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Abstract: The importance of import demand elasticities has long been established in several studies. Apart from shedding light on the structure of a country’s trade behaviour, they help to highlight the extent to which it depends on foreign sources of goods and services. Many country studies have shown that imports generally depend on price, income and exchange rates. However, there is also a body of research, which shows that some other variables, such as inflation and foreign reserve, play key roles in import demand. This study examines Nigeria’s capital goods import demand behaviour from a disaggregated point of view, which is a departure from the standard approach of existing studies. The results show that while some capital goods items were price elastic, there was a general tendency for most categories of capital goods to exhibit serious levels of insensitivity to price changes. Only five items, out of the eighteen items studied, were price elastic. The study therefore found evidence that lends credence to the argument that need for critical inputs rather than price seems to drive import demand in import dependent economies.
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1. Introduction
Several studies have been carried out on Nigeria’s import of goods and services. However, the studies made little or no distinction between capital goods and other categories of imports. Worse still, among the few studies on capital goods, there were very limited attempts to study the behaviour of the components of capital goods. Thus, in the area of her international trade, little systematic information on disaggregated capital goods import of Nigeria is available. Evidently, an empirical understanding of the interaction among the disaggregated components of capital goods, national income, relative prices, exchange rates and foreign reserves of the Nigeria will be of great value to her economic planning. Such data would be valuable in decisions relating to optimal tariff, domestic taxes, exchange rate and many other economic phenomena.
This work therefore tries to contribute to the body of knowledge in this area, by examining the behaviour of key components of capital goods import demand of Nigeria from 1960 to 2012, and provides estimates of import demand elasticity for eighteen different categories of capital goods.
2. Literature Review 
In studies of import demand, several empirical formulations have been adopted to analyze the relationship between imports and its determinants. According to Frimpong and Oteng-Abayie (2006) who studied the imports of Ghana during the period, 1970-2002, Bahman-Oskooee (1984), Goldstein, Khan, Officer (1977), Boylan and Cuddy (1987) and Houthakkher and Magee (1969), the simplest formulation of an aggregate import demand function relates the quantity of imports demanded to relative prices (the ratio of import prices to the prices of domestic substitutes), and real income at a given period of time, t. The simple import demand function is usually stated as follows:

                                    (1)
where: Md is quantity of goods imported, PM is price level of imports, PD is the price level of domestically produced goods; and Y is the level of nominal income.
In the above function, the basic explanatory variables are the price of imports relative to the price of substitutes, and real income. The choice of these variables is rooted in the theory of consumer behaviour and demand with regard to changes in income and the price of goods. From economic theory, the sign of the partial derivative of import with respect to income, Md/Y, is generally expected to be positive, while the partial derivative of imports with respect to relative prices, is expected to be negative. This formulation assumes some level of substitutability (though imperfect) between imports and domestic goods, hence it is referred to as the imperfect substitute model. 
It is noteworthy however, as Magee (1975) explained, that some ambiguity may arise, with regard to the direction of the partial derivatives of imports with respect to income. According to him, depending on whether or not imports are viewed as the difference between domestic consumption and domestic production of importables less export, the outcome of the partial derivative may vary. If income rises and domestic consumption rises faster than domestic output, then import demand will rise, yielding a positive sign for the partial derivative of the income variable. The reverse will be the case if consumption rises more slowly than domestic production as income increases.
Most of the traditional studies focus on the practical and theoretical importance of price elasticities, which without doubt, is valuable beyond question. However, it has been argued by Chang and Nair (2002) that income elasticities are also at least equally important, especially in developing countries.
Import dependence, which is one of the major hindrances to economic growth in many former colonial countries, has its origin in the immediate post-independence Import Substitution Industrialization (ISI) strategy, widely adopted by the founding fathers of such countries. The legacy of this development strategy, which is still with us, is highlighted by industrial sectors that are not only shallow but also highly reliant on imported inputs. Thus, we have a situation where import substitution activity ends up fueling more importation. According to Okongwu (1984), import substitution will always result in increased importation. This view was even further advanced by Ahmed (1983) who observed that it was mounting imports, in the face of unstable export performance, that partly explained the overall adverse external sector performance of many countries in the 1980s, especially Nigeria. Consequently, a large proportion of their foreign exchange earnings is spent on the importation of a wide range of goods and services including raw materials, plant and machinery and consumables, such as drinks, soaps, tooth paste and fruit juices. This awkward situation, according to Vogel and Wagner (2008), is the natural consequence of a flawed industrial sector with heavy dependence on imported inputs. 
Some studies have attempted to analyze Nigeria’s import behaviour and establish relevant elasticity coefficients but very few have focused on capital goods. The work of Olayide (1968) was a pioneering effort. It estimated the elasticity of fifteen items of general import to three key variables, namely; price, income and foreign exchange earning capacity of the country. He focused on consumer goods and singled out fifteen of such items imported during the 1948 to 1964 period. His work produced what some unexpected results. The price variable had a positive sign while the income variable had negative sign. According to him, this seemingly incongruent result was the evidence that Nigeria’s import substitution industrialization strategy was succeeding.
Another pioneering study and one of the earliest studies on Nigeria’s import trade was carried out by Ajayi (1975). The study focused on aggregate import. He estimated an import demand function retained imports. His findings, showed that real income, relative prices and foreign exchange availability were significant determinants of Nigeria’s retained imports. 
To the best of my knowledge, the only attempt to analyze the components of Nigeria’s capital goods import was made by Anusionwu (1984). His work is perhaps the only study on capital goods import in Nigeria. It covered the period 1960-80. He attempted to estimate the impacts of price, income, and exchange rate and foreign exchange earnings on the demand for capital goods on an aggregative basis. He found that some of the components were price elastic especially, Agricultural Machinery and Implements, and Telecommunication Apparatus, Railway Vehicles, Road Motor Vehicles and Electrical Power Machinery, which recorded less than -2 each. But the least price elastic items were Office Machines and Aircraft. It is on the basis of the foregoing literature that we attempt to analyze Nigeria’s capital goods imports.
[bookmark: _Toc280181514][bookmark: _Toc256113816]3. Theoretical Framework and Methodology
The typical import demand formulation is adapted in this analysis. Thus, the implicit form of the disaggregated import demand model to be estimated is formulated as follows:



                      (2)
where:
MTt = Total value of imports in Naira
GDPt = GDP or National income in Naira 
PMTt = Import Commodity Price Index in year t
CPIT = Consumer price Index in year t
FREt = Foreign Exchange Reserve in year t
EXRt = Exchange Rate to the U.S Dollars in year t
t = Stochastic error term
Expressed in log linear form the relationship may be represented as follows:

  (3)
a = constant (intercept);
t = stochastic error term.
b1, b2, b3, b4 and b5 are respectively the elasticity coefficients of income, price, Consumer Price Index (which is a measure of inflation), exchange rates and foreign reserves.
The theoretical expectation of the coefficients, according to is that economic theory, the partial derivatives of the independent variables should turn out as follows: b1 and b5should be positive while b2, b3 and b4should be negative. 
3.1 The Disaggregate Capital Goods Import Demand Function
We estimated the parameters for each category of capital goods using the same basic framework discussed above, with appropriate modifications. In other to achieve our aim we replaced Log (Mt) with the relevant category of capital good to be estimated. For example, Log (PGDE)t is the independent variable in the estimate for the capital good category known as Power Generating Equipment Other than Electric (PGDE). This was done for each category of capital goods. The estimates were carried out first at level with the following equation estimated for each category of capital goods:

   (4)
Table 2 gives the outcome of two selected categories. There was an equation for each category but the sample reflects the general direction of the results. 

Table 1  List of 18 Capital Goods Items and Their Labels
	
	Capital good category
	Label

	1
	Power Gen. Mach. Other Than Electric
	PGDE

	2
	Agric. Machinery And Implements
	AMAI

	3
	Office Machines
	OMAC

	4
	Metal Working Machinery
	MWMA

	5
	Textile Machinery And Leather Mach.
	TMAL

	6
	Machiines For Special Industries
	MFSI

	7
	Machinery And Appliances
	MAAP

	8
	Electric Power Machinery & Switch Gear
	EPMS

	9
	Eqip. For Distributing Electricity
	EFDE

	10
	Telecommunication Apparatus
	TEAP

	11
	Domestic Electrical Equipments
	DEEQ

	12
	Med. Purp. (Elect..)/Radiological App.
	MPRA

	13
	Other Electrical Machinery & App.
	OEMA

	14
	Railway Vehicles
	RAVE

	15
	Road Motor Vehicles
	ROMV

	16
	Road Vehicles Not Motor Vehicles
	RVNM

	17
	Aircraft
	ACRA

	18
	Ships And Boats
	SHAB


Source: Extracted from the Nigerian Trade Summary (various issues), modified and named by the author.

There is always the possibility of the results being affected by autocorrelation. We took appropriate steps to deal with this challenge. According to Quantitative Micro Software (2007) there are ways to modify an equation to take account of autocorrelation. One of such ways is to include lags of each of the independent variables. We therefore estimated a lagged model for each category of capital goods using the model presented as equation (5). This equation shows the estimate for Power Generating Equipment other than Electric (PGDE) but was modified for all the other 17 categories of capital goods. Both models will utilize an 18x1 cross sectional panel, reflecting the eighteen capital good components of interest to us. 

       (5)
These models would enable us to establish the determinants of import demand characteristics of all the capital goods items brought into the country. To facilitate our estimation, we identified each capital good category with appropriate acronym as listed in Table 1.
4. Data Used in the Study
The data used in this study is time series data and was collected from the National Bureau of Statistics. In particular, secondary data from the publications of the Bureau including various issues of the Nigerian Trade summary, Annual Abstracts of Statistics, Digest of Statistics, Economic Indicators, Economic and Financial Review published by the Central Bank of Nigeria and International Financial Statistics published by the International Monetary Fund. Of course, needless to say that the data is subject to the usual shortcomings of statistics from most developing countries — questions of adequacy and reliability.
4.1 Data Adjustment and Quarterisation of Annual Data
The import figures in the equations are capital goods import data for the various years. These data come as annual figures and had to be converted to quarterly data. Several techniques of quarterization and benchmarking are in use. These techniques include the Pro Rata Distribution Technique, the Basic Extrapolation with an Indicator technique and the Proportional Denton Method. This study utilized the Proportional Denton Method of interpolation of annual flow time series, which is recommended by the World Bank and the International Monetary Fund. 
The Basic Version of the Proportional Denton Method keeps the benchmarked series as proportional to the indicator as possible by minimizing (in a least-squares sense) the difference in relative adjustment to neighbouring quarters subject to the constraints provided by the annual benchmarks. Thus, the sum of the interpolated quarterly figures must equal the annual figure, which serves as a benchmark for each year. 
5. Result Presentation and Analyses
Tables 2, 3 and 4 present the results of the analyses. As explained earlier, two separate models were estimated — one at level and the other was lagged one period. The result of the first model presented in Table 2 shows the outcome for only two categories of capital goods. It is meant to illustrate the general trend of other groups. The two sample results are those of Power Generating Equipment other than Electric (PGDE) and Agricultural Machinery and Implements (AMAI). 
The results of the level estimates show low values for the Durbin-Watson (D-W) statistic and low R-squared. For the PGDE and AMAI, the D-W figures are 0.98 and 0.83 respectively, while the R-squared are 0.69 and 0.61. The D-W figures indicate the presence of serial correlation in the residuals of the estimated equation, while the R-squared show poor fits. This analysis was carried out for the remaining 16 categories of capital goods with similar outcomes. We proceeded to eliminate the possibility of the serial correlation appropriately.



Table 2  Sample Level Estimates of the 18 Groups of Capital Goods Import
	Dependent Variable: LOG(MT_PGDE)
	
	Dependent Variable: LOG(MT_AMAI)

	Method: Pooled Least Squares
	
	Method: Pooled Least Squares

	Sample: 1964 2005
	
	Sample: 1964 2005

	Included observations: 42
	
	Included observations: 42

	Cross-sections included: 18 
	
	Cross-sections included: 18

	Total pool (balanced) observations: 756
	
	Total pool (balanced) observations: 756

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.
	
	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.

	
	
	
	
	
	
	
	
	
	
	

	C
	8.945901
	0.414301
	21.59278
	0
	
	C
	8.795498
	0.448646
	19.60456
	0

	LOG(PMT_PGDE)
	0.579839
	0.025327
	22.89396
	0
	
	LOG(PMT_AMAI)
	0.548995
	0.024417
	22.48375
	0

	LOG(GDP_PGDE)
	0.801168
	0.064316
	12.45685
	0
	
	LOG(GDP_AMAI)
	0.986291
	0.072146
	13.67085
	0

	LOG(CPI_PGDE)
	-0.40673
	0.042977
	-9.46389
	0
	
	LOG(CPI_AMAI)
	-0.39383
	0.048511
	-8.1183
	0

	LOG(EXR_PGDE)
	0.047517
	0.055065
	0.862935
	0.3884
	
	LOG(EXR_AMAI)
	-0.1956
	0.06257
	-3.1261
	0.0018

	LOG(FRE_PGDE)
	-0.34763
	0.054242
	-6.40884
	0
	
	LOG(FRE_AMAI)
	-0.37453
	0.06094
	-6.14584
	0

	
	
	
	
	
	
	
	
	
	
	

	R-squared
	0.695534
	Mean dependent variable
	18.01052
	
	
	R-squared
	0.61189
	Mean dependent variable
	17.73308
	

	Adjusted R-squared
	0.693504
	S.D. dependent variable
	2.345754
	
	
	Adjusted R-squared
	0.609302
	S.D. dependent variable
	2.357013
	

	S.E. of regression
	1.298658
	Akaike info criterion
	3.368445
	
	
	S.E. of regression
	1.473271
	Akaike info criterion
	3.620752
	

	Sum squared resid
	1264.885
	Schwarz criterion
	3.405176
	
	
	Sum squared resid
	1627.895
	Schwarz criterion
	3.657482
	

	Log likelihood
	-1267.27
	Hannan-Quinn criterion
	3.382593
	
	
	Log likelihood
	-1362.64
	Hannan-Quinn criterion
	3.634899
	

	F-statistic
	342.6654
	Durbin-Watson statistic
	0.979507
	
	
	F-statistic
	236.4879
	Durbin-Watson statistic
	0.830961
	


Source: Estimated by the author

To remove the influence of serial correlation, a lagged model was estimated for each category. The full print out of the results of the lagged model for two of the categories namely; PGDE and AMAI are shown in Table 3 in the Appendix. The Durbin-Watson statistic of approximate 2.2 for each category reflects what was obtained in all the other groups of capital goods import items. This outcome effectively removes the risk of serial correlation and adds value to our regression results. 
Table 4 summarizes the outcome of the estimates. From the figures obtained, and in relation to income (GDP) elasticity, we observe that with the exception of one item — Railway Vehicles (RAVE) that had a positive sign though very low coefficient, all other categories of capital goods had negative signs. They were also mostly significant at 5 and 10 percent level except for three items (MAAP), EPMS and ROMV). However, most of them had low elasticity. Four categories of import returned the highest estimates of income elasticity. They are Office Machines (OMAC), Textile and Leather Machinery (TMAL), Domestic Electrical Equipment (DEEQ), and Aircraft (ACRA).
The price elasticity was correctly signed for all but one item Agricultural Machinery and Implements (AMA1), which had a positive sign. All but two of the 18 categories namely Machinery and Appliances (MAAP) and Domestic Electrical Equipment (DEEQ), were significant at 5 percent level.



Table 3  Sample Lagged Models of PGDE and AMAI
	Dependent Variable: LOG(MT_PGDE)
	
	Dependent Variable: LOG(MT_AMAI)

	Method: Pooled Least Squares
	
	Method: Pooled Least Squares

	Sample: 1965 2005
	
	Sample: 1965 2005

	Included observations: 41 after adjustments
	
	Included observations: 41 after adjustments

	Cross-sections included: 18 
	
	Cross-sections included: 18

	Total pool (balanced) observations: 738
	
	Total pool (balanced) observations: 738

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.
	
	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.

	C
	3.597091
	0.534988
	6.723686
	0
	
	C
	5.939201
	0.450033
	13.19727
	0

	LOG(GDP_PGDE)
	1.250062
	0.167894
	7.445538
	0
	
	LOG(GDP_AMAI)
	0.784255
	0.151036
	5.192514
	0

	LOG(PMT_PGDE)
	0.644982
	0.028408
	22.70392
	0
	
	LOG(PMT_AMAI)
	0.572912
	0.018893
	30.3237
	0

	LOG(CPI_PGDE)
	0.048897
	0.062811
	0.778474
	0.4365
	
	LOG(CPI_AMAI)
	0.178223
	0.056093
	3.177258
	0.0015

	LOG(EXR_PGDE)
	0.044718
	0.063057
	0.709171
	0.4784
	
	LOG(EXR_AMAI)
	-0.1247
	0.058959
	-2.11507
	0.0348

	LOG(FRE_PGDE)
	-0.55563
	0.092231
	-6.02425
	0
	
	LOG(FRE_AMAI)
	0.221277
	0.080164
	2.760315
	0.0059

	LOG(MT_PGDE(-1))
	0.522685
	0.033389
	15.65452
	0
	
	LOG(MT_AMAI (-1))
	0.644805
	0.028367
	22.7305
	0

	LOG(PMT_PGDE(-1))
	-0.39078
	0.02852
	-13.7019
	0
	
	LOG(PMT_AMAI (-1))
	-0.46761
	0.024443
	-19.1303
	0

	LOG(GDP_PGDE(-1))
	-0.89042
	0.197685
	-4.50425
	0
	
	LOG(GDP_AMAI (-1))
	-0.80058
	0.157161
	-5.09398
	0

	LOG(CPI_PGDE(-1))
	-0.27524
	0.064644
	-4.25779
	0
	
	LOG(CPI_AMAI (-1))
	-0.52833
	0.059284
	-8.9119
	0

	LOG(EXR_PGDE(-1))
	0.118452
	0.062175
	1.905153
	0.0572
	
	LOG(EXR_AMAI (-1))
	0.335826
	0.056111
	5.985081
	0

	LOG(FRE_PGDE(-1))
	0.261712
	0.051394
	5.092308
	0
	
	LOG(FRE_AMAI (-1))
	-0.13336
	0.045485
	-2.93204
	0.0035

	
	
	
	
	
	
	
	
	
	
	

	R-squared
	0.811258
	Mean dependent variable
	18.05238
	
	
	R-squared
	0.849833
	Mean dependent variable
	17.73935
	

	Adjusted R-squared
	0.808398
	S.D. dependent variable
	2.358651
	
	
	Adjusted R-squared
	0.847558
	S.D. dependent variable
	2.385276
	

	S.E. of regression
	1.032438
	Akaike info criterion
	2.917849
	
	
	S.E. of regression
	0.931303
	Akaike info criterion
	2.711663
	

	Sum squared resid
	773.8632
	Schwarz criterion
	2.99271
	
	
	Sum squared resid
	629.6783
	Schwarz criterion
	2.786523
	

	Log likelihood
	-1064.69
	Hannan-
Quinn criterion
	2.946716
	
	
	Log likelihood
	-988.604
	Hannan-
Quinn criterion
	2.74053
	

	F-statistic
	283.6831
	Durbin-
Watson statistic
	2.239888
	
	
	F-statistic
	373.5112
	Durbin-Watson statistic
	2.187335
	


Source: Computed by the author

The impact of inflation on capital goods import demand was properly reflected. All but one category had the right negative sign. Sixteen of the 18 group of items were significant at 5 per cent level. With regard to exchange rates, the results show that all the 18 items returned positive signs and were significant at 5 per cent level. The estimates for foreign reserves show that ten items returned positive signs while 8 items had negative signs.
Generally, the fitness of the data was very good as all categories of capital goods returned a high Adjusted R2.

Table 4  Disaggregated Capital Goods Estimates
	
	
	
	
	Income Elasticity b1
	Price Elasticity b2
	Inflation Rate Elasticity b3
	Exchange Rate Elasticity b4
	Foreign Reserve Elasticity b5

	Group
	Adj R2
	D-W
	Cons
	Value
	t-Stat
	Prob
	Value
	t-Stat
	Prob
	Value
	Prob
	t-Stat
	Value
	Prob
	t-Stat
	Value
	Prob
	t-Stat

	PGDE
	0.81
	2.2
	3.5
	-0.9
	-4.5
	0
	-0.4
	-13.7
	0
	-0.3
	-4.3
	0
	0.1
	1.9
	0.06
	0.3
	5.1
	0

	AMAI
	0.84
	2.2
	5.9
	-0.8
	-5.1
	0
	0.5
	-19.1
	0
	-0.5
	-8.9
	0
	0.3
	6
	0
	-0.1
	-3
	0

	OMAC
	0.84
	2.2
	3.7
	-1.2
	-8.2
	0
	-0.2
	-11.3
	0
	-0.4
	-6.7
	0
	0.1
	2.3
	0
	0
	-0.1
	0.9

	MWMA
	0.92
	2.0
	2.0
	-0.4
	-3.3
	0
	-0.5
	-20
	0
	-3.1
	-6.9
	0
	0.2
	-6.8
	0
	-0.1
	-2.5
	0

	TMAL
	0.81
	2.4
	8.8
	-1.5
	-8.3
	0
	-0.14
	-14.4
	0
	-0.7
	-9.8
	0
	0.8
	12.2
	0
	0
	-0.4
	0.7

	MFSI
	0.76
	2.3
	4.3
	-0.5
	-2.5
	0
	-0.4
	-11.1
	0
	-0.2
	-2.9
	0
	0.3
	3.9
	0
	0
	0.4
	0.6

	MAAP
	0.82
	2.7
	6.4
	-0.1
	-0.7
	0.4
	-0.7
	-0.2
	1
	-0.22
	-4.3
	0
	0.17
	3.5
	0
	-0.2
	-5.8
	0

	EPMS
	0.87
	2.4
	3.6
	-0.2
	-1.2
	0.2
	-0.4
	-16.1
	0
	-0.6
	-10.8
	0
	0.39
	7.2
	0
	0.4
	9.9
	0

	EFDE
	0.94
	2.2
	3.8
	-0.2
	-1.5
	0.1
	-0.3
	-8.6
	0
	-0.2
	-2.9
	0
	0.37
	7.4
	0
	0
	0.1
	0.9

	TEAP
	0.67
	2.4
	12.9
	-1
	-4
	0
	-0.7
	-20.8
	0
	-0.4
	-3.9
	0
	0.3
	3.4
	0
	0.3
	4
	0

	DEEQ
	0.56
	2.2
	5.2
	-1.6
	-5.4
	0
	-0.05
	-0.9
	0
	-0.8
	-7.2
	0
	0.3
	3
	0
	0.2
	2.4
	0

	MPRA
	0.87
	2.2
	6.0
	-0.9
	-5.7
	0
	-0.6
	-23.2
	0
	-0.4
	-6.3
	0
	0.5
	9.2
	0
	-0.2
	-0.7
	0.5

	OEMA
	0.86
	2.2
	5.9
	-0.9
	-5.2
	0
	-0.2
	-10.9
	0
	-0.4
	-7.4
	0
	0.2
	4.2
	0
	-0.2
	-4.2
	0

	RAVE
	0.80
	2.1
	16.1
	0.4
	1.5
	0.1
	-0.1
	3.3
	0
	0.2
	2.1
	0
	1.3
	13.5
	0
	0.5
	7.1
	0

	ROMV
	0.76
	2.2
	8.0
	-0.1
	-0.4
	0.7
	-0.6
	-19.1
	0
	-0.2
	-2.5
	0
	0.1
	2.0
	0
	0.1
	1.4
	0.2

	RVNM
	0.89
	2.0
	3.5
	-0.4
	-2.6
	0
	-0.6
	-21.8
	0
	-0.5
	-0.8
	0
	0.2
	2.6
	0
	0
	-0.6
	0.6

	ACRA
	0.57
	2.0
	5.9
	-1.2
	-5.1
	0
	-0.1
	-3.1
	0
	-0.2
	-2.8
	0
	0
	0.8
	0
	0.2
	3.5
	0

	SHAB
	0.90
	2.3
	3.2
	-0.5
	-3
	0
	-0.4
	-15.1
	0
	-0.1
	-1.3
	0
	0.1
	2.3
	0
	0.3
	8.9
	0


Source: Computed by the author
6. Summary and Conclusion
	The results show that price was an important factor in the import demand for capital goods in Nigeria during the review period. This was clearly demonstrated by the overwhelming return of negative signs for all but one of the 18 categories of imports. This is consistent with a priori expectation. The category that had positive sign was Agricultural Machinery and Implements (AMAI). All but two categories, Machinery and Appliances (MAAP) and Domestic Electrical Equipment (DEEQ), were significant at 5 percent. 
Similarly, the level of inflation was an important factor in Nigeria’s import demand for capital goods during the period. All but one category, Railway Vehicles (RAVE), reacted appropriately to inflation by returning the negative sign. All but two categories, Road Vehicles Not Motor Vehicles (RVNM) and Ships and Boats (SHAB), were significant at 5 percent.
The importance of foreign reserves was in Nigeria’s demand for capital goods was not clearly manifested by the results. While many items had the expected positive sign, a large number of others were not significant. Of the 18 items studies, 13 had positive sign indicating that the imports were sensitive to the country’s level of foreign exchange reserve. Five categories returned negative signs. Only eleven groups were significant at 5 percent level. This tends to confirm the findings in Anusionwu (1984) that the outcome of his study produced an inconclusive result on the importance of foreign exchange reserves in Nigeria’s capital goods import demand. 
Furthermore, the results show that income was not important in the demand for capital goods during the study period, returning negative signs. This implies that as national income grew larger, the country imported fewer capital goods or spent relatively less on such items. Although this result may be contrary to theoretical expectation, it is not far-fetched. It appears to reflect correctly Nigeria’s poor attitude to capital investment and also her poor maintenance culture. If we relate the result to the fact that the country has been battling unsuccessfully to bring down its recurrent budget and raise capital spending for so many years then we get the plausibility of this results.
	In like manner, exchange rate appears not to be an important factor in Nigeria’s capital goods import decision for study period. The results show that higher exchange rates did not discourage the import of capital goods in Nigeria during the review period. Again this may be theoretically inconsistent but practically plausible. Two things appear to be at play here. The first thing is that Nigeria introduced the Import substitution Industrialization (ISI) strategy soon after independence, seeking to produce at home some of the hitherto imported items. As we now know, import substitution industrialization failed to reduce the outflow of foreign exchange because the new substituting industries were import dependent. They imported most of the raw materials they used in production. Their survival depended on the import of spare parts and semi-processed input from abroad. They had to import the materials they needed to operate irrespective of the exchange rate. This may be the reason why they spent more as exchange rate increased. 
Another reason is that Nigeria is not famous for its financial prudence. This pattern of spending is likely to result from poor procurement procedures and practices as well as corruption, where vested interest may continue to promote expenditure despite cost implications.
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