© AUG 2024 | IRE Journals | Volume 8 Issue 2 | ISSN: 2456-8880

Transition from a Consuming to a Producing Economy:
Recipe for Accelerated Economic Development for Africa

UMARU AMINUY, OLADUNNI ADESANYA?
1.2 Modelling and Forecasting Division, Research Department, Central Bank of Nigeria

Abstract- This study delves into Nigeria's pivotal shift
from a consuming to a producing economy, and from
an import-heavy to an export-driven economy,
highlighting its importance for rapid economic
growth across Africa. With its abundant resources,
large population, and rich cultural diversity, Nigeria
is uniquely positioned to spearhead regional
development and stability. The paper investigates
Nigeria's economic evolution, its reliance on oil
exports alongside heavy imports, and identifies
strategies for moving towards a more productive
economic model. It thoroughly examines necessary
policy changes, infrastructural upgrades, the role of
technological advancements, and the benefits of
regional collaboration, outlining ways for Nigeria to
capitalize on its strengths for both its own and
Africa's economic benefit. The analysis indicates
that with focused reforms, Nigeria can become a
production-centered economy, aligning with wider
African ambitions for sustainable growth and global
economic integration. The results show that boosting
exports and decreasing imports positively affect
reserves, exchange rates, economic growth, and
inflation rates confirming these measures as non-
inflationary and export-promoting. Achieving this
transformation will demand dedicated efforts from
Nigerian policymakers, the business community, and
international cooperation, aiming for a framework
that supports industrial growth, innovation, and the
nation’s long-term success.

l. INTRODUCTION

Transitioning Nigeria from a consuming to a
producing economy represents a critical pathway
towards accelerated economic development, not just
for the country itself but as a model for Africa at large.
This transformation involves shifting the economic
base from import-dependence to robust local
production, fostering sustainable growth, and reducing
vulnerability to global market shocks. The strategic
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importance of this transition cannot be overstated,
given Nigeria's position as Africa's largest economy
by GDP and its significant population, which offers
both a massive workforce and a large market for goods
and services.

Historically, Nigeria's economy has been heavily
reliant on oil exports, which have contributed to a
substantial part of the government's revenue and
foreign exchange earnings. This dependency has made
the economy vulnerable to fluctuations in oil prices,
leading to economic instability whenever there's a
downturn in the global oil market (Ilwayemi, A., 2008;
World Bank, 2019). Furthermore, the reliance on
imports for consumer goods, machinery, and even
food has resulted in a significant trade imbalance,
depleting foreign reserves and putting pressure on the
Naira, Nigeria's currency.

Economic diversification is paramount for Nigeria to
transition into a producing economy. Diversification
involves expanding the industrial base, focusing on
sectors such as agriculture, manufacturing, and
services, to reduce the over-dependence on oil
(Oyelaran-Oyeyinka, B., & Sampath, P. G., 2019).
Developing these sectors not only promises to stabilize
the economy but also to create employment
opportunities, reduce poverty, and enhance food
security.

The transition  requires  significant  policy
interventions, including but not limited to improving
the Business Environment by implementing policies
that reduce the cost of doing business, improve access
to finance, and protect investments. This can attract
both domestic and foreign investments into the
productive sectors (World Bank, 2020).

Investing in critical Infrastructure such as power,
transportation, and digital connectivity needs to be
developed or upgraded to support local production and
distribution (African Development Bank Group,
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2018). Additionally, Human Capital Development is
key to transiting the Nigerian economy to a producing
one through Investing in education and skills training
to build a workforce capable of driving
industrialization and innovation is crucial (United
Nations Development Programme, 2019).

The role of technology and innovation in transitioning
to a producing economy cannot be overstated. Digital
technologies, renewable energy, and advancements in
agricultural techniques can enhance productivity,
reduce costs, and make Nigerian products competitive
on the global stage (Adeleye, N., et al., 2021).
Regional integration, as facilitated by the African
Continental Free Trade Area (AfCFTA), offers a
significant opportunity for Nigeria. By accessing a
broader African market, Nigerian producers can
achieve economies of scale, fostering the growth of
manufacturing and other sectors (African Union,
2021).

The transition of Nigeria from a consuming to a
producing economy is a complex but achievable goal
that requires a multifaceted approach, involving policy
reform, infrastructure development, human capital
investment, and regional cooperation. Success in this
endeavor can serve as a blueprint for accelerated
economic development across Africa, promoting
sustainable growth, poverty reduction, and regional
integration.

The experience of regions that have successfully made
this transition, such as East Asia, offers valuable
lessons for Africa. The Asian Tigers (Hong Kong,
Singapore, South Korea, and Taiwan) demonstrated
that with the right mix of policies, investments, and
international partnerships, economies could rapidly
transform from agrarian and resource-based to
industrial and innovation-driven. These countries
prioritized export-oriented industrialization, invested
in education and technology, and created conducive
environments for business and investment. By
drawing on these lessons and adapting them to the
African context, the continent can chart its path
towards a producing economy.

As this paper unfolds, it will delve deeper into the

strategies and policies necessary for Nigeria to
successfully transition from a consuming to a
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producing economy. It will explore sector-specific
interventions,  cross-cutting themes such as
governance, regional integration, and the role of
technology and innovation in accelerating this
transition. The goal is to provide a comprehensive
blueprint that can guide policymakers, industry
leaders, and development practitioners in catalyzing
Africa's economic transformation.

Il. LITERATURE REVIEW

2.1 The Current Economic Landscape

African economies have traditionally been primary
sector-oriented, focusing on agriculture and the
extraction of natural resources. While these sectors are
crucial, their potential for catalyzing comprehensive
economic development is limited without significant
value addition through processing and manufacturing.
The consumption-oriented nature of these economies,
characterized by high importation of consumer goods,
machinery, and food products, has led to economic
vulnerabilities and external dependencies.

The current economic landscape in Africa presents a
paradox of immense wealth and potential juxtaposed
with significant challenges that impede the continent’s
accelerated development. Despite being home to some
of the world's fastest-growing economies, Africa's
growth narrative is often overshadowed by the
structural impediments that limit its economic
transformation. This section delves into the intricacies
of Africa's economic landscape, examining the factors
that contribute to its current state and the prospects for
future development.

2.1.1 Rich in Resources, Limited in Value Addition
Africa is endowed with vast natural resources,
including minerals, oil, gas, and arable land, making it
a global leader in the export of raw materials.
Countries like Nigeria, Angola, and Algeria are top oil
producers, while the Democratic Republic of Congo is
renowned for its cobalt and copper resources.
However, the paradox lies in the limited value addition
to these resources within the continent. The export of
raw materials without significant processing or
manufacturing means that Africa forfeits a significant
portion of the potential economic value, leading to a
scenario where wealth is not fully capitalized upon to
spur broader economic development.
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2.1.2 Demographic Dividend and Labor Market
Challenges

Africa's population is characterized by a significant
youth bulge, with over 60% of its population under the
age of 25. This demographic dividend presents a
potential asset for economic growth and development
if properly harnessed. However, the labor market is
currently unable to absorb this burgeoning workforce,
resulting in high unemployment rates among youth
and underemployment in informal sectors. The
mismatch between educational outcomes and the skills
demanded by the labor market further exacerbates this
challenge, highlighting the need for educational
reforms and investment in skills development aligned
with the needs of a producing economy.

2.1.3 Infrastructure Deficit

A critical barrier to Africa's economic transformation
is its infrastructure deficit. Inadequate transport
networks, unreliable energy supply, limited access to
clean water, and underdeveloped digital infrastructure
hinder not only the quality of life but also the
operational capabilities of businesses and the
attractiveness of the continent for foreign investment.
The African Development Bank estimates that the
continent needs to invest $130-$170 billion annually
in infrastructure, with a financing gap of $68-$108
billion (AfDB, 2018).

2.1.4 Trade and Investment Flows

While intra-African trade remains low compared to
other regions, the recent operationalization of the
African Continental Free Trade Area (AfCFTA)
presents a significant opportunity to increase trade
flows, enhance economic integration, and create a
unified market of over 1.3 billion people.
Additionally, Africa continues to attract foreign direct
investment (FDI), albeit concentrated in a few
countries and sectors. The challenge remains to
diversify investment flows to catalyze broad-based
industrial and technological development across the
continent (AfCFTA, 2022).

2.1.5 Governance and Economic Policies

Governance and economic policies play pivotal roles
in shaping Africa's economic landscape. While there
have been improvements in governance and business
environments in some countries, others still grapple
with issues of political instability, corruption, and
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policy inconsistency. These challenges deter
investment and hinder economic growth. Moreover,
the lack of coordinated and effective economic
policies to drive industrialization and value addition in
the resource sector remains a critical gap.

2.1.6 Prospects for Development

Despite these challenges, Africa's economic landscape
is not without its prospects for development. The
continent's natural resource wealth, if leveraged with
strategic investments in value addition and
manufacturing, can serve as a catalyst for economic
transformation. The demographic dividend, if
accompanied by investments in education and skills
development, represents a formidable asset for driving
economic growth. Moreover, initiatives like AfCFTA,
if fully implemented, could significantly enhance
trade, investment, and economic integration across the
continent (African Union, 2021).

2.2 Challenges to Transitioning

Transitioning from a consuming to a producing
economy represents a fundamental shift in the
economic structure and development strategy of a
nation or region. For Africa, this transition is both a
necessity and a formidable challenge, given the
continent's current economic landscape, which is
characterized by heavy reliance on imports and export
of raw materials. This shift entails moving towards
greater industrialization, value addition, enhanced
productivity, and innovation. However, numerous
challenges must be addressed to facilitate this
transition effectively. This discussion explores these
challenges extensively, outlining their implications
and the interconnectedness that requires a holistic
approach to overcome them.

2.2.1 Infrastructure Deficit

One of the most significant barriers to Africa's
transition to a producing economy is its substantial
infrastructure gap. Reliable transport systems, energy
supply, water resources, and digital connectivity are
foundational to the functioning of a modern,
productive economy. The continent suffers from
chronic underinvestment in infrastructure, leading to
high costs of doing business, inefficiencies, and
reduced competitiveness on the global stage. For
instance, inadequate power supply not only hampers
the day-to-day operations of businesses but also
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dissuades potential investors in the manufacturing
sector, which is energy-intensive.

2.2.2 Access to Capital and Financing

The transition to a producing economy requires
substantial investments in industries, technology, and
infrastructure. However, access to capital and
affordable financing remains a critical challenge
across the continent. High interest rates,
underdeveloped capital markets, and limited access to
international finance severely constrain the ability of
entrepreneurs and businesses to invest in productive
capacities. Additionally, small and medium-sized
enterprises (SMEs), which are crucial for economic
diversification and job creation, often struggle to
secure the financing needed for expansion and
innovation.

2.2.3 Skill Gaps and Educational Mismatches

The quality of education and the relevance of skills
training to the needs of a modern economy are pivotal
for the transition to a producing economy. Africa faces
challenges related to skill gaps and mismatches
between the education system and the labor market's
demands. There is a critical need for technical and
vocational education and training (TVET) programs
that align with the skills required in manufacturing,
technology, and services sectors. Enhancing the
quality of education and ensuring it meets the
economic development needs is essential for building
a workforce capable of driving industrialization and
innovation.

2.2.4 Policy and Regulatory Environment

The policy and regulatory environment in many
African countries often poses challenges to economic
transformation. Issues such as policy inconsistency,
bureaucratic red tape, and regulatory constraints can
stifle business growth and discourage investment. For
the transition to a producing economy, it is imperative
to have a conducive policy environment that supports
industrialization, innovation, and entrepreneurship.
This includes policies on tax incentives, industrial
parks, export promotion, and protection of intellectual
property rights, among others.

2.2.5 Technological Adoption and Innovation

Technological advancement is at the heart of the
transition to a producing economy. However, the
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adoption of new technologies and fostering innovation
culture present significant challenges. Many African
countries lag in research and development (R&D)
investment,  technological infrastructure, and
innovation ecosystems. Bridging the technology gap
requires not only investments in digital infrastructure
but also in human capital development, R&D, and
creating an environment that encourages innovation
and entrepreneurship.

2.2.6 Environmental Sustainability

As Africa moves towards becoming a producing
economy, it faces the challenge of ensuring that this
transition is environmentally sustainable. The
continent must navigate the complexities of
industrialization without exacerbating environmental
degradation and climate change. This involves
adopting green technologies, sustainable practices in
manufacturing, and  policies that promote
environmental conservation alongside economic
development.

2.2.7 Regional Integration and Market Access
Finally, the transition to a producing economy in
Africa is challenged by the fragmentation of markets
and limited regional integration. The African
Continental Free Trade Area (AfCFTA) represents a
significant step towards addressing this challenge by
creating a single market. However, the
implementation of AfCFTA and achieving deeper
regional integration requires overcoming barriers
related to tariffs, non-tariff barriers, and harmonizing
standards and regulations.

2.3 Successful Models of Economic Transformation
Lessons from some selected countries illustrate the
effectiveness of export-led growth, investment in
human capital, and technology adoption in
transitioning to a producing economy. These countries
prioritized industrial policies that supported emerging
sectors, fostered innovation, and built robust
manufacturing bases that cater to international
markets. Nigeria as a country has a lot to learn from
the under listed countries to be able to transit from
being a consuming nation to a producing nation.
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Table 1: Jurisdictional Experience

S Countries Policies/Strategies Transiti ~ Trade balance ~ GDP Inflation ~ Exchange  External Reserves

/ on growth rate rate

N Period

1 South Export diversification Jan- Trade Surplus GDP Maintain Stable External reserves

Africa beyond Agriculture; 2014to  of US$27.88, growth eda exchange rose from

Commodity exports; Feb- US$1.9, and reached an single rate US$45.10 billion

Export expansion; 2017 (3 14.02 hillion all time digit (14.60- in November 2015

Industrialisation; Trade  years) in 2021, 2022,  high of inflation 19.64 to US$57.72

agreements; Market and December  19.2% in rate for ZAR/USS$ billion and

diversification; etc. 2023, Q2 2021. the last between US$63.27 billion

respectively. 10years. December inJuly 2020 and

2015 and December 2023,
Febraury respectively.
2024).

2 Malaysia Diversification; Spannin  Trade surplus GDP Moderate ~ Stable External reserves
Industrialised and g fora since 1998 for  growthrate  inflation  exchange rose from
export-oreinted growth;  long over 25 years averaged rate of rate (3.28-  US$33.76 billion
Shift from raw period except for 1.13 percent  1.5% in 4.78 in 2002 to
materials export; April from 2000 January MYR/US$  US$1,397.73
Human capital 2020(US$21.4  to 2023, 2024 ) between  billion and
investment; 9 billion, with an all with an March US$114.66 billion
Infrastructure US$26.51 time high of  average 2014 to in 2012 and 2022,
development; Policy billion, and 18.20% Q3  0f 3.38%  February respectively.
reforms; Strategic trade US$28.15 2020. between 2024,
agreements; expansion billion in 1973 to
of manufacturing, 2020, 2021, 2024.
services and tourism and 2022,
sectors; etc. respectively).

3 India Robust foreign trade Reforms  Trade deficit GDP grew Inflation Stable External reserves
policy; Production were of US$17.50 by 1.7% in rate fell exchange rose from
Linked Incentive initiated  billion in Q3 2023. by 0.8% rate US$5.64 billion in
Schemes; Districts as in 1947  January 2024.  Growth in (81.70- 1990 to
Export Hubs Initiative; ~ with a Trade balance  averaged January 83.70INR/  US$638.48 hillion
Ease of doing significa averaged a 1.62% from 2024 and  US$) and US$567.30
busisness; nt shift deficit of 1996 to averaged  bewteen billion in
Strengthening in US$3.55 2023 4.72% March December 2021
Manufacturing economi  billion from reachingan  from 2014 to and December
Capabilities; Import cpolicy 1957 to 2024,  hightime 1986 to Marech 2022, respectively.
substitution in 1991  reachinganall high of 2024. 2024.

Industrialisation; etc. with the  time high of 22.6%in
export US$99.29 Q3 2020.
booms billion in July
between  2022.

2004-
2008.
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4 Singapore Visionary leadership; 1980sto  Trade balance
Industrialisation and early averaged
export-led growth; 2000s US$901.85
Human Capital million from
Investment; 1964 to 2024,
Infrastructure and Trade surplus
connectivity (ports, of
airports, logistics and US$5,561.16
shipping); Pro-business million in
environment and free- January 2024
trade agreements;

Innovatiuon and
technology; Global
financial hub; Services
exportation; etc.

5 China Export -led growth; 1970sto  Trade suprlus
Labour-intensive Early of US$75.34
industries; Investement ~ 2000s billion in
in technology, December
serveices, and 2023 and
infrastructure; Rapid averaged
urbanisation; US$14.85
Integration into the billion from
global economy; E- 9181 to 2023.

commerce; etc.

GDP Moderate  Stable External reserves
growth of inflation exchange rose from
1.2%in Q4 rate of rate (1.23-  US$114.50 billion
2023 and 2.9% in 1.46SGD/  in December 2005
averaged Decembe  US$) to US$426.60
1.51% from  r 2023 between billion and
1975 to and March US$357.80 billion
2023 averaged 2014 and in March 7, 2022
reachingan  2.6% March and February 7,
all time from 2024. 2024.
highof9% 1962 to
in Q32020. 2024.
GDP Moderate ~ Stable External reserves
growth of inflation exchange rose from
1% in Q4 rate rate (6.11-  US$4.46 billion in
2023 and averaging 7.24CNY/  December 1977 to
averaged 4.72% US$) US$3,900.04
1.6% from from between billion and
2010 to 1986 to March US$3,306.84
2023 with 2024, it 2014 to billion in
an all time decreased March December 2014
high of t0-0.80% 2024. and December
11.5% in in 2022, respectively.
Q2 2020. January

2024.

Source: Reuters, Trading economics, Central Bank website of the selected Central Banks, 2024

Table 1 presents a comparative analysis of the
economic policies and outcomes of five countries:
South Africa, Malaysia, India, Singapore, and China.
Each country has implemented various strategies to
transition from a primarily consuming economy to a
more production-oriented economy, focusing on
aspects like export diversification, industrialization,
human capital investment, and policy reforms. The
table outlines the policies/strategies adopted, the
period of transition, and key economic indicators
including trade balance, GDP growth, inflation rate,
exchange rate, and external reserves.

2.3.1 Comparative Analysis:

Trade Balance: All countries except India reported a
trade surplus, indicating successful export strategies.
GDP Growth: Peaks in GDP growth vary, with South
Africa and Malaysia showing remarkable spikes,
which could be attributed to successful policy
implementations and global economic conditions.
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Inflation Rate: All countries have managed to maintain
moderate inflation rates, contributing to economic
stability.

Exchange Rate: All countries have maintained
relatively stable exchange rates, indicating effective
monetary policies.

External Reserves: There's significant growth in
external reserves for all countries, indicating stronger
external positions.

2.3.2 Implications and lessons for Nigeria:

i. The transition from a consuming to a producing
economy, with a focus on exports and
industrialization, has generally led to positive
economic outcomes for these countries.

ii. Strategic policy implementations and investments
in infrastructure and human capital are crucial for
achieving sustainable economic development.

iii. Despite varying transition periods and strategies,
all countries except India (which faces a trade
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deficit) have shown improvements in key

economic indicators, suggesting that a focus on 2.4 Foreign Trade in Nigeria (Import and Export)
production and export diversification can lead to

economic prosperity.

Table 2: Top Fifteen Traded Products (Import) in Nigeria in 2023Q3

Ranking  Products Value 2023Q3 Share to Total
(NBillion) Import 2023Q3
1 Motor Spirit, Ordinary 1,230.95 21.5
2nd Used Vehicles, with diesel or semidiesel engines, of cylinder 733.92 12.82
capacity >2500cc
3rd Gas oil 230.83 4.03
4th Durum wheat (Not in seeds) 208.28 3.64
5th Kerosene type jet fuel 143.96 2.51
6t Cane Sugar meant for sugar refinery 111.58 1.95
7t Parts suitable for use solely 85.20 1.49
gt Machines for reception, conversion and transmission of voice, 65.76 1.15
images or data
gt Other medicaments not else were specified 64.38 1.12
10t Other Herbicides, antisprouting products and plant 45.10 0.79
11t Motorcycles and cycles fitted with an auxiliary motor, petrol 31.27 0.55
fuel, capacity >50<2500cc, CKD
12t Step and repeat aligners 27.03 0.47
13t Polyethylene having a specific gravity of 0.94 or more 25.69 0.45
14t Other, weighing 40g/m2 or more but not more than 150g/m2 24.94 0.44
15t Other appliances 23.76 0.41
Total 53.32

Source: National Bureau of Statistic Database, 2023.

Table 3: Top Fifteen Traded Products (Export) in Nigeria in 2023Q3

Ranking Products Value (NBillion) Share to Total
Export
1 Petroleum oils and oils obtained from bituminous 8,535.61 82.50
minerals, crude

2nd Natural gas 1,016.45 9.82
3 Urea, whether or niot in aqueous solution 109.68 1.06
4th Other petroleum gases 92.95 0.90
5th Cashew nuts Shelled 42.24 0.41
6t Cashew nuts in shell 41.38 0.40
7t Other turbines for marine propulsion 36.32 0.35
g Sesamum seeds 26.57 0.26
gt Unwrought aluminium. Alloys 23.22 0.22
10t Superior quality Cocoa beans 23.17 0.22
11t Flours and meals of soya beans 22.12 0.21
12t Other cut flowers & flower buds of kind suitable 21.41 0.21

ornamental purposes fresh, dried, dyed
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13t Nonmonetary Gold in power form
14t Cathodes and sections of cathodes
15t Electricity energy

Total

18.56 0.18

16.07 0.16

14.82 0.14
97.04

Source: National Bureau of Statistic Database, 2023.

Tables 2 and 3 illustrate that the primary import of
Nigeria in the third quarter of 2023 was motor spirit,
accounting for 21.5% of imports, whereas the
country's leading export was petroleum oils and oils
derived from bituminous minerals, making up 82.50%
of exports. This data underscores Nigeria's reliance on
a single export commodity. Nigeria's heavy reliance
on the export of petroleum products indicates a
dependency on a single commodity for a significant
portion of its foreign exchange earnings. This mono-
product exporting characteristic can make the
country's economy highly vulnerable to fluctuations in

global oil prices, affecting its economic stability and
growth prospects.

Additionally, the fact that Nigeria imports motor spirit
(a refined petroleum product) while exporting crude
petroleum oils suggests a lack of domestic refining
capacity or inefficiencies in the refining process. This
situation leads to a paradox where a country rich in
crude oil has to spend a significant portion of its
foreign exchange reserves on importing refined
products that it could potentially produce
domestically.

Table 4: Top Ten Import and Export Trading Partners in 2023Q3

Ranking  Countries  Value of Share to Countries Value of Share to Crude oil Non
Import Total Export Total Export Crude oil
2023Q3 Import 2023Q3 Export (%) Export
(NBillion) 2023Q3 (NBillion) 2023Q3 (%)

(%) (%)

1 China 1,973.34  23.33 Spain 1,274.07 1231 74.82 25.18

2nd Belgium 996.65 11.78 India 1,015.13 9.81 89.35 10.65

3 India 802.07 9.48 Netherland 988.66 9.56 91.25 8.75

4th Malta 561.37 6.64 Indonesia  758.59 7.33 97.23 2.77

5t United 502.92 5.95 France 720.45 6.96 94.20 5.80

States
6t Brazil 241.15 2.85 United 608.37 5.88 76.47 23.53
States
7t Germany  233.50 2.76 Ivory 491.01 4.75 94.62 5.38
Coast
gh Saudi 219.90 2.60 United 488.93 4.73 95.05 4.95
Arabia Kingdom
gth Italy 215.06 2.54 Canada 484.46 4.68 97.48 2.52
10t France 197.86 2.34 South 390.97 3.78 97.94 2.06
Africa
Total 70.27 69.79 90.84 9.16

Source: National Bureau of Statistic Database, 2023.

Table 4 reveals that in the third quarter of 2023, China
emerged as Nigeria's primary source of imports,
representing 23.33% of Nigeria's total imports, while
Spain was identified as the leading destination for
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Nigerian exports, accounting for 12.31% of the total
exports. Further examination shows that crude oil
dominates Nigeria's exports to these countries, with an
average contribution of 90.84%, whereas non-crude
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exports account for a smaller fraction, averaging
9.16% during the same period.

This data provides several insights into Nigeria's
international trade dynamics and economic
implications:

Nigeria's trade relationships are highly concentrated
with China as a major import partner and Spain as a
significant export destination. This concentration
indicates a dependency on these countries for trade
which could pose risks if economic or political issues
arise affecting these nations. Diversifying trade
partners could mitigate such risks and provide more
stable trade flows. The overwhelming dominance of
crude oil in Nigeria's exports to these countries
underscores the country's economic reliance on oil.
This scenario reinforces the vulnerability of Nigeria's
economy to global oil price fluctuations and the
demand dynamics of its primary export markets. The
data further highlights the urgency for Nigeria to
diversify its export base beyond crude oil to stabilize
its economy against external shocks.

On the other hand, the significant percentage of
imports from China juxtaposed with the heavy reliance
on crude oil exports to countries like Spain reflects an
imbalance in Nigeria's trade composition. This
imbalance suggests that Nigeria is heavily reliant on
importing goods, possibly including manufactured
goods and technology, which it pays for with revenues
from crude oil exports. To ensure economic
sustainability, there is a need for Nigeria to develop its
manufacturing sector, reduce dependency on imports
by encouraging local production, and increase the
variety of its export products.

Figure 1: Trend in export and import in Nigeria
between 2000 and 2023

Value of export and import in N Billion

Source: National Bureau of Statistic Database, 2023.
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Figure 1 depicts the trends in Nigeria's trade,
highlighting  synchronized movements between
exports and imports, with a notable increase in exports
over imports in the recent period. Notably, the oil
sector dominates Nigeria’s export landscape,
accounting for 82.50% of total exports (see table 3).
This observation implies that Nigeria's economy is not
diverse in terms of production but is instead
significantly dependent on the oil industry for its
export income.

The illustration of exports outpacing imports recently
might seem like a favorable situation for Nigeria's
trade balance, predominantly attributed to its oil
exports. Such a scenario points to Nigeria's reliance on
the oil industry for its foreign exchange revenue.
Although a positive trade balance, driven by robust
export figures, is typically seen as beneficial,
dependence on a single export commodity like oil
subjects the economy to risks, including global oil
price fluctuations and the challenge of achieving
sustainable economic growth through diversification.
From an economic perspective, Nigeria's substantial
dependence on oil exports for revenue, while
advantageous for its trade balance, highlights the
critical need for economic diversification. By
broadening its economic base beyond oil, Nigeria
could mitigate the risks associated with oil price
volatility and pave the way for more stable and
sustainable economic development. Expanding into
sectors such as manufacturing, agriculture, and
services could build a more resilient economy, capable
of withstanding global economic shifts, fostering job
creation, and encouraging technological progress
domestically.

Figure 2: GDP growth in some selected economies

12

GDP Growth Angola
10

GDP Growth Algeria

8 GDP Growth China

6 GDP Growth Cote d'lvoire
4 I B GDP Growth Malaysia

2 I I I GDP Growth Nigeria

o I 1]

m GDP Growth Rwanda
2021 2022 2023

Source: World Bank Database, 2023.

Figure 2 illustrates the relationship between GDP
growth and a country's classification as either a
producing or consuming economy. The graph
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indicates that GDP growth alone is not a reliable
indicator to distinguish between producing and
consuming nations. This is because some countries
primarily recognized for their production capabilities
may experience lower GDP growth rates compared to
those identified as consuming economies. For
example, Nigeria's GDP growth rate in 2023 stood at
2.90%, surpassing that of Algeria, Angola, Singapore,
and South Africa, which recorded GDP growth rates
of 2.5%, 0.5%, 0.7%, and 1.1% respectively,
according to the World Bank Database, 2023.

This observation provides several economic insights.
Firstly, it highlights the complexity of economic
dynamics and the limitations of using a single metric,
like GDP growth, to categorize economies. GDP
growth is influenced by a myriad of factors including
investment levels, consumer spending, government
expenditures, and net exports, and does not solely
reflect the productive capacity of a nation.

Secondly, the example underscores the fact that
producing nations, which might have significant
industrial or manufacturing sectors, can sometimes
grow at a slower pace than consuming nations. This
slower growth could be due to various reasons such as
structural challenges, dependence on a limited range
of export commodities, or external economic
conditions affecting demand for their exports.

Lastly, the comparison prompts a broader reflection on
economic development strategies. It suggests that
focusing on diversification and increasing productivity
across various sectors, including services, technology,
and innovation, can be crucial for sustaining growth.
For producing nations, this might mean investing in
value-added manufacturing and technological
advancements, while for consuming nations, fostering
domestic production capabilities could be key to
reducing import dependence and stimulating growth.

Therefore, while GDP growth is an important
economic indicator, it should be considered alongside
other metrics and in context to understand a nation's
economic structure and development challenges
comprehensively.

2.5 Strategies for Africa's Economic Transformation

Africa’'s transition from a consuming to a producing
continent is crucial for its economic transformation
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and sustainable development. This ambitious goal
requires strategic, coordinated efforts that leverage the
continent's vast resources, youthful population, and
innovative potential. The following strategies outline
a comprehensive approach to achieve this
transformation.

2.5.1 Strengthening Infrastructure Development
Investing in infrastructure is fundamental to Africa's
economic transformation. This includes not just
physical infrastructure like roads, railways, ports, and
power plants, but also digital infrastructure such as
broadband connectivity. Such investments enhance
productivity, reduce the cost of doing business, and
attract foreign direct investment. Public-private
partnerships (PPPs) can be instrumental in financing
these projects, leveraging the strengths and resources
of both sectors.

2.5.2 Enhancing Access to Finance

To support the transition to a producing economy, it is
crucial to improve access to finance for businesses,
especially SMEs. This can be achieved through a
variety of mechanisms, including the development of
microfinance institutions, SME-focused banking
services, and innovative financing models like
crowdfunding.  Additionally, governments and
regional bodies can work to strengthen financial
markets, making them more accessible and attractive
to both domestic and international investors.

2.5.3 Fostering Education and Skills Development
Aligning educational systems and vocational training
with the needs of a modern, diversified economy is
essential. This means investing in STEM (Science,
Technology, Engineering, and  Mathematics)
education, technical and vocational education and
training (TVET), and lifelong learning programs.
Partnerships with the private sector can help ensure
that training programs are relevant and that graduates
have the skills needed by employers.

2.5.4 Promoting Entrepreneurship and Innovation

Creating an ecosystem that nurtures entrepreneurship
and innovation is key to transforming Africa into a
producing continent. This involves implementing
policies that support startups, such as tax incentives,
incubation programs, and access to finance.
Establishing innovation hubs and technology parks
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can also provide the necessary infrastructure and
services to support new and growing businesses.

2.5.5 Implementing Industrial Policies

Targeted industrial policies can help promote key
sectors that have the potential to drive Africa's
transformation into a producing economy. These
policies might include support for agro-processing,
manufacturing, and services sectors that leverage
Africa's comparative advantages. Governments can
use a range of tools, including tariffs, subsidies, and
export promotion, to support the development of these
sectors.

2.5.6 Embracing Sustainable Practices

As Africa moves towards becoming a producing
continent, it must ensure that economic growth is
environmentally sustainable. This includes adopting
green  technologies, implementing sustainable
agricultural practices, and ensuring that industrial
processes minimize environmental impact. By
embracing sustainability, Africa can not only protect
its natural resources but also tap into growing global
markets for green goods and services.

2.5.7 Enhancing Regional Integration and Trade

The African Continental Free Trade Area (AfCFTA)
presents a significant opportunity to boost intra-
African trade and create a unified market of over 1.3
billion people. Fully implementing AfCFTA and
removing barriers to trade can enhance market access,
encourage economies of scale, and attract investment.
Regional integration also extends to harmonizing
regulations, standards, and policies to facilitate cross-
border business activities.

2.5.8 Strengthening Governance and Institutional
Capacity

Effective governance and strong institutions are
essential for implementing the strategies outlined
above. This includes ensuring political stability,
fighting corruption, and creating a conducive business
environment. Strengthening the rule of law and
regulatory quality can help build investor confidence
and support economic transformation.

259 Fostering Human Capital Development:

Investing in education and vocational training to equip
the workforce with skills relevant to the modern
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economy, focusing on technology, entrepreneurship,
and innovation.

2.5.10 Leveraging Technology and Innovation:
Encouraging the adoption of digital technologies and
fostering a culture of innovation to leapfrog traditional
industrialization pathways and create new economic
opportunities.

2.5.11 Creating an Enabling Environment for
Business:  Simplifying  regulatory  frameworks,
enhancing access to finance, and building supportive
ecosystems for SMEs and startups to thrive.

2.6 Implications for External Reserves, Exchange
Rate, and Price Stability

Transitioning from a consuming (import-dependent)
economy to a producing (export-oriented) economy is
a significant shift that requires strategic planning,
investment in infrastructure, education, and
technology, as well as the development of competitive
industries. This transition can have profound
implications for a country's external reserves,
exchange rate, and price stability. Below, we explore
these implications in detail.

2.6.1 Implications for External Reserves
Improvement in Trade Balance

As a country moves towards a producing economy, its
exports increase relative to imports. This improvement
in the trade balance can lead to a surplus, thereby
increasing the country's foreign exchange earnings and
subsequently its external reserves.

Reduced Dependency on Imports

By producing more goods domestically, a country
reduces its reliance on imported goods. This reduction
in import bills conserves foreign exchange,
contributing positively to the growth of external
reserves.

Attracting Foreign Direct Investment (FDI)
Producing economies often attract more FDI, as
investors look to capitalize on new opportunities in
these growing markets. FDI not only brings in capital
but can also increase foreign exchange reserves.

2.6.2 Implications for Exchange Rate
Appreciation of the Currency
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An increase in exports relative to imports can lead to a
higher demand for the country's currency in the
foreign exchange market, potentially causing the
currency to appreciate. A stronger currency can make
imports cheaper, although it may also make exports
less competitive unless productivity improvements
offset the currency strength.

Reduced Volatility

Economies that are diversified and less dependent on
imports tend to have more stable exchange rates. This
stability arises from a reduced need to dip into foreign
exchange reserves to stabilize the currency, as well as
from more predictable flows of foreign exchange from
exports.

Improved Confidence in the Currency

The shift towards a producing economy can enhance
investor confidence in the country's currency, due to
improved economic fundamentals and prospects. This
confidence can further support the currency's value.

2.6.3 Implications for Price Stability

Reduced Import-Induced Inflation

A producing economy that relies less on imports can
shield itself from import-induced inflation, which
occurs when the prices of imported goods rise due to
external factors such as exchange rate depreciation or
inflation in the exporting countries.

Enhanced Supply Chain Stability

By localizing production, a country can achieve a
more stable supply chain, which reduces the risk of
supply shortages and price spikes for goods previously
imported.

Potential for Competitive Pricing

Increased domestic production can lead to more
competition within the local market, potentially
driving down prices for consumers. However, this
effect depends on the level of competition and market
efficiency in the domestic economy.
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I, SIMULATION RESULTS FOR EXPORT
AND IMPORT

The study simulated the impact of export and import
shocks on some key macroeconomic variables such as
real gross domestic product (RGDP) growth, external
reserve, exchange rate, and inflation in Nigeria using
monthly frequency data between 2008M1 and
2023M12. To simulate the response of these key
macroeconomic variables to export and import shocks,
a Factor Augmented Autoregressive with exogenous
variables (FAVAR-X) model was used.

The factor-augmented approach incorporated many
macroeconomic variables in structural models,
preserving the degrees of freedom in regression
models. Multiple models were estimated to capture
dynamic interactions between variables and provide
reliable estimates. Monthly and quarterly data from
January 2008 to December 2023, encompassing about
52 variables from the financial and external sectors,
were utilized from the Central Bank of Nigeria
database. The principal components were constructed
to highlight patterns and compress the data without
loss of information. These principal components
replaced explanatory variables in the models, aiding in
the reduction of dimensionality and enhancing the
analysis of the dataset.

The FAVAR-X model is expressed as follows:
b m n
Yt = Z gth—l +Z ll‘PCt—l +Z HLEth + ul
i=1 i=1 i=1

Y; - inflation rate; external reserves; exchange rate;
real gross domestic product (RGDP)

PC,_; - vector of endogenous variables;

Exo, - vector of exogenous variables such as crude oil
price, crude oil production, PMS price, Purchasing
Managers' Index (PMI), government expenditure,
monetary policy rate, cash reserve ratio, and exchange
rate, when it is not a dependent variable;

g, A; and y; - matrixes of coefficients to be estimated
and;

u; is a j vector of error term.
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Table 5: Simulated Results

EXPORT COMPONENTS (%)

Response/sho  TEXP1 TEXP20 COIEX10 COIEX20 NOIEX10 NOIEX20 IFTEX10 IFTEX20
ck Variables 0
Inflation -0.02 -0.04 -0.01 -0.02 -0.006 -0.013 -0.00024  -0.00048
External 0.10 0.17 0.02 0.03 0.04 0.08 0.002 0.005
Reserve
Exchange 0.25 0.47 0.11 0.20 0.01 0.02 5.1E-05 0.0001
Rate
Real GDP 0.13 0.26 0.43 0.84 0.06 0.11 -0.001 -0.002
Growth
IMPORT COMPONENTS
Response/sho  TIMP10 TIMP20 OIIMP10  OIIMP20 NOIMP10 NOIMP20 IFIMP10  IFIMP20
ck Variables
Inflation -0.03 -0.08 -0.003 -0.007 -0.02 -0.05 -0.018 -0.035
External 0.05 0.10 0.03 0.06 0.20 0.42 0.15 0.30
Reserve
Exchange 0.36 0.73 0.04 0.09 0.26 0.55 0.005 0.011
Rate
Real GDP 0.15 0.29 0.04 0.07 0.11 0.21 0.05 0.10
Growth
Source: Author’s computation, 2024.

Economically, these findings underscore the

Table 5's simulations show how inflation, external
reserves, exchange rates, and output growth in Nigeria
react to economic changes. The findings indicate that
inflation decreases when exports rise and imports fall,
suggesting that boosting exports and cutting imports
can alleviate inflation in Nigeria. Specifically,
inflation is more sensitive to increases in crude oil
exports and decreases in non-oil imports than to
changes in other trade components.

Additionally, the study finds that external reserves
increase when exports go up and imports go down,
which aligns with the expectation that trade
improvements can enhance a country's external
financial position. Both the exchange rate and real
GDP growth also improve with higher exports and
lower imports, highlighting that particularly increases
in crude oil exports benefit the exchange rate and
economic growth. Conversely, reducing non-oil
imports positively impacts external reserves, the
exchange rate, and economic growth.
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importance of export diversification and import
substitution as strategies for Nigeria to transit from a
consuming to a producing nation. By focusing on
increasing valuable exports like crude oil, non-oil and
reducing reliance on non-essential imports, Nigeria
can strengthen its economic stability, enhance its
currency value, and foster sustainable growth. This
strategy not only helps in managing inflation but also
in building a more resilient and self-sufficient
economy.

CONCLUSION

The transition from a consuming to a producing
economy presents a viable pathway for accelerated
economic development in Nigeria in particular and
Africa in general. By harnessing the countries and the
continent's resources, adopting successful strategies
from other regions, and addressing the inherent
challenges, Nigeria and African countries can ignite
sustainable growth and transformation. The simulated
results reveal that inflation responded negatively to
increase in export and reduction in import, implying
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that they are not inflationary, while external reserve,
exchange rate, and output growth responded positively
to increase in export and reduction in import,
suggesting that they are export oriented. This requires
a concerted effort from the Nigerian governments, the
private sector, and effective collaboration with
international partners to create an environment
conducive to industrialization, innovation, and long-
term prosperity of the country.
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