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Introduction

This paper 18 siruetured 1w bo fve (5) parnts, The Girst
part deuls with the copeept of globalisution and the
plobal finaneinl erisis while the second  pard
dhiscussies wlobalisation and Afre and the third part
examines Nigeni's experiences with globilisation
sinee the 19805 The fodrth partof thes presentation
links the three pspects tegethor, analysing Nigeria
and 1s eeonomy in the context of globahsation and
the global Gnancisl cnsis of 2008, while the fitth
part concludes the address by presenting whis
should be the most realistic responsie o the globul
Hinapeial-cnsis by the Nigeriun Governmen|

Gilohalisatinn

Sinee the dawn o the New Information Age i the
prindille oof the 20tk century, technalogy hid begum a
prowess of compleie transformation of the world,
past s the Industrin] Revolution dad in the Tast
cenfury, This unprecedented revolution in
Information Technology curréntly  being
experienced has sreatly secentuated the evolubion
dnd development ol globahizanon which cun be
deseribed as p process by which the people of the
warld are unified into asingle society and made to

function fogether. The eative world 15 linked
eleciromenlly with: no plage to hide, theroby
reducing the world to a small global village. One
can therefore start up the day in Tokyo, pick up o
London snd fimsh in New York: there 15 o
comtinuous -flaw of information thm e be
translated instantly imo financl values. This
development s fast shattering the geo-political
boundaries and micgrating national cconomes
and {inancial systems across the globe to the extent
that it 18 seen as almost undercutting the naonal
sovereignty ol individual manons.

Thoms Friedman (2008) examines the unpact of
the ‘flattenimg’ of the globe”, amd argues (hu
plobahzed trade. -outsourcing, supply-chaming,
and political forces have chinged the world
permanently, for both better and worse. He also
argues that the pace ol globalization 1@ quickenmg
and’ will continue 1o have a growing mpiact on
business ofganizations und pracoee. Gilobahsaton
has therelore led to the emergence of worldw e
Mnaneial markets und better aecess to global
external financing lor borrowers. Simultancous,
though not necessanly purely globalist, s (he

Niecrdion destifeney of Meangsemene foweml



sveperian deadene of Mawagemers Jowimal 2
il °

Cilobalivation, Global Financiol Meldawn anid The Nigerlun Ecananry

emergence of under- or un-regulated foreign
exchange and speculative markets, The implication
of these developments 15 that whatever is
happening 1 one pant of the globe will surely and
immedintely be known by the rest of the world with
the possible attendant effects felt almost
instantancously. This is the reason why what started
in the US in the form of a credit erisis spread so
rapidly 10 the rest of the world, assumed global
dimension and became everybody's concern,

The financial erisis initially referred to in the media
asa "credit crunch” or "credit erisis”, began in July
2007 when a loss of confidence by imvestors in the
value of secunitized mortgages in the United States
resulied i a liguidity crisis that prompted a
substantial imjection of capital into finaneial
markets by the United States Federal Reserve and
the European Central Bank. It became prominently
visible in September 2008. The TED spread, an
dicator of perceived eredit risk in the general
economy, spiked up in July 2007, remained volatile
for a year, then spiked even higher in September
2008, reaching a record 4.65% on October 10,
2008, In September 2008, the erisis deepened, as
stock markets world-wide crashed and entered a
penod of high volatlity, and this was followed by a
considerable number of banking, moertgage and
insurance company fwilures. This development led
the situation (W be described varously as global
recession and later global financial meltdown.

The devastating effects on emerging economies of

the global cconomic erisis, starting in 2008 with the
sub-prime lending market Giasco in the USA and the
subsequent melidown of some of the largest
mternational cconomies, are imereasingly
occupying our minds, initially hoping that the worst
mught puss some, if not all of us, Rritain's
Department [or Intemational Development (DFID)
predicted that by the end of 2009, developing
countrics may have lost incomes of w( least $750

billion - more than $50 billion to be explained by
sub-Saharan Africa. Therc is the caution that
human consequences include rising
unemployment, poverty and hunger. and un
additional 50 million people 10 be trapped in
absolute poverty, expecting a nise of this number 1o
90 million by December 2010 (DFI1D, 2009), Wht
becomes of these numbers is matter under our
penscope today.

Research undertaken by the Overseas
Development Institute (ODI) suggests that poor
countries have been hit harder than was originally
predicted, and 2009 is likely to have been worse
than 2008 (te Velde etal;, 2009), All of this is the
comsequence of developments in, the economies o
developed countries, remote from sub-Saharun
Afnea, clearly demonstrating the phenomenon of
globalisation and the vulnerability of the
developing world to the vagaries of the more
powerful. The phenomenon of globalisation, s
frequently outlined as ‘the intensification of
worldwide social relations which link distant
localities in such a way that local happenings arc
shaped by events oceurring many miles away and
vice versa”, remains one of the most controversial
subjects ol our ime.

In its gencralized sensc, the concept "globalisation’
is often applied to indicate the change in relations
between states and mstitutions, predominantly the
reduction of' power of the nation state i favour al
mnternational bodies, and the universalisation of
certam practices. More significantly, it 1s also used
o communicate the global restructuring that has
oteurred m the past three decades { Awna 1997:8)

Itis generally scknowledged that African decision-
making had little 1f anything to do with creating the
current conditions that are waping oul advinces
miade i the recent past. If anything, by respanding
to the ascendancy of nco-liberalism we have




exposed ourselves more than ever before o forees
we hive no influence over. Emphasis on the free
market cconomics as the only viable global
economic doctrine with its demands on us to open
aur eeonamies to the world, to reduce the role of the
ctate 4s @ plaver in cconomic development and
regulator of the market under structural adjustment
packages that were fed o us dunng the previous
three decades by mstitutions such as the IMF and
World Bank, curtailed us in developing the capagity
it the African state to direct cconomic and social
development, and to provide social welfare nets
where the vagaries of the market demands are.
Preseribing business methods in the form of New
Public Management as the answers to pubhc
administration challenges in the Afnican context
has been regarded as the wrong medicine at the
wrong time. This conclusion | very much share
even though research has often highlighted
contradictions and potentinl problems (vide
Onyconory, 2003; Gwynne and Kay, 2000)

Globalisation and Africa

It should be noted that globalisation is not, as many
would wish to present it, a recent phenomenon, nor
one which Africa is unlamiliar of its conscquences.
Setting uside for now the more ancicnt histories,
and concentrating on modern times, globalisation
began through an endless senes of eCONOmIc
transactions, which over centuries linked Europe,
Asia, Africa and the Americas, Among the carly
manifestations of globalisation was the slave trade
hetween West Africa and Britain, Turope and
elsewhere where industrinlisation became possible
hecause of the exploitation of the slaves and other
sources for cheap labour that feed the system. al
extremely low costs. In addition, Afnea witnessed
how through aggressive policies of expansion of
colonial empires, Britain and Furope, asserted
control over the natural IMF/World Bank open-
cconomy, and the ‘hands off market-driven,
noninterventiomst development model premised
on Adaims Smith's ‘mvisible hand' approach.
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In their 2000 study Gwynne and Kay obscrve that
by the uncritical integrating peripherall
developing cconomies into the global economy,
the neo-liberal model had made them more
dependent on, and hence, vulnerable to, global
ceonomie shifts - with adverse conseguences m
unemployment rates, real minimum wige, real
wages, weltare of the poor, and the urban informal
Seclor.

Coming from a slightly different angle, Mornissey
and Filatotchey (2000) found-that reducing tradc
barriers does not mean that 1t does not introduce
other barriers that constrain the capacity of
marginalised countries to benefit from
globalisation. Inter alia, liberalisation has &
tendency to expose domestic firms (o competition
from imports long before they develop the
capacity to increase efficiency and
competitiveness, thus killing them off before they
can even become players.

Crotty (2000) highlights the tendency ol neo-
liberal globalisation initiatives (e.g. SAPs) 10
create both chronic sluggish aggregate demand
growth and chromc excess aggregate supply
Chronic over-capacity in many global industries is
a fact of life in the neo-liberal era, and wheie
supply outpaces demand, in the absence of new of
growing markets, prices are forced downward,
lowering profit margins of companics. Their
standard response in the face of this is to lay off
even more workers, which in turn affects the
circulation of money in the economy. Some of
these account for the reason why the benefits of
globalisation are by-passing most developiog
countries,

Finally, heavily favoured in the direction of debt
settlement, rather than Affica's development (he
neo-liberal globalisation mitiatives also tended o
favour the advanced capitalist counirics rather
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than the deblor African Countnes. Gieorge (1992
has observed that from the onset of the debt erisis i
T9R2 througl 199 edeh and evary month, Tor 108
menths. debtor conntries of the South remitted 1o
therrerednors i the North an pverage ofsix billion,
five humdred milhon dallars i interest payment
alone. 1T pavment of principal debt 15 imeluded in
the tallv, then each of the 108 months withessed
payments from deblors o ereditors averaging
welve billion, o hundred and Gty million
dollars (Onveonems. 2003). These amounts were
demicd o the South

Lo develbp thelr own coonomics, and becarme a
resores e the North 1o apen the gap between the
rich north and the poor soulh even lurther.

We can therefore vonclude that in the developing
world, but particularly w Afnes.: the phenomena of
"shavery”, "coloniihisation” und "globalization” —
although lustoncally betongmg o ditferent era —
are connected. They form part ofone big céonomic
congtroct, e expansion and mamtenance of the

capialist swstem, Current manifestations of

globalisation therefore do not reflect a eleur break
from the past but s rather a contimuntion of realities
previously ereated, with many arguing thal neo-
liheral  globalisavion s on  balance counter-
productive for Africa

Nigeria's Experience with Globalisation Since
the 19804

Fromthe viewpomit of the IMF, the economie crisis
in Nigerta by the 1980s was a product of structural
distortions 1w the economy. These neluded
avervilued exchunpe rates; import regulation; ligh
wage structure and low productivity of workers:
tport  substitution andustiinlisation, poor
inyestment management and low returms on capital
and discriminatory  credit policies aginst the
privale sector. In the public sector it fingered
excessive public sector expenditure,  anellicient
and  unproductive public enterprises, and their

m

contimued  but unustifiable  protection by
govermment (vide Omisinde 1989 Olukoshi 1995
Atna 1997:),

Stlutions 1 the problems were, therefore,
conceived through short term ccononic
stabilization  programmes  and longer term
sihjustment instruments, The mam poliey changes
demanded by the IMF in its lnancial degotiation
with MNigera relate o three broad areas - cuts
public expenditure, transformation of the structire
and aperational eMiciency of the economy and the
hberalisation af fiscal and trade pohicies (Onimaode
1980 Olukoshy 1994, 1998). While economiy
stabilisation policies were pot in place from the late
19705, the Formal adeption of the econdmic
globalisation 1n Nigeria began with he
wtroduetion of the Structural-  Adjustment
Programme (SAP) i July. 1956 by the regime of
General thrahim Babangida that declured Nigerian
ceonomy as oa capitalist one under the SAP -
representing an weological shint from the ‘noaxed
cconomy 1ol the First National Developiment Plan
[ 1962-1964).

As should be noted, some contradiotions wrose
since some of the poliey thinking favouring
globalsation was singularly meompatible with the
realities of the Nigertan econamic crisis at the time
For example, devaluing the naimm against the
background of the mmport dependent economic
structure of Nigerta did not muke sense. The staied
motivation for deviluation was to increase (e
volumeafexports, improve the balance of pasment
position and possibly attract foreien investment.
However, it does nor take i pundit w el that ours s
i munoculture economy, mamly dependent on ol
exporty and OPEC'S remulotions have  Litde
relevanes Lo devaluation,

some of the negative fall-ouls i our cconomy
during this pertpd meluded deterioration i the

¥




industiial  production seetor, high inflation,
growing  unemployment and associated soeial
hardship.

Nigeria and The Global Economic Crisis of 2008

1T we look at the Nigerian économy in the perod
2003 - 2007 the picture was starting to change with
in estunated GDP prowth of 6.2%, although sull
performing below expectation, This growth was
driven primaniy by the non-o1l seetor, which grew
by 9.6% (CBN, 2008), largely attributable to the
apnculture seetor, which grew by 7.4%, led by erop
production, hvestock and fishng. Other doyers of
prowih i non-ml GOP ncluded wholesale and
retwl trade, building and construction and services,
which recorded growth rates of 15.3%, 13.0% and
9.8%, respectively  Industrial output fell by 3.5%,
attributable mainly to the, 5.9% drop in erude oil
production occasioned by the Niger Delta erisig.

Interesting to note, the top-perfomming agricultural
sector, over and above [avoursble climatic
conditions, benefited rom government policies
which lo'a lurge degree defied the core notions of
the neo-hberal agenda. Most notable were several
government intervention measures, like the
National Agriculiural Project, the National Special
Progrumme for Food. Secunty, zero 1anffs on
nnported agro-chermeouls, export expansion grants
as well as iightening of controls on tlegal imports
afagricultue. | products,

The halance ol payments positon by the time the
crists hit was desernbed as "mpressive". The
current aeeount surplus rose with 8.2% and the
capital and  financial account defient in 2007
reduced by 61.1%. At the bottom of this were
positive  developments on the intermational ol
markets, In 2008 this vend comtinued, but we alsao
benefitted from huge capital inflows in the form of
diaspora remittances as well as Toreign direct and
portiolio investments. In 2008 the current account
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surplus represented 17.3% of GDP, while the
deficit in the capital and financial account
narrowed from 2.4% and 4.6% of GIDP in the Tirst
and second halfof 2007 to 1.1%.
There is general agreement that the effect of the
global ¢risis will be expericnced differently by
different countries. Some determining factors n
the equation of how it will play out for national
economies in developing countries will be:
o levelofinterdependence wath miemational
Capital markets;
e level of export trade diversification and of
foreign direct mvestment (FI119;
s levelof hiabihities in foreign currencies;
o level of foreign currency reserves and the
trace deficit;
level ofinflution and the budget deficit,
o diversification of local economy and
macroecononue stability; and
o Perlormance ol local institutions.

Coven the structure of our cconomy the key facto
in our case 15 going to be the reduction i the
demand For crude onl, which alone generates more
than 80% of Nigena's foroign earmngs, We are
starting to see the impact in: 1) volume of sales
down from 1.6% million barrels a-day 1o 1. 4% on a
half-year basis between 2007 and 2008, and i)
value.

To evaloate the impaét on the Nigerian economiy,
Professors Olu Ajakarye and Tayo Fukiyes: of the
Atrican Economic Research Consortinm (AERCY),

“amdd Department of Economics, University of

Lagos structured assessment on four dimensions
[2009):
o The dircct impacis of the crnisis on the
Nigerian finance and banking system;
o T'he potential pmpacts on privite capital flows
and ODA Jevels;
s The potential impacts on commodity demand
and prices; and

:\l'f‘lq'm'r'nn Avcailerimy .'Jf'.\fﬂnrrgrimml..f.*r.':nlu.f 5



Nigerian Acadeniv of Management Journal 6

Celehalisation, Glolwel Fingneil Meltdowi and The Nigeritin E;_‘angrmll,

o The potential impacts on macroeconomic
indicators, growth and the Millennium
Development Goals (MDGs).

In sumumary theirassessment reveals as follows;

The direct impact of the crisis on the Nigerian
finance and banking system

The impact of the ensis on the Migenian economy
has different ramifications market, the banking
seetor, foreign exchange and the balance of
payments as well as the real sector. Market
capitalisation fell by 45.8% in 2008, a sharp
reversal of growth from 2007, when the market
grew by 74 T% (Okercke-Onyiuke, 2009)

The Naira, has depreciated against the US dollar,
and this has implicatons for foreign reservis,
which dropped from $67 bilhon in June 2008 to $53
in December 2008 and has dropped to about 8§43
billion in the fist quarter of 2010. This can be
regarded as ws all time low sinee 2004,

Nigeriun markets, although not well integrated mto
the world market, have been facing serious
destabilising effects since the emergence of the
global financial ensis in July 2008. Between March
2008 and March 2009, the All-shares index of the
Nigerian Stock Exchange had lost a total share of
67%, while market capitalisation had lost 62% of
its value. Concerns regerding how rapidly the
plobal fmancial cnisis penctrated the Nigenan
capital market, especially wiven that there is hardly
any thoving domestic mortgage market have been
rased.

Foreign portfolio mvestment withdrawals and
withholdings in order to service financial problems
it the foreign investors' home, as well as prospects
of reduced FDI, are bound to affect investor
confidence in the cconomic health of Nigena,
Evidence on the foreign portfolio withdrawals

shows that the total linancial inflows to Nigera
between 2007 and 2008 mereased by 21%, while
that between 2008 and 2009 is predicted o reduce
by 38.6%.

The credit crunch manifests m a unigue way in the
Nigerian banking system, with its small exposure
with respect to credat cards and home morntgages.
The effect of the shortape of credit however
impacted on the practice of "margin lending”,
resulted i explosions in the domestic stock
market.

The long-run impact of the crnisis on the Nigenon
bond market appears negligible, indicating a
confidence n this part of the Nigenian financial
systerm.

Imual assessments by the CBN were that the
banking sector was holding up well in the face of
the cnsis, However, n the face of emerging
hguidity constraints there is a re-think. The
following indicators are available to point to the
impact on the banking sector;

e Prudential indicators: This indicator shows
decliming levels of quality of nsk assets.

o Capitalised value of quoted banks: These
have been senously eroded since the cnisis,
seniously endangering their tier one and two
capital.

s Activity mcicators: Avatlable data show a
continued decline n the ratio, of security
investment (o total commercial banks'
assets (activity aindicator) from its peak n
2007, The dechne 15 expected to persist (o
2010

The potential impacts on private capital flows
and PDA levels

If the experience after the bursting of the doteom
bubble in 2001 is anything to go by, the analysts
arpue Africa might be benefitting from mereased




private copital Nows ol investors who could be
looking for new nvestment opportunitics (o
diversity their nsks. However, alternative
investment opporfuities renmain [imited owing to
the high cost of doing business in Nigena, most
especially with regard to the avatlability of
mfrastructure and associated ikes in commuodity
prices

With respect 1o income stream denving from
remittances, it 15 expected that the cosis could have
negative impacts on remittanees from Nigerians
working abroad. Especially i 2008 the
contribution recerved through this chanmel rose
dratnatically.

The study is quite realistic as it prediets that the
migor  donor countries, although pledging. 1o
werense their ODA quotas to .7% of GDP, and to
support achieving the MDGs by 2015 are very
likely not 1o honowr their pledges in thewr entirety,
DDA accounts for less than 2% ol the total Migenun
budget but any reduction i support will be felt in
the social sector and particularly n the lower tiers
of government,

The potential impacts on commeodity demand

and prices

Migeria is poing to be intensely elfected by the slow

growth across the world's cconomies as a

consequence of the nancial cnsis, It has alvcady

resulted i drmotic lower demand  levels for

cominadilics, vspeciully oil. This impact has been

transimiited through out the Nigernan econmmy,

especil iy trough:

1) mmpact on earnings and revenue;

1) lallsmthe nmraexchange rate;

i) the balonee of piayments through marrowing of
the surplus on the current account balance:

w) The capital aceount through reducton
cipital flows because of reappraisal of planned
imvestments or complete stoppage of
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previously committed  programmoes ol
imvestment, and v) contraction ol Nscal space
for policy.

The potential impacts on  macroeconomic
indicators, growth and the Millennium
Development Goals (MDGs)

Mamnly due to the connection between the global
crisis and the market for o1, it 15 expected that
poverty will deepen sigmficantly In Nigena and
that there will be a reduction in household meome
and welfare. Modelling undertaken for the QD]
study shows, Tor example, in 2008, a 12.2%
adverse o1l shock deteriorated the income of
Nigerian households by 093% on average.
Generally, relative o the relerence (base) mn,
household incomes on the average (Nigenan)
would fall by 5.07% in July-December 2009 under
the cumulative 63.5% oil shock scenanos. It would
decrease by 5.60% in 2010 if the ol shock 15
represented by a 69.5% increase over the buse
period.

The neganve ml pnee shock wall have negative
impacts both in the short and medium term on
growth items. The ODI modelling exercise shows
a mange of results under different o1l shock
seenarios. With the shock simulation scenanos
wnder 12.2%, 8]1.2%, 63.4% and 69.5%, GDP
deterionted cumulatively by 0.96%, 4.3%, 5.43%
and 6.02%, respectively, on average for the penod
August-December 2008, January-June 2009, July-
December 2009 and 2010, respectively
Specifically, the 51.2% negative oil shock between
January 2009 and Junc 2009 will lead to an averge
fill of 4.3% in GDP. However, the negative impact
on the GDP will decline under the marginal
reduction scenaria, such that we now have -
3.34%, -1.13% and -0.59% from January-Junc
2000, July-December 2008 and 2010, respectively.
Pressure on the budget, particularly with respect to
soctal and infrastructure  spending at the local
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levels, increasing poverty as o consequence of the
o1l shock's impact on the Nigerian economy and the
likely reduction of ODA does not predict good
p::rihrmnnm: agamst the targets set under the
MDCis.

In Conclusion: What Should the Nigerian
Government's Response be to the Impact of the
Economic Crisis?
The United States is the most influential nation on
the globe, the world leading superpower, the
biggest cconomy on carth today and the home base
of modem capitalism. If a country of this standing
and characteristics can find itself in such a terrible
cconomic mess, it means that there are a lot of
lessons a country like Nigena can learn from such
an awlul and undesirable expenence. Such lessons
include the fact that:

1) There is the need for further reform in the
Nigeriun Financial sector to take the 2006
reform to the next level so as to make operators
see the wgent and compelling need to
adequately fund the real sector. Perhaps we
need to remiund ourselves that the real sector is
the back bone of the ¢conomic therefore no
meaningful and sustainable economic growth
and development can be achieved without the
development of the real sector. It is unlortunate
that currently, the contribution of this wvital
sector o the economy is negligible and
declining due to scrious neglect and gross
under fundmg. There may be aneed to consider
interfacing Umiversal Banks with
Microfinance Banks Such that the latter could
access maore funds with which to finance the
real sector.

1) Another lesson of the global melidown is the
fact that wrong approach 1o solving problem
may not yield the desired outcome. 1t makes me
sick to realize thatin wryle in Europe part of the
measures 1o battle the recession is 1o get the

people spending again by making credit even
more secessible and cheaper, here the impetus
15 10 nvoke austerity measures as evident in
the 2009 budget and devaluation of the Nuaim
without improving the living conditions of the
people. But like the best prize-fighters,
Nigerians have proven over the years that they
arc a resilient lot and can also take a hi
Whether they can wither the storm i one
picce yel again in 2009 remains to be seen, but
already the hint at severc austerity measures 1s
i bad amen.

In view of the serious adverse effects of negative
oil price shocks on the Nigenan cconomy, e
government needs to determine the appropriate
monetary, fiscal and exchange rate policy
TESPONSES,

The country's reserves should be prudently
deployed to shore the overall cconorhy up against
the negative impacts of the global erisis. However,
governmen! should be cautious to run up hupge
debt mn the process which will feed the inflanon
cycle'once again.

Very importantly, government needs to strengthen
its, initiatives to improving the performance of the
non-o1l sector considerably. Evidence is there (o
see what targeted programmes under the direction
of government achieved more recently i the
agricultural sector. The impact of the oil-shock
could be the catalyst for Nageria to finally create a
more balanced cconomy, This will be an excellenit
outcome coming out of a very negative set of
factors.

Overall, emphasis should be retained on skills
development and institutional capacity building,
Experience has shown that institutional capacity
and a skilled, educated workforce are bulwarks
agamst long periods of negative impact followng




any farm of ensis,

Government needs 1o put i place targeted
pssstanee o the PG [0 nungate the mmpact of ol
price shocks on them while avoiding the prablems
inherent in genershised subsidics,

Government should use every platform available o
keep donor countries to thewr promises of 0.7%
dedwared QDA

Finally, governments m the developing world
should take note how quickly prevailing opmon
pan change with respeet to what 1s deemed to be
coOrrect responses to crsis situation 1if the shoe 15 on
the other foot, Africa has been in crisis for a long
time, and when we argued that nep-liberalism was
not the answer we were ignored and forced to take
more of the medieine. When we said that we need
strong, developmental states, capable of mitigating
the worst ol market fadure and to target mvestment
and development imitiabives, we werd wnstrucied to
whittle down the litle bit of state capacity we
manuged o buld up alter colomialism. When we
tried to protectagamst oo much market and foreign
influence m favour of first developing our own
home grown institutions we were told to iberalise,
1o open up our systems for international
competiion. We necd 1o leam from this éxpenence.
We need to learn from East Asia that there is a
certain sequence o oreating circumstances for
ceonomic and social development, opening up and
democratisation. 1 hope this tme round we will
learnour lessons, Onee agam, 1 thank the orgamisers
of this conference for the oppoertunity and 1 wish
you all happy deliberations.
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