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ABSTRACT 

 

Thi s  st udy i nvesti gat ed the trend i n econo mi c liberalizati on,  econo mi c growt h, 

and environment al  quality;  and appraised environment al  policies  i n Ni geria.  The st udy 

also exa mi ned t he vali dity of  Poll ution Haven Hypot hesis ( PHH)  and Envir onment al 

Kuznets  Cur ve ( EKC)  in Ni geria wit h a vi ew t o est ablishi ng t he dyna mi c i nt er-

relati onshi p a mong econo mi c li beralizati on,  econo mi c gr owt h,  and environment al 

qualit y over t he peri od 1970 t o 2012.  

The st udy used secondary dat a.  Annual  dat a on real  Gr oss  Do mestic Pr oduct  per 

capita ( GDPC),  Forei gn Di rect  Invest ment  ( FDI), t rade i nt ensit y,  carbon di oxi de ( CO2) 

e mi ssi ons,  energy use,  financi al  devel opment,  i ndirect  t ax,  exports,  and i mports  were 

sourced from t he St atistical  Bulleti n of  t he Central  Bank of  Ni geria,  t he Car bon Di oxi de 

Infor mati on Anal ysis Centre,  and Worl d Develop ment  I ndi cat ors  of  t he Worl d Bank. 

The dat a were anal yzed wit h descri pti ve st atistics  and econo metric t echni ques.  The 

econo metric t echni ques  used i ncl uded dyna mi c or di nary l east  square,  and Vect or  Error 

Correcti on Model  ( VECM).  The results showed si gnificant  i ncrease i n t he magnit ude of 

all  t he series.  Real  GDP of  Ni geria i ncreased fro m N4. 22 billi on i n 1970 t o N902. 79 

billi on i n 2012.  Si mil arly,  CO2  e mi ssi ons  r ose from 21540 kil ot ons  t o 81479 kil ot ons 

whil e FDI  gre w from N251 milli on t o N50469. 9 milli on.  The st udy also f ound t hat 

Ni geria had enough environment al  policies  t o t ackl e environment al  challenges  but  t he 

policies  were weak t o achi eve t he i nt ended obj ecti ves  on t he environme nt.  The st udy 

found no support  for  the PHH.  The coefficient  of  environment al  qualit y i n t he 

parsi moni ous  PHH model  was  si gnificant  (t=- 3. 5557;  p<0. 05).  Increase i n CO2 

e mi ssi ons  l ed t o decrease i n FDI.  Conversel y,  i mpr ove ment  i n environment al  qualit y 

woul d attract  more FDI.  The quadratic EKC model  est ablished a  negati ve coeffi ci ent  on 
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GDPC (t =-2. 9526;  p<0. 05)  but  a  positi ve coefficient  on :  (t =2. 7868;  p<0. 05). 

The results showed a  U- shaped cur ve f or  Ni geria,  contrary t o   - ++cthe concept ual 

inverted U-shaped EKC.  Si mil arl y,  t he cubi c EKC model  showed alternating si gns  on 

the coefficients  of  GDPC (t =3. 7248;  p<0. 05); 2:  (t =-1. 6613;  p<0. 05);  and 

3:  (t =4. 0147;  p<0. 05),  impl yi ng an N-shaped EKC.  Bot h t he quadratic and cubi c 

models showed t hat GDP growt h was associ ated with hi gh poll uti on i n Ni geria.  

The VECM s howed t hat  trade i nt ensit y,  FDI,  and GDPC si gnificantl y i nfl uenced 

environment al  qualit y si multaneousl y bot h i n t he current  and f ut ure peri ods.  I n a 

uni directi onal  way,  GDPC affect ed bot h environ ment al  qualit y and FDI,  whil e FDI 

affect ed environment al qualit y.  The i mpulse r esponse f uncti on showed t hat  an 

innovati on i n trade i nt ensity generated negati ve responses  on environmental  qualit y over 

the entire peri od.  The variance deco mpositi on showed t hat  t he effect  of t he shock on 

environment al  qualit y was  great er  and i ncreased conti nuousl y over  t he ent ire peri od wit h 

great er effect in t he long-run t han t he short-run.  

The st udy concl uded t hat  FDI,  trade i nt ensit y,  financi al  devel opment,  econo mi c 

gr owt h,  and environmental  qualit y si mult aneously i nfl uenced poll uti on l evels  and GDP 

gr owt h in Ni geria.
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CHAPTER ONE 

I NTRODUCTI ON 

1. 1 Background to the St udy 

Econo mi c li beralization is generall y defi ned as  the l ooseni ng of  government  regul ati ons  i n a 

country t o all ow pri vate sect or  or gani zati ons  to operat e busi ness  transacti ons  wit h fe wer 

restricti ons.  It  i s  a concept  t hat  expl ai ns  t he tradi ng and i nvest ment  relati onshi ps  of  an open 

econo my wit h t he rest  of  t he worl d.  It  i ncl udes  a fa mil y of  policies  such as  pr omoti on of  free 

trade,  deregul ation,  removal  of  subsi di es,  and pri vatizati on of  public servi ces,  trade 

liberalizati on,  fi nanci al  devel opment  ( Woodwar d,  1992;  Kot wal  et  al.,  2010;  Bekana,  2011).  I n 

relati on t o devel opi ng countries,  t he t er m refers  t o t he openi ng of  econo mi c bor ders  t o 

multi nati onals  and f orei gn i nvest ment.  It  i s  a maj or  dri ver  of  i nt ernati onal  trade and expansi on i n 

cross-border  i nvest ment  fl ows.  Si mil ar  t o economi c gl obalization,  Ognivtsev ( 2005)  descri bes 

econo mi c li beralizati on as  t he freedo m t o engage in econo mi c acti vities  at  ho me  and/ or  abr oad. 

Ogni vtsev ( 2005)  also observes,  however,  t hat  the freedo m t o engage i n econo mi c acti vities  i s 

subj ect t o i nstit utional and policy constrai nts necessary to guarant ee public interests at large.  

Jones  ( 2005)  sees  econo mi c li beralizati on as a  pr ocess  l eadi ng t o i ncreased econo mi c 

interdependence a mong vari ous  nati ons,  whi ch i s  dri ven by nati onal  (endogenous)  and 

internati onal  (exogenous)  fact ors.  Trade li beralization policies  are endogenous  whil e advances  i n 

Infor mati on and Co mmuni cati on Technol ogi es  (I CT)  and transportati on are exogenous. 

Econo mi c li beralizati on policies  a mong nati ons  facilitate t he eli mi nati on of  si gnificant  nati onal 

barriers  t o t he i nt ernational  fl ow of  goods,  servi ces,  capital,  fi nance,  inf or mati on,  and t rade 

integrati on ( Bekana,  2011;  Kor ves  et  al.,  2011;  Narayanan,  2013)  i n one global  mar ket  ( Kot wal 
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et  al.,  2010).  Accor di ng to Ber nal  ( 2008),  econo mic li beralizati on l ed t o exports of  ser vi ces  from 

devel opi ng countries growi ng more rapi dl y than the export of manufact ured goods.  

Econo mi c li beralizati on increases  t he l evel  of  i nt eracti on of  an open do mestic econo my wit h t he 

rest  of  t he worl d.  An open econo my first  begi ns  wi t h export  and i mport  of  goods  and servi ces,  

foll owed by fi nance,  and i nvest ment.  Forei gn Direct  Invest ment  ( FDI),  openness,  and fi nanci al 

devel opment  are maj or co mponents  of  economi c li beralizati on.  Diffusi on of  t echnol ogi cal 

pr ogress  a mong nati ons  bri ngs  about  reduction i n some  costs  of pr oducti on such as 

communi cati on and co mput ati on,  and makes  it  econo mi call y feasi bl e f or  a f orei gn fir m t o l ocat e 

different  phases  of  its  operati ons  i n different  countries  ( Dean,  1999).  Among t he effects  of 

econo mi c li beralization and gl obalization i s  t he gl obal  concern wit h respect  t o t he positi ve and 

the negati ve effects of output growt h on t he environ ment.  

Cl assical  econo mi c t heories  on trade argued t hat  trade pr opels  gr owt h.  Several  devel opi ng 

countries  f or mul at e certain policies  i n or der  t o boost  Forei gn Direct  Investment s  ( FDI)  i nfl ows 

in an atte mpt  t o co mpl e ment  do mestic i nvest ment  and t o sti mul at e econo mi c gr owt h.  Eart h 

Su mmit  ( 2002)  defi nes  FDI  t o mean l ong-t er m i nvest ment  great er  t han 10 percent  of  a  ‘ parent’ 

ent erprise from ‘ ho me’  econo my i nt o a subsi di ary,  affiliate,  or  branch ent erprise i n a  f orei gn 

‘host’  econo my.  FDI  provi des  fi nance f or  t he acquisition of  ne w pl ants and machi neri es.  The 

Econo mi c and Soci al  Commi ssi ons  ( ECOSOC,  2000)  observes  t hat  FDI  constit utes  t he l argest 

source of  f orei gn pri vate capital  reachi ng developi ng countries.  FDI  creat es  access  t o better 

manage ment  t echni ques, mar ket  li nks,  mar keti ng expertise,  and t echnology spill over  from 

relativel y more t echnologi call y advanced econo mi es.  In Ni geria,  FDI  i nfl ows  account  f or 

expansi on i n out puts  from t he agricult ural,  manufact uri ng,  constructi on,  and not abl y,  t he oil  and 

gas  sect ors  of  t he economy.  The i ncrease i n t he vol ume and t he mi x of  Gross  Do mestic Pr oduct 
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( GDP)  affect  t he environment  by eit her  i mpr ovi ng or  degradi ng environment al  qualit y.  In or der 

to achi eve t he mai n macroecono mi c goals  of  devel opment,  devel opi ng countries  t end t o pay 

great er attenti on t o economi c growt h t han environment qualit y.  

Openness  i s  a  measure of  t he ext ent  t o whi ch a  do mestic econo my transacts,  or  engages  i n t rade 

wi t h t he rest  of  t he world.  Accor di ng t o Si ngh and Jun ( 1995),  i ncreased openness  wit h respect 

to trade and capital  fl ows  i s  beneficial  t o t he devel opi ng countries  particul arl y wit h respect  t o 

increased i nvest ment.  The UNCTAD ( 2008)  observes  t hat  trade and i nvest ment  will  accel erat e 

in countries  t hat  have opened up t o t he gl obal  econo my.  Bal asubra manya m et  al.,  (1996)  stresses 

that  trade openness  i s  cruci al  t o obt ai ni ng t he gr owt h-effects  of  FDI.  In t he literat ure,  t he concept 

of  openness  i s  used i nt erchangeabl y wit h degree of  openness,  trade,  or  t rade i nt ensit y.  Trade 

intensity,  as  adopt ed i n thi s  st udy,  is  t he Trade- GDP r ati o where Trade,  as used i n t he defi niti on, 

is the sum of exports and i mports of goods and servi ces.  

Fi nancial  devel opment  is  co mposed of  t he pr ocesses  t hat  l ead t o i mprove ment  i n quantit y, 

qualit y,  and efficiency of  fi nancial  i nt er mediary servi ces  ( Shahbaz,  2012).  Henr y ( 2000) 

observes  t hat  fi nancial  devel opment  opens  up t he l ocal  capital  mar kets  of  a country t o f orei gn 

ownershi p and operati on wit hi n and across  countries,  whi ch coul d have so me  i mpli cati ons  on 

econo mi c gr owt h and environment al  qualit y.  Asghari  (2013)  consi ders  fi nanci al  devel op ment  as 

anot her  possi bl e det ermi nant  of  environmental  perfor mance.  Fi nancial  li beralizati on and 

devel opment  have been identified as  capabl e of  attracti ng FDI  and hi gher  degrees  of  Research 

and Devel opment  ( R&D)  i nvest ments  whi ch,  i n turn,  can speed up econo mi c gr owt h ( Frankel 

and Ro mer,  1999),  and hence affect  t he dyna mi cs of  t he environment al  perfor mance ( Ta mazi an 

et  al.,  2009).  Asghari  (2013)  i dentifies  pr onounced differences  i n fi nancial  devel op ment  a mong 

countries as a 
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