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Abstract 

This study is on the impact of GDP growth rate on poverty reduction in Nigeria. The study made use of secondary 
data sourced from the Central Bank of Nigeria statistical bulletin and the National Bureau of Statistics between 1986 
and 2012. The model for the study has as its dependent variable the Unemployment rate whose reduction should 
imply poverty reduction and its explanatory variable is the GDP growth rate. Using the Ordinary Least Square (OLS) 
regression techniques; our study revealed that the there is a weak relationship between the unemployment rate and 
the Nigerian Gross Domestic Product (GDP) growth rate and that instead of an inverse relationship, it was positive. 
That is, as GDP was growing the unemployment rate was also growing. The study holds that when citizen cannot 
work to earn they will remain poor. This implies that the GDP growth has not impacted positively on the poor 
through job creation sufficient enough to reduce the percentage of the unemployed and the incidence of poverty over 
the period of study. We therefore recommend that there is the need to reassess the growth direction so as to give 
priority to key sectors like the agricultural and the industrial sectors that have the capacity to generate and absorb 
more labours thereby solving employment problem and at the same reducing the poverty incidence on the citizens.  
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1. Introduction 

Poverty reduction has become a central goal for development. It can be achieved by economic growth and/or by the 
distribution of income. Issues related to the benefits of growth accrued to the poor have become a priority of 
development policy in the 1990s (Son &Kakwani, 2004). There is little doubt that economic growth contributes 
significantly to poverty alleviation. The evidence is mounting and coming from various sources: cross-country 
analyses (Besley and Burgess, 2003; Dollar and Kraay, 2005; Kraay, 2006; and López, 2004), cross-regional and 
time-series comparisons (Ravallion and Chen, 2007; Ravallion and Datt, 2002), and the evaluation of poverty 
evolution using household data (Bibi, 2005; Contreras, 2001; Menezes-Filho and Vasconcellos, 2004). At the same 
time, it is clear that the effect of economic growth on poverty reduction is not always the same.  

Infact, most studies point to considerable heterogeneity in the poverty-growth relationship, and understanding the 
sources of this divergence is a growing area of investigation (Bourguignon, 2003; Kakwani, Khandker, and Son, 
2004; Lucas and Timmer, 2005; and Ravallion, 2004). 

The Nigerian national capacity as reflected in the recently rebased GDP cannot be played down; because the nation’s 
economy currently ranked as the largest in Africa, the challenge however, has been how this economic strength can 
be used to engender sustainable growth and poverty reduction. This study therefore, intends to look at the relevance 
of the growth in the GDP to poverty reduction in Nigeria between 1991 and 2012. 

1.1 Statement of the Problem 

The persistent problem of poverty in the developing world has led many to question the efficacy of economic growth 
and development as a means of poverty alleviation (Roemer and Gugerty, 1997). Indeed, the lack of convergence in 
standards of living across countries is one of the great unresolved issues in development and growth economics. In 
Nigeria for example, the incidence of poverty and the rate of unemployment in Nigeria have increased significantly 
between 2004 and 2011 (NES, 2012). Within that time, incidence of poverty rose from 54.4% in 2004 to 69% in 
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2010. In other words, the number of Nigerians living in poverty rose from 68.7 million in 2004 to 112.5 million in 
2010. In the same period, the unemployment rate rose from 13.4% to 21.4%. It then rose further to 23.9% in 2011. 
Whereas, the GDP within the same period also has been growing at an average of 6% per annum between 2004 and 
2011 (NES, 2012).This growth in GDP no doubt has placed the nation’s economy on the frontline in Africa in terms 
of capacity. It is the aim of this paper to find out whether the GDP growth is impacting positively on poverty 
incidence in Nigeria. 

1.2 Research Questions 

The research questions that shall guide this study are;  

i. Is GDP growth rate compatible with poverty reduction in Nigeria?  

ii. If not, why is the GDP growth rate not bringing about poverty reduction in Nigeria? 

1.3 Objectives of the Study 

The objectives of this study are: 

i. To examine the impact of the GDP growth rate on poverty reduction strategy in Nigeria. 

ii. To find out why the GDP growth has not been bringing about commensurate poverty reduction through 
job creation. 

1.4 Research Hypothesis 

The hypotheses that shall guide this study are as stated thus: 

Hypothesis one 

H0: GDP growth rate has not impacted on poverty reduction in Nigeria. 

Ha: GDP growth rate has impacted on poverty reduction in Nigeria. 

Hypothesis two 

H0: There are no factors responsible for the lack of impact of GDP growth rate on poverty reduction in Nigeria? 

Ha: There are factors responsible for the lack of impact of GDP growth rate on poverty reduction in Nigeria? 

1.5 Significance of the Study 

The significance of a study aimed at examining the impact of GDP growth rate on poverty reduction in Nigeria 
cannot be over-emphasized, given the fact the Nigerian GDP has been growing at an average of 6% per annum 
between 2004 and 2011. As such, doing a study that would help to find out the extent to which this GDP growth rate 
has impacted upon poverty reduction should be considered apt and necessary. This is because; the study findings 
could serve as veritable tool for government policy planners and executors. In addition, it will add to existing 
literatures and a reference for scholars and future researchers in this area. 

2. Literature Review 

2.1 Conceptual Framework 

The concept of poverty has a multi-disciplinary dimension for the economist; however, poverty can be properly 
situated within the realm of development economics. Central to the quest for policies and programmes that will reduce 
poverty is the issue of the conceptualization of poverty. Conceptually, three dominant views are identified as the 
meaning of poverty in the literature (Oyeranti and Olayiwola, 2005). 

According to Oyeranti and Olayiwola (2005), the first view sees poverty as a severe deprivation of some basic human 
needs at the individual or household level. Put differently, poverty is a material deprivation, and this can be assessed in 
monetary terms. While this conceptualization of poverty makes the quantitative analysis of poverty straightforward 
and permits comparisons over time and between countries, it fails to recognize non-material forms of deprivation such 
as illiteracy and social discrimination among others. The second view has a direct link with the work of Sen (1999), and 
it defines poverty as the failure to achieve basic capabilities such as being adequately nourished, living a healthy life, 
possession of skills to participate in economic and social life, permission to take part in community activities to 
mention a few. This conceptualization forms the basis for the belief that poverty is multi-dimensional. Although, the 
capabilities framework offers many advantages over the income-consumption conceptualization, yet it is argued by 
Karlsson (2001) that it requires a greater variety of data and that no consensus exists on how capability deprivation at 
the household level is to be computed. 
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The third conceptualization of poverty came into limelight in the 1990s and has a fundamentally different approach to 
the understanding of poverty: subjective poverty assessments. Karlsson (2001) presented five conclusions from the 
voices of the poor series, these are: 

a) Poverty needs to be viewed in a multi-dimensional way. Hunger is part of everyone’s understanding of poverty. 
Equally strong is the sense of powerlessness, voicelessness, and humiliation that comes with being poor. 

b) The state has been ineffective. People everywhere fear police, they hate corruption, and they trust only their own 
institutions. 

c) Non-governmental organizations play a limited role. People rely on informal networks. 

d) Households are under deep stress. Gender relations are crucial to understanding poverty, particularly the positions 
of men. 

e) The social fabric is often poor people’s saving grace, and it is under threat. 

Measuring Poverty: In a study by Roemer and Gugerty (1997), they put forward that there are many indicators 
available for measuring poverty; in a cross country analysis the choice of indicator will be limited by the need for a 
consistent cross-country measure. While this study relies on income distribution data such as that described above, it 
is useful to review briefly the major tools used in the definition of poverty and in the conversion of national data to 
internationally comparable standards. The welfare approach to poverty alleviation typically used by economists 
assumes both that individuals know what is best for themselves and that monetary measures of consumption or 
income can serve as an indicator of well-being (Roemer and Gugerty, 1997). Using this approach, the analyst defines 
a poverty line as a level of income, and all those under that line are considered poor. Under an alternative 
non-welfarist approach, standards of nutritional or other basic human needs are defined by the observer, who then 
estimates the income level needed to satisfy those needs. That required level of income becomes the poverty line. 
The welfare approach associates the standard of living with individual consumption, generally measured using 
expenditure data, and wherever possible including consumption from own production. Where expenditure data are 
not available, income can be taken as a proxy for consumption. Most of the data on poverty measures now available 
are based on comprehensive household surveys. This is the ideal form of survey, particularly if it is national in scope. 
One issue that arises in using household surveys to measure poverty is that the survey unit is the household, whereas 
we want to measure the welfare of individuals. If household income were the unit of analysis, then when comparing 
two households with equal per capita income, the larger household would wrongly appear to have higher welfare 
than the smaller one. Where only household information is possible, some kind of conversion to an individual (per 
capita) basis is necessary (Deaton and Muellbauer, (1980).  

A poverty line can be defined in absolute or relative terms. An absolute poverty line is set in terms of a particular 
living standard, defined in a common currency and held constant for all the countries, regions, or areas under 
consideration. One example might be setting an absolute poverty line at 20% of the U.S. median income and using 
this income level as the cut-off to define poverty in all countries. An alternative approach is to define poverty at a 
certain dollar income per day; one dollar a day is a common poverty line for developing countries. Absolute poverty 
levels imply a certain command over goods and services necessary to rise above poverty. To make poverty lines 
comparable across countries, economists generally prefer to calculate income or expenditure on a purchasing power 
parity, or PPP basis. PPP takes into account the differences in relative prices, and therefore purchasing power, among 
different countries. One dollar typically buys more basic goods and services in India than in the United States, and 
that should be taken into account when estimating living standards. A relative poverty line is set at a constant 
proportion of the mean or median income in a country, for example, 25% or 50% or even 100% of mean or median 
income. Each country thus has a different relative poverty line, expressed in dollars, and each country’s relative 
poverty line changes as incomes rise. If we use 50% of median income as a relative poverty line and compare the 
U.S. and a developing country, clearly those with incomes equal to 50% of the median in the U.S. will have income 
levels higher than those at 50% of the median in a developing country like India, even after converting expenditures 
or income to common (PPP) dollar prices. Once a method for defining a poverty line has been chosen, the analyst 
must then decide how exactly to measure those individuals below the poverty line. Three measures of poverty are 
commonly used (Foster, Greer and Thorbecke (1984), Atkinson (1987) and Foster and Shorrocks (1988) and 
Ravallion (1992)): n the headcount index (HCI), which measures the prevalence of poverty; n the poverty gap index 
(PGI), which measures the depth of poverty; and n the Foster-Greer-Thorbecke (FGT) index that measures the 
severity of poverty. A great deal of theoretical work has gone into defining consistent and equitable poverty 
measures during the last 25 years. Unfortunately, when analyzing developing countries the data are often poor 
enough that these measures are difficult to calculate reliably. Nevertheless, we present a brief description of the 
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major indicators. The headcount index (HCI), the proportion of the total population considered to be poor, is defined 
as the fraction of the population whose standard of living (income or expenditure) is below the poverty line. The 
headcount index is relatively easy to estimate and easy to communicate. It is quite useful in addressing overall 
changes in poverty. The key weakness in this measure is that it only measures changes of income that cross the 
poverty line and ignores shifts below the poverty line. If a poor person becomes poorer, this is not reflected in the 
headcount index. The poverty gap index (PGI) alleviates some of this problem by measuring the aggregate amount of 
poverty relative to the poverty line. The poverty gap represents the transfer of income to the poor that would be 
necessary to eliminate poverty, assuming an absolute poverty line. The poverty gap index is simply the average 
poverty gap across the entire population. The main weakness with the poverty gap index is that it does not indicate 
the severity of poverty. For example, suppose there are two countries. In Country A all of the poor all have incomes 
just below the poverty line. In Country B there are two groups of poor: one subgroup has incomes just below the 
mean and the other has much lower incomes. The poverty gap index is averaged across all the poor and could 
therefore mask the desperate poverty of the very poor group in the second country. The Foster-Greer-Thorbecke 
measure is sensitive to this problem of extreme poverty. It is most commonly defined as the square of the poverty 
gap, divided by the population. By using the square of the poverty gap, the FGT gives heavier weight than the PGI to 
the poverty of the very poor, because all income gaps are squared. In the example above of two countries with the 
same headcount and poverty gap indices, the Foster-Greer-Thorbecke index will be higher for the second country 
with the group of desperately poor. The drawback to this method is that it is less straightforward to interpret. It is 
essentially composed of two parts: an amount due to the poverty gap and an amount due to inequality among the 
poor. The choice of poverty indicator does not matter if the distribution of income has not changed within the society. 
When all members of society have gained income in equal proportion, then all of the measures discussed above will 
lead to the same poverty ranking. If instead poor individuals clustered around the poverty line gain in income, while 
the poorest households lose, the headcount index will register a decrease in poverty while the FGT index might rise. 
If, however, income from individuals grouped around the mean is redistributed to the poorest, the HCI could stay the 
same while the FGT could decline. 

2.2 The Debate over Poverty Reduction Strategies 

Roemer and Gugerty (1997) hold that most economists believe that economic growth benefits nearly all citizens of a 
country, even if not equally, and therefore reduces poverty. The extent to which these benefits are realized by various 
groups is reflected as change (or lack of change) in the distribution of income. If economic growth raises the incomes 
of everyone in a society in equal proportion, then the distribution of income will not change. Two arguments are 
often made against the proposition that economic growth reduces poverty. First, the Kuznets curve hypothesis 
proposed by economist Simon Kuznets in 1955 holds that as incomes grow in the early stages of development, 
income distribution would at first worsen and then improve as a wider segment of the population participated in the 
rising national income. If income distribution became dramatically less equal with growth, poverty might not be 
declining. Our study finds that income distribution does not change dramatically in most countries, even over 
relatively long periods of time. In addition, the data in this paper indicate that the Kuznets hypothesis does not seem 
to hold for most individual countries that are currently developing. Second, the obvious depth and persistence of 
poverty has created doubts about the ability of economic growth to reduce poverty; these doubts are especially 
prevalent among development professionals working directly with the poor in developing countries. In addition, 
stabilization and structural adjustment measures that are prescribed to promote growth are widely perceived to 
deepen poverty, particularly in the short run, casting further doubt on the wisdom of attacking poverty through faster 
growth. While there is little empirical evidence on the relationship between structural adjustment and poverty 
alleviation, this paper demonstrates that the policies promoted by structural adjustment, namely openness to the 
world economy and sound fiscal and macroeconomic management, do tend to reduce poverty through their effects on 
growth. Unfortunately, other than through the effect of raising incomes, few data are available to address the 
relationship between economic growth and the welfare of the very poorest members of society. 

2.3 Economic Structure and Income Distribution 

As noted above, for growth to occur without a reduction in poverty, income distribution must become more unequal 
(Roemer and Gugerty, 1997). Could rapid growth take place without any reduction in poverty? It is possible but 
unlikely, as many studies now show. Moreover, it is possible for income distribution to worsen somewhat while the 
incomes of the poor nonetheless increase. The extent to which a given rate of growth affects poverty depends upon 
many factors, but particularly on economic structure and economic policies. Growth is more likely to lead directly to 
a reduction in poverty when the economic assets of a country are distributed relatively equally or when economic 
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growth is based on the intensive employment of abundant factors of production, which for most countries is labor 
(Roemer and Gugerty, 1997). 

In largely rural economies based on small-scale farming, as in many African and Asian countries, most of the poor 
are engaged in agriculture. When such a country grows through agricultural exports, or when growth in 
manufacturing increases the demand for food and materials supplied by the rural sector, growth benefits both poor 
farmers and the even poorer labourers they employ. In land-poor but labour-abundant economies, such as those of 
East Asia, rapid growth of manufactured or service exports creates a large pool of new jobs, absorbs the supply of 
low-productivity workers, and eventually causes a rise in real wages that further reduces poverty (Roemer and 
Gugerty, 1997). In contrast, mineral-rich economies typically have very concentrated income distributions; the 
country’s wealth is in very few hands. Thus, when growth comes from mineral exports, the market mechanisms that 
would involve the lower income groups in that growth are weak (Roemer and Gugerty, 1997). The 3 best means for 
poverty alleviation in such countries may involve government programs to channel mineral revenues to the poor 
through education, health, rural works and other activities that will attract private employers. Development strategy 
and economic policies may also have differential impacts on the reduction of poverty via their impact on growth. 
Economic strategies and policies also affect distribution by altering the way an economy generates and absorbs 
economic growth. Outward looking policies, for example, encourage a country to intensify its production in 
industries that employ abundant, and therefore low-cost, resources. If these economies are either labor-abundant or 
both land- and labor-abundant, these policies will enhance the impact of growth on poverty alleviation (Roemer and 
Gugerty, 1997). But if the economy is mineral-rich, or if it has concentrated agriculture in the hands of a few wealthy 
landowners, the impact on poverty will be weak. The market reforms espoused in structural adjustment should 
enhance the impact of growth on poverty. The reduction in controls reduces rent-seeking, which tends to concentrate 
income and wealth. More importantly, it opens market access to a wider group of participants, including the 
powerless and the poor. This effect can be especially strong when the controls that are targeted for elimination have 
affected the rural economy, such as export marketing boards, price and marketing restrictions on food grains, or 
when they have restricted entry to the informal sector, especially rural trading and curb side retailing in cities. The 
analytic arguments presented here suggest that growth tends to reduce poverty and that openness and outward trade 
orientation decrease poverty through their effects on growth. The data presented in this paper support these 
assertions. 

2.4 Empirical Evidence on Growth and Poverty Reduction 

The early hypothesis of the Kuznets curve led to a large development literature on the potential for economic growth 
to widen inequality and worsen the plight of the poor, a phenomenon called immiserizing growth (Robinson (1976), 
Adelman and Robinson (1989), Papanek and Kyn (1981). The initial studies on the Kuznets curve hypothesis used 
cross-sectional data and compared poor countries to rich countries in order to test hypotheses about income 
distribution and growth. As data covering longer time periods for individual countries have become available, the 
evidence points in the opposite direction: growth appears to lessen poverty. 

Even early studies like Ahluwalia, Carter and Chenery (1979) and Fields (1980) found that increases in poverty and 
economic growth were a very exceptional combination. A 1979 study of 12 growth periods in various countries 
found no increase in poverty and the real per capita income of the poorest 20% rose in every period of growth. A 
more recent study by Fields (1989) indicates that of 18 countries with data on poverty over time, in only one case 
was economic growth not accompanied by a fall in poverty. Moreover, Fields found that more rapid economic 
growth tends to bring greater declines in poverty. While this preliminary evidence was encouraging, more conclusive 
results were precluded by the lack of data. In 1996, however, a new database was compiled by Klaus Deininger and 
Lyn Squire at the World Bank. This database contains the most comprehensive data that exist on income distribution 
across countries. The data cover 58 countries, beginning in 1960, and for each country give the distribution of 
income by quintile. In compiling the database, every effort was made to ensure that only reasonably high quality data 
based on comprehensive household surveys were included. Of the 58 countries included in the database, 26 are 
developing countries. The database makes it possible for the first time to test propositions about the Kuznets curve 
and the relationship between growth and poverty over time. We used the Deininger-Squire data set to identify 61 
intervals, covering 26 developing countries, for which growth in national average and quintile incomes could be 
identified. We used relatively restrictive criteria in defining our sample: intervals should be at least 5 years in length, 
but as long as a decade if possible, and based on consistently defined household surveys.  

Using the same data set but including all 58 countries, Deininger and Squire (1996b) identify 91 intervals or episodes 
for which income growth and changes in income distribution are available. They find that changes in income 
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distribution are generally small, so that growth is clearly associated with increasing incomes in each quintile of the 
population. In more than 81% of their 91 growth episodes, the incomes of the poorest quintile rose. Another study by 
Ravallion and Chen (1996) analyzes a more selective set of household survey results, covering the period since 1980. 
Their results are striking and give strong support to the hypothesis that growth reduces poverty in developing 
countries. Ravallion and Chen use 64 intervals that cover periods from one to seven years. Twenty-one of these 
intervals are from Eastern Europe and Central Asia (former Soviet or transitional countries), and forty-three are from 
developing countries. For each episode, Ravallion and Chen calculate the change in the headcount index of poverty 
(H) and the growth in the mean income for the sample as a whole.  

A great deal of evidence has been generated in the last five years that supports the proposition that more open 
economies have higher rates of growth. This section reviews the main findings of these studies. An important study 
by Dollar (1992) looks at the relationship between exchange rates and growth by constructing a measure of openness 
indicating the extent to which the trade regime distorts the real exchange rate from its free-trade level for the period 
1976-1985 and uses this indicator in a regression of 95 countries. Dollar estimates that reducing the level of 
exchange rate distortion to that of Asia would raise GDP growth by 1.8% in Africa and 0.7% in Latin America. 
Reducing exchange rate variability to the Asian level would add an additional 0.8% to annual growth in Latin 
America and 0.3% to growth rates Africa. Sachs and Warner test the effects of openness on growth using their 
openness variable described above. In regressions of the annual growth of per capita GDP from 1970 to 1989, 
incorporating data for 114 countries, Sachs and Warner find large, negative and highly significant coefficients for the 
openness variable. Open economies have annual growth rates as much as 2.8 percentage points higher than closed 
economies, on average. Sachs (1996) has used these results to show how much faster African countries could grow if 
they adopt the kind of open policies that have characterized East and Southeast Asian countries. He attributes a 
difference of 1.8% a year in income growth to the closed-economy policies of African countries, including exchange 
rate overvaluation, import restrictions and export restrictions (marketing boards). Two other factors--lower savings 
rates12 and less efficient internal markets--reduce growth rates by another 2.8% a year below Asian levels, so that on 
the whole different policies can explain 4.6% of the difference between African and Asian growth rates. Using a 
different regression framework, Easterly and Levine (1996) find that three variables associated with soundly 
managed, open economies--the exchange rate premium, the fiscal surplus as a share of GDP, and ratio of liquid 
financial assets to GDP--can account for a growth differential of 1.5 percentage points between African economies 
and East and Southeast Asian economies. 

These studies focus on the relationship between growth and economic structure. A study by Fischer (1993) 
investigates the effects of shorter-term, macroeconomic variables with longterm growth. Fischer finds that low 
budget deficits (or higher surpluses), low inflation and market-based official exchange rates13 are associated 
strongly and significantly with more rapid economic growth. By extension, then, sound macroeconomic management, 
because it establishes conditions for sustainable growth, is associated with reduced poverty. Finally, in their study of 
six African countries cited above, Demery and Squire (1996) construct an index that measures the combined effects 
of three macroeconomic policies: a reduction in the fiscal deficit, a reduction in seignorage, and a devaluation of the 
real effective exchange rate. They find that in all six countries, a favourable change in the macroeconomic policy 
index was associated with a favourable change in the incidence of poverty. In Cote d’Ivoire, the only country with 
increased poverty, the macroeconomic index worsened. These studies all demonstrate the important connection 
between outward oriented policies and economic growth. Because economic growth is such a key factor in poverty 
reduction, openness becomes an important policy variable that can be used to reduce poverty. But economic structure 
and government spending decisions also matter, as discussed below. 

2.5 Poverty and Economic Structure 

Countries that are relatively rich in natural resources tend to have slower economic growth (Roemer and Gugerty, 
1997). Furthermore, for reasons already discussed, in resource-rich societies the distribution of income is expected to 
be more concentrated and market forces alone will be less effective in translating GDP growth into substantial 
reductions in poverty. Thus, on both counts, we would expect the growth of income of the poorest groups to be 
slower in resource-rich economies. To test this proposition, we utilized three indices compiled by Sachs and Warner 
to represent resource endowment: the ratio of natural resource exports to GDP the ratio of natural resource exports to 
total exports the ratio of arable, pasture, and forest land to population. All indices are based in 1971, a year predating 
all but a few of our observations and thus indicative of an initial resource endowment. 

The results are qualitatively similar to those on openness. Resource exports as a share of total exports and land per 
person have a negative effect on growth. The coefficients are negative and significant at the 1% level or better. 
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Growth of incomes for the poor is lower in well-endowed economies. But resource endowment does not explain 
much of the variance in income growth of the poor: adjusted R-squareds are below 25%. And, as with openness, 
when the growth of GDP is inserted into these regressions, the resource endowment coefficients lose significance, 
though they retain the expected negative sign. Resource endowments appear to work against poverty reduction 
through their depressing effect on economic growth, as Sachs and Warner (1995b) have demonstrated. Regressions 
were run showing the effects of openness and resource endowment on income growth of the poor. Regressions 1 and 
2 use the share of resource exports in total exports as the indicator of natural resource wealth. All coefficients are 
negative and all but one is significant at the 5% level or better. This indicates that high levels of resource exports are 
associated with lower growth rates. The openness variables are positive; the positive impact of an open economy can 
offset the negative impact of resource dependence. In regressions 3 and 4, land is used as the indicator of resource 
wealth, and the story is broadly similar, though only one of the coefficients on openness is significant at the 5% level. 
Resource wealth in terms of land appears to have a negative effect on growth. None of these regressions, however, 
explains more than a third of the variance in income growth of the poorest. When the growth of GDP per capita is 
included, the openness and resource endowment variables lose their significance, although the signs remain the same. 
Openness retains its positive sign, suggesting again an open economy may help to offset the negative impact of 
resource dependence. As in the regressions above, the openness and resource variables appear to have little or no 
impact on poverty that is separable from their impact on economic growth. 

2.6 Theoretical Framework: The Resource Curse 

In considering the curse of resource wealth on poverty reduction, it is important to keep in mind a few outliers: 
resource-rich countries that have enjoyed both rapid GDP growth and dramatic reductions in poverty. Indonesia and 
Malaysia, both rich in natural resources including petroleum, have had rapid growth in GDP per capita since 1970 
and substantially reduced poverty. In Indonesia, for example, average incomes grew by 4% a year from 1970 to 1993 
and the headcount index of poverty fell from 60% to under 15%. In Malaysia, per capita income grew by over 3% a 
year and the headcount index of poverty fell from 18% to 2% over the same period. These countries avoided the 
curse of wealth through shrewd government policies. First, both governments maintained sound macroeconomic 
policies that avoided exchange rate overvaluation and other symptoms of Dutch disease during the resource booms 
of the 1970s. Second, they invested in the education and health of their people, especially of the rural poor. Third, 
Indonesia (and to a lesser extent Malaysia) invested in rural infrastructure and agricultural development that 
benefited agricultural smallholders, especially on densely populated Java. And fourth, Malaysia undertook a 
determined policy of redistribution of assets and jobs towards the majority Malay population, which included most of 
the poor. Resource wealth does not condemn a country to entrenched poverty. Instead, resource wealth can be turned 
to an advantage in the war on poverty, but it takes a determined and skilful government to do so. It is the political 
economy of resources that drives the growth and poverty results. 

In Nigeria, there is abundance of resource wealth of both human and natural endowments. Yet this resource wealth 
cohabit with abject poverty, reasons been that these human and natural resources have not been properly harnessed to 
bring about commensurate impact on the poverty of her citizen. This is the resource curse syndrome. However, 
recent happenings with the rising GDP could be suggesting that the economy is been revamped. This position is what 
this study aimed to test what has been the impact of this rising GDP on poverty situation in the country. 

3. Research Methodology 

3.1 Specification of the Model 

In specifying the model, it takes queue from the Kuznets hypothesis proposed by economist Simon Kuznets in 1955; 
which holds that as incomes grow in the early stages of development, income distribution would at first worsen and 
then improve as a wider segment of the population participated in the rising national income. What this intuitively 
transformed to mean is that income spreads when citizens can work and earn income. As such, if the GDP growth rate 
represents economic growth, then the unemployment rate can represent the poverty reduction index. It is expected that 
as the economy grows income distribution should lessen the hold of poverty through employment generation as an 
aftermath of the growth. Therefore, a model in which the dependent variable is the annual time series data of Nigerian 
unemployment rate (UNEMrt) while the independent variable is the gross domestic product (GDP) from 1991-2011, 
can be specified in the form:  

Y=f (X1) 

Y= bo+ b1X1 +U 

Where;  
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Y = Unemployment rate (FPI)  

X1 = Gross Domestic Product growth rate (GDPgr) 

U = the stochastic variable or the error term and b1, is the coefficients of the parameter estimate of the variable 
X1, and bo the intercept of the Model.  

As such, we used the ordinary least square multiple regression technique to estimate the values of the parameters b0and 
b1. Besides, we will also conduct the student’s t-test and the standard error test to know and to test the statistical 
significance of the parameter estimates respectively, and the test of goodness of fit for the model using the R2 and 
adjusted R2 techniques. This will enable us to know the percentage of variations between the dependent variable and 
the explanatory variables which very central to helping to understanding the impact of economic growth on poverty 
reduction. 

And finally, we conduct the F-statistic test to determine the overall significance of the regression model and the Durbin 
–Watson test for the presence or absence of autocorrelation. 

3.2 Expected Result  

On apriori ground, it is expected that fall in unemployment rate should be spurred by rising GDP growth rate; as such 
unemployment rate should have a negative relationship with the gross domestic products growth rate. Since, it is 
expected that as the GDP grows there should be poverty reduction through employment generation resulting from the 
growth. 

3.3 Estimation Techniques and Data Sources 

In the estimation of the specified model, the ordinary least square (OLS) multiple regression technique was employed. 
The estimation will be carried out with the use of an econometric package known as ‘E-Views’. In order to facilitate 
time series analysis, data on, FPI, GDP, interest rate, exchange rate and market capitalization were collected from the 
following sources: Central Bank Nigeria (CBN) – Statistical Bulletin and National Bureau of Statistics (NBS). 

4. Presentation and Analysis of Results 

4.1 Presentation of Results 

Using the annual time series data of the entire variables so chosen, we have our estimated model result to be: 

 

Dep. Var. = UNEMrt Coefficient  Standard Error t-statistics 

Intercept {c} 3.98 2.27 1.75 

GDPgr 1.14 0.39 2.91 

 

 R2    =   0.25    F-stat=8.46 (Prob. 0.0)     d.w. = 0.43    

Source: Author’s computations 

 

4.2 Interpretation of Results 

4.2.1 On Apriori Grounds or Economic Relationships 

The explanatory variable’s parameter estimate possesses a positive sign. This implies that the GDP growth rate and the 
unemployment rate have a positive relationship. This does not conform to apriori since it has positive sign instead of 
negative sign. It was expected that as the GDP grows it should generate employment opportunities thereby reducing 
the incidence of poverty through income distribution. 

4.2.2 On Statistical Criterion 

i. Based on the coefficient values, a unit rise (instead of a fall) in the unemployment rate is caused by 1.14rise in the 
GDP growth rate. That is, as the GDP growth rate was rising the unemployment rate was also rising alongside. 
This is not in line with expected theoretical propositions. Using the rule of thumb of 2, it is evident that the t-value 
for the parameter estimate of the variable was statistically significant. This was also not expected to be since the 
relationship was wrongly signed. 
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ii. The R2 value of 0.25 shows that there is very weak relationship between the dependent variable unemployment 
rate and the independent or explanatory variables the GDP growth rate. The model has been able to explain only 
about 25% of the relationship or variations; this is highly insignificant. This validates the fact that the GDP growth 
rate has not in any spur poverty reduction by its inability to reduce the unemployment rate. 

iii. The F-stat; of 32.77 with probability value 0.00 assumes a very huge value when compared with the table value of 
5.95. This implies that in the overall, our model is statistically significant in explaining the relationship between 
FPI and the explanatory variables.  

4.2.3 Econometric Criterion  

Using the Durbin-Watson value of 0.14, this value is much closer to zero (0) and it falls outside the critical region or the 
region of indecision, this suggests the presence of positive autocorrelation.  

4.3 Policy Implications of Results 

The statistical significance of the GDP growth rate estimate given that the relationship with the explanatory variable 
was wrongly signed implies that the GDP growth has not been creating sufficient jobs to reduce the unemployment rate 
in the economy over the period of study. The reason for this is not far-fetched since the international flow of foreign 
investment into Nigeria has been encouraged by various economic policies within the period, following the 
internationalization of the capital market in 1995 and the abrogation of laws that constrained foreign participation in 
the Nigerian capital market. The non-statistically significance of other parameter estimates of GDP, interest rate and 
the exchange rate implies that a country’s GDP size, interest rate and exchange rate do not necessarily determine the 
flow of international currency into the Nigerian economy.   

5. Conclusion and Recommendation 

The result of the estimate showed that in spite the Nigerian GDP growth rate employment opportunities have not 
grown sufficiently to mitigate the poverty incidence on the army of the unemployed in the economy. This finding is in 
line with the content of the communiqué of the Nigerian Economic Society (2012) when they put forward that the 
optimism about GDP growth which averaged over 6% annually in 2004-2011 is counter balanced by the sustained 
growth in the rate of unemployment and rising incidence of poverty and inequality. They stated further that this 
paradox of jobless growth poses a significant threat to economic, social and political stability. This study has revealed 
that the Nigerian economy over time has been growing but not sufficient to reduce the poverty incidence on the 
populace through job creation. Hence, we made our recommendations based on the results that, it is important that we 
become interested in the direction of the growth of the growth of GDP so as to ascertain whether the economy while 
growing also have absorptive capacity to create room more jobs or employments for the army of the unemployed in the 
economy. As a result priority should be given to those sectors like the agricultural and the industrial sectors that will be 
able to generate and absorb more labours thereby solving employment problem and at the same reducing the poverty 
incidence on the citizens. 
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