethenavailable foifirms engaged in competitive
products tomaintain a favourable priegost marginin the vicious competitive global
market is teeitherminimize their production cost(adopt a cost strategy) or enhance the
perceived benefits of their products (benefit or differentiation strgtadych can then

allow them toearnareasonable priceost margin for their produce
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However, gven thelack of adwanced technology artéchnicalknowhow, which could

be accumulated from extensikesearctanddevelopmertf, Nigerian firms areftennot
capable of exploiting théenefis leadership strategy in order to attain a competitive
advantage in the highly competitive globadrket.In fact, Satisticalevidencehas shown
that on average, most Nigerian firms operate antiquatedhiney (Tyler, 2003.
Furthermorethe level of human capital developmentthe country is also very pqor
given the low number of studemsgisteredn tertiary educatio?, which is not helped
bythe decaying educatiohsystem Given theseleficienciestherefore, it is very unlikely
that Nigerian capitalistswill be able to produce higtech good®r engage in knowledge
intensive processes (such as nanotechnaagybiotechnologythat can command high

prices andwhich can easily be differentiatedthe international markéased on quality.

In view of these the onlyalternativeoften left for peripheralblocsof capital, such as
those from Nigeria, is to exploittheir erceived cost advantagesn the form of
exploiting cheap labour powehat is abundant within the economnihis was exactly
what countries likeChinadid during their initialcapitalistindustrialisation phasm the

1970s19808".

However thelaterdeveloping blocs of capital froMigeria aremarkedly constiaed by
distinctive problems, whichcausethem to be unable tfwllow the pathsseveral other

emerging economidsok in the past

65 The number of patented processes easily captures this, which unfortunately is zero in Nigeria.
66 1n 200305 for instance, eligible students enrolieth tertiary education in ea@cademic year were on averagdy
around 1000 per 100,000 eligible students.

67 The East Asian development process was expertly elucidated by Schuman, 2009
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In this study four édmaind often unobtrusivefactors, whichtheir constellation are
fundamental irexplainingwhy firms in Nigeriaare ofterunable to earn sufficient returns
that will ensure their continual existerare discernedlrhese impeding facteare argued

to explain largely, why the pace of capital accumulation along with economic

development in Nigeria hagown sluggishly over the years

These main inhibiting factors include amongseveral other elemesit - the uneven
competitionbetween Nigerian capitals and those from the core andsenipheries; the
high internalsed éexternalé ¢ q pattisularly for electricity generatioand transport
ineffective demand for domestic products, whiclkexacerbated by the increasing cost of
unsubsidzed medical care; and finallyhe increasing cost of capitidlat arisegrom the

exorbitant rate of interest chargedrgneylenders

It is arguel in this studythatit is the impacts of these factors o #bility of Nigerian

capitaliss to reproduce sufficient surplus valjuecluding profit that fundamentally

causes the decline the rates of real capital accumulati@rich in turn accelerates the
growing unemploymenandcauses theouseholdncomein the countryto fall. Although
individually distinctive, these factors are howegeemplementary To r esol ve N
economigroblemstherefore, these factors need to be collectiaatg not individually

addressed.

4.1.1 Low profitability as the bae of capital accumulation iNigeria

In this study, the contradictory economic outcomes been obsemexdtheyearsin

Nigeria are argued tomainly derive from the narrowing ability of real capitalist

68 Such as bureaucracy, weak institutidask of innovationjneptand corrupt government and civil unréstluding

political/economic uncertainties

177



enterprises in the country of extractiagsufficientrate of profitfrom their productive
processesThis inability is contendeda be the reason for thaeclining rate of capital
accumulatiof®, whichin turn precipitatesncreasing unemployment, deepening poverty

levels and widening income ineality.

For most developing economies, fhassibility of their peculiaperipheralaccumulation
processes to earm commensurateate of returnhave often been verylow primarily
because of dilapidated infrastructures teisehigh production costdn addition low
effective demand which is exacerbated bynsubsidted medical costs and the
abundance otheap foreign substitutefsirther narrowthe possibilitiesof earning a

commensurate rate of profit in many peripheral countries

In essencejberalising traden these regiondgnstead of accelerating the pace of capital
accumulation ather exposethese high-cost backward peripheral processesritense
global competition that producéalling prices, whichcauses therices earned by the

peripherajprocessesot tocarry enough profits that can validateitheu s i ness 6 | i |

Fewmainstreanstudies that have somewhat considered the relevance of the rate of profit
to economic growtliFry 1978for instancg, have often assumed that the rate of return on
invested capital in developing economissusually higher than those obtainable in
developedeconomies. Asuch the rate of profiis naturally assumetligh, and not

viewed as possibly a factor that is undering growth in developing economies

This assumption, alsucas (1990pbserved, is howevdundamentallyflawed because

the assumptions on technology and trade conditions that gavi® riise Cobibouglas

69 Low possibility for profitability constitutes the main reason why most capitalists often abstain from hazarding their

capitals to the risky productive processes
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function, which implies that the marginal product of capisahigher in less productive
(poorer) economies are, as Lucas putsniconsistent This flawed premise, Lucas
remarked, explains why capital has not flown from the US and other Wealthy countries
to India (which, according to the Colilouglas function, hea marginal product of

capital that is 58 times that of theS).

This inconsistency of the Cokibouglas model could be argued to tecause the real
productive processes most developing economiesestill populatedoy many capital
enterprisegndowed with infficient or obsolete equipment. This endowmeata result,

tend to causehe millions of workers employedn such processet produce a
substantidy lower rate of surplus value, compared to those ftbe workers in the
industrialised ountries The reason for the low surplus valdenin (1977)succinctly
explained,is because theutputs of both societies are sold at a world price which is
governed by the conditions of production in the industrialised countries (where cost of
capital an for production a relatively lower).Consequentlytherefore, theworld
(social) value resulting frortheproductionof t he wor kers of the
enterprises in dominated countries (like Nigeria) is proportionally |¢green the high

cost of productiorand low productivity. This, in turn,results in a lower rate of surplus

valug and eventually in an equally lower rate of profit.

The above could be said to be true with Nigeg\en as at today. This is because,,first
the countrycould be seen to k&ill dominated by peripheral industrigst lacksquast
monopolisticindustriesi given that as 02013,it had zero patent rights registered with
the World Tra@ Organisation (WTQpandthatthe majority of its exports are made up o
primary/raw produceSecondly most of the real processes in the coustilyuse obsolete

equipment due to the insufficient supply of electricity that causes the use of modern
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technologies unappealinghese twin issuesould be seen toonspire tacause mst of
the MSMEs in the countryo be unable textractcommensurate rate q@rofits from
international tradeSnce they are largely engaged ihe exportsof primary or mainly
compettive consumer goodsvhose prices are determined by loast techologies

abroadand have significantly lower productivibecause of the obsolete equipment

In sum, giventhat the prices ofcompetitive produce are mostly determined tye
dominant capitalss{ich as highiechfood processing industrigand the variouadvanced
marketing companies) in tlw®reand that competitive firms are pritakersthelevel of
profit accruing tathe highcostagriculturaland competitivgprocessesn Nigeriacould

be seenthereforeas significantly less compared those accruing to the advanced
processes in the caréheunequal exchandgaetween advanced and peripheral processes

is what iscontended to be contributirig the uneen development inligeria’®.

The persistent ecmmic stagnatiomnsuing fronthe unequal exchagein international

trade havealso been replicated withbdi ger i ads d o Wehsthe domestc o n o m
context, it is tle large foreign multinationals, with access to vast amount of capital,
advanced technologies and patented procesaefiave dominated the Nigeriararket
andhave, in turn, causeithe decline or stagnation of manyidvb, Small andMedium

Scale m|terprises (MSME).

Overall in line with Mar x 0 s economion the rpmgessssi dfi on
centralisation/concentration and tendencies, what we have witnessed (aralstill

witnessing) in Nigga is the haemorrhaging ahe soonto-be high-growth local

0 This cauld also be seen from the compensation perspective: the compensatidowf in Nigeria from the
subordinated agrarian process will certainly bedr than the compensation to labour in the corith quast

monopolistic processes that earn substantial level of profit
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enterprises whalo notyet have tle resources to compete with tlege centalised
foreign multinationalsFor instance, since 2003, the number of registeredium/large
scalefirms on the Nigerian stock exchange (NSE) has been on the deblie¢he stocks
of foreign multinational€ - mostly engageih consumer goods are the only actively

traded sharesr{cluding as well those of financial institutiorsh t he NSEO®8S ma

Furthermore, lte low probability of capitalist enterprises in the country of earning
sufficient rate of return is also reflected in the decline in the number of foreign direct
inved ment i n Ni g ethevalune of toregarin capital ¢thatdlaws into the
country easily captures this trersince 2007, for exampleaital inflows into Nigeria

have beemostly foraccumulating financial assetseg Table3 below): in 2013 done,

over 87% of the total capitaflows into Nigeria werechannelled to accumulation of
financial assets. The proportion of total capital imports that goes to real manufacturing
has fluctuated since 2007. It peaked at 14% of the total inflow in 20tLAasusce
declined to an abysmal 247in 2013. Of all the sectods the economy, only inflows into

financial activitiegportfolio investmenthave witnessed increases since 2007.

"The top 20 most &ded firmsi n t he NSEOGs mai nboard includes Unilever,
International brewerig 7up, Vitafoam, and UTC. Mamyf these companieseaunder managerial ownership by foreign

firms (with a controlling stake of over 70%hile others are subsidiaries of TNCs.
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