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Institutional Constraints on Economic Develop-

ment 

T he Nigeria economy continues to experience major deterio-

ration in spite of reform efforts.  This has meant that the 

private sector cannot take its rightful place as a key driver 

of economic development.  The evolution of new pathways to over-

coming this predicament requires an understanding of the reasons for 

this deterioration.  A major policy to address Nigeria’s economic de-

cline is privatization based on recognition of the key role of the private 

sector in economic development.  Privatization seeks to divest govern-

ment of holdings in about 590 public enterprises and transfer them to 

the private sector, which is equipped to manage them more efficiently. 

General economic policy is not working and it is understood that classic 

theories of economic development are no longer accurate in framing 

policies. 

The search for new answers of economic development has led to fresh 

research culminating in the comprehensive development framework.  

According to the late distinguished American scholar, Professor Mansur 

“Much of the best research on economic development has postulated an 

aggregate production function in which output is a function of two or 

three aggregated factors of production.  The three aggregate factors are 

or course capital; land and other natural resources; labour or human 

capital including the skills and entrepreneurial abilities of the popula-

tion.” 

When the study of economic development first became a separate enti-

ty, it was widely believed that the main obstacle to development was a 

lack of classical factors of production but it has been amply demonstrat-

ed that this is largely not a correct assumption.  High rates of forced sav-

ings and investments failed to prevent economic failure in the Soviet 

type societies.  There has also been no correlation between amounts of 

capital provided to countries through foreign aid and their rates of eco-
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nomic growth.  In the many poor countries with cheap labour, other 

things being equal, we should see massive inflows of foreign direct in-

vestments to take advantage of this.  This has not encouraged investors 

to shift their capital to the countries of “cheap” labour; rather the oppo-

site is the case, with huge capital flight resulting in continued distortions 

in macro economic calculations for monetary advisers to government.  

The private sector can only be meaningful drivers of economic develop-

ment if it is understood that institutional constraints to economic devel-

opment has overwhelmed the private sector. 

I postulate that the private sector cannot play its role as a driver of eco-

nomic development if vital aspects of a cohesive comprehensive devel-

opment plan are not in place.  I regret that no such plan exists at this 

time.  If it is recognized that comprehensive development policy is vital 

to economic performance, it is also important to go a step further to un-

derstand what this policy is about and integrate it in the planning pro-

cess.  A myriad of governance, economic regulatory and institutional 

constraints do not encourage competitiveness and growth in the private 

sector.  The dramatic differences in real per capita incomes between less 

developed and developed countries certainly cannot be explained by 

differences in access to the world’s  stock of technological knowledge 

(note our GSM, Zinox etc.).  To a great degree, the ideas and production 

function used in the richest countries are available to all the world.  

Technological discoveries and ideas can be used by most countries with-

out hindrance and they are often directly transferable. 

Evidently, neither the amounts of the conventional aggregate factors of 

production in Nigeria sufficiently explains poor economic performance.  

A new economic policy is vital to unlocking economic energy for the ben-

efit of the private sector.  The leading scholar in this field of enquiry has 

been the Late Professor Mansur.  He postulated that the quality of a 

country’s institutions is a principal determinant of its economic perfor-

mance.  We need to focus on institutions and economic development 

and understand the links.  Institutional constraint of economic develop-

ment must be understood before assigning a role to the private sector.  

A thriving market economy as least requires, among, other things, insti-

tutions that provide security (Nigeria Police?).  It is impossible to repeal 

military rule and hope that a country will inherit a competitive market 

economy.  A thriving market economy with an active role for the private 

sector requires, as in the case of Nigeria, emerging from a closed to an 

open democratic society, strong institutions that are taken for granted in 

developed economies.  It is of first importance to understand the pyra-

mid of interrelated challenges underlying institutional constraints of pri-

vate sector development because capital will not go where it is unsafe 

and at political risk.  Key constraints are weak security, extremely weak 

commercial judicial systems, a generally weak legal system, absence of a 

I postulate that the 

private sector 

cannot play its role 

as a driver of 

economic 

development if vital 

aspects of a 

cohesive 

comprehensive 

development plan 

are not in place.  I 

regret that no such 

plan exists at this 

time. 



Olisa Agbakoba | Institutional Constraints on Economic Development 

3 

legitimate constitution, impunity, governance, corruption, and weak 

regulatory systems etc.  These constraints will continue to impede eco-

nomic development.  I should like to touch on the Regulatory agency, 

being an institution with capacity to unlock the energies of the private 

sector.  Regulatory agencies are virtually absent in Nigeria and frame-

works for their operations are still in development.  I submit that the 

Banks cannot be regulated unless the entire framework is dismantled 

and erected in the shape of a new Financial Services Act. 

The regulatory and executive agencies are now recognized as the fourth 

branch of government.  In modern economies, these agencies have re-

sponsibilities right across the field of policy implementation and execu-

tion.  In Nigeria, the ministers view this as an invasion of their turf and 

privacy.  In modern economies ministers set policy, the regulatory and 

executive agencies supervise and implement.  These agencies have sev-

eral advantages not least being ability to take quick decisions.  This is 

essential to economic development. 

I propose and hope that our chamber will pursue this subject. 

December 11, 2002 
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