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Editorial

Journal of Econmics and Behavioral Studies (JEBS) provides distinct avenue for quality research in the ever-
changing fields of economics & behavioral studies and related disciplines. Research work submitted for
publication consideration should not merely limited to conceptualisation of economics and behavioral
devlopments but comprise interdisciplinary and multi-facet approaches to economics and behavioral theories
and practices as well as general transformations in the fileds. Scope of the JEBS includes: subjects of
managerial economics, financial economics, development economics, finance, economics, financial
psychology, strategic management, organizational behavior, human behavior, marketing, human resource
management and behavioral finance. Author(s) should declare that work submitted to the journal is original,
not under consideration for publication by another journal, and that all listed authors approve its submission
to JEBS. Author (s) can submit: Research Paper, Conceptual Paper, Case Studies and Book Review. Journal
received research submission related to all aspects of major themes and tracks. All submitted papers were
first assessed by the editorial team for relevance and originality of the work and blindly peer reviewed by the
external reviewers depending on the subject matter of the paper. After the rigorous peer-review process, the
submitted papers were selected based on originality, significance, and clarity of the purpose. The current
issue of JEBS comprises of papers of scholars from South Africa, Nigeria, Hungary and Algeria. Brand naming
behavior, socioeconomic analysis & technical efficiency among smallholder farmers, individual differences
versus consumer readiness variables predictive power, investigating Okun’s law through the dynamic model,
re-examining the nexus between exchange and interest rates, formulation and validation of an enabling
developmental environment scale, potential role of PPPs in developing a sustainable sme sector, business
attributes and marketing communication strategies, strategic planning & performance of SMEs, finance
function performance measurement, foreign direct investment dynamics, role of competitive intelligence in
trade facilitation, managerial & leadership competence of business managers, effect of government support
on the success of SMEs, inflation dynamics, effect of job satisfaction on the organisational commitment,
monetary policy shocks & exchange rate fluctuations, perceptions of the national credit regulator, human
capital, higher education enrolment & economic growth, fostering entrepreneurship education, relationship
between oil price volatility & macroeconomic variables and FDI & FPI determinants were some of the
major practices and concepts examined in these studies. Current issue will therefore be a unique offer where
scholars will be able to appreciate the latest results in their field of expertise, and to acquire additional
knowledge in other relevant fields.

Prof. Sisira R N Colombage, Ph. D.
Editor In Chief
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Brand Naming Behavior Defining SMMEs in eThekwini

Lindiwe N. Kunene*, Maxwell Phiri
University of KwaZulu-Natal, South Africa
Kunenel3@ukzn.ac.za*, phirim@ukzn.ac.za

Abstract: Branding is an integral part to the success of any and every business. Appropriate brand strategies
contribute to brand equity of the organization leading to increased turnover and profits of positive turnover
for organizations. Application of properly planned brand naming processes could save SMMEs and reduce the
high failure rate experienced by this sector, in South Africa currently. Branding helps businesses to define
who they are and guides their overall strategy. Branding strategies begin with the brand naming process.
There are scientifically proven models that govern this process which have been used by successful
businesses, globally. This study sought to find the current brand naming processes as implemented by SMMEs
in the eThekwini Municipality area in Durban, South Africa. This was the first step in developing a model for
brand naming for SMMEs in eThekwini. The study therefore used descriptive-exploratory ethos to conduct
the research, guided by the epistemological, ontological and axiological assumptions. Demographic
dimensions, ownership of the brand naming process, traits in the naming process and brand naming
strategies considered were used to reach conclusions that define these entities in eThekwini. Research
outcomes found that a lack of resources and knowledge were the main impediments distorting appropriate
brand naming processes.

Keywords: Brand Naming Processes, Marketing, Entrepreneurship

1. Introduction

The branding process for Small, Medium, Micro Enterprises (SMMEs) is one that is faced with barriers,
ranging from the expense of branding to legal regulations. Phiri (2009) warns that the ‘autocratic’ rules that
define SMMEs in this country should be removed and redefined to avoid them being hindrances and instead,
making them catalysts that promote and accelerate the growth of SMMEs. The marketing process which
branding is a function of is at times regarded as cumbersome, resulting in stagnant development in the SMME
sector. Research concluded in South Africa (SA) has found that SMMEs tend to apply reactive marketing
strategies and fail to be innovative, hurting their sustainability (Makhitha, 2009). A good marketing strategy
cannot be implemented without the existence of a brand position and strategy. SMMEs are aware of the need
and the use of marketing; however, they do not apply these strategies, adding to the distortion of growth. This
paper seeks to understand and explore the first phase of marketing, which is branding for SMMEs in
eThekwini. The purpose is to examine brand naming processes used by these entities and ascertain if a
correct process is used. The research, on which the paper is based, had the following aims to fulfill:

e To find out about Brand Naming strategies used by eThekwini SMMEs.

e To establish who the Brand Naming custodians are and their responsibilities.

e To find out the role of demographic dimensions in the Brand Naming process in SMMEs.

In eThekwini Municipality, like in most of SA, SMMEs are strategic in achieving the economic goals of the city
achieve economic growth in the city, (Naidoo, 2008). According to the Global Economic Monitor (GEM), the
failure rate for these organizations in the country is 90% (GEM, 2014). Government, both local and national
have over the years developed skills training programs to assist SMMEs. Despite this, SMMEs are still closing
down. This unfortunate phenomenon in cases where seed funding has been secured raises other questions
about the failure of SMMEs. Keller (1998) and Aaker (1996) support the view of the development of
branding; their work constantly supports the need for creation of a valued brand for trading businesses.
Without branding, businesses competing in a ‘free choice society’ will not succeed. SA has been growing in a
diverse cultural background and has potential for further growth in the years to come (Mthoba, 2004). South
Africa is regarded as a developing one, having recently moved from an unequal system of apartheid to one
which is trying to address the economic equality of all its’ citizens, despite the racial disharmony which still
exists, caused by race segregation laws known as apartheid. The system of apartheid saw skewed division of
resources based on racial lines. This being the case, there has to be strategies and policies in place created
and implemented by government to support and encourage growth, (Brand, Du Preez and Schutte, 2007),
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without racial divisions, rectifying the injustices of the past. This has become eminent in recent years due to
the economic crisis occurring globally and impacting world economies.

According to Naidoo (2007), 50% of the countries’ economic growth is due to small medium and micro
enterprise (SMME). It is therefore imperative that the role of SMMEs is fully supported and developed
accordingly, for the overall benefit of the citizens of this country, especially when predictions had been set at
6% growth rate annually and halving of unemployment by 2014 (Mthoba, 2004), and this was not reached.
The Global Entrepreneurial Monitor states that developing countries need to promote entrepreneurial
enterprise in order to promote economic growth (Parkin, Powell & Mathews, 2008). The root of branding is
in the name, without which there can be neither brand strategy nor a marketing plan and entrepreneurial
enterprises would not survive. Canada and the United Kingdom are considered leaders in strategy and policy
formulation in Small Business Development (Stevenson & Lundstrom, 2001). These countries realized before
many others that there was a rapid growing culture of small business start-ups, as such, governments needed
to be active in managing this asset and strategizing for it accordingly (Stevenson & Lundstrom, 2001). Since
1994, SA has actively been involved in support strategies and policy formalization for small businesses. This
practice has led to various initiatives, some refined from the previous government, while some from the
current government. These programs which are governed by the Department of Trade and Industry and
recently the department of Small Business Development have been fundamental in providing support to
SMMEs. These programs are designed to develop these entities and assist them in avoiding failure. However,
most of these entities still fail despite these efforts.

Researchers in the field of SMMEs identify finance as one of the vital support structures that underlie the
failure rate of SMMEs. This failure includes financial knowledge and practice by SMME owners/managers
(Struwig, 2011).Failing to find adequate markets is another area that leads to failure, Visagie (1997) and Eku,
(2007) blame poor marketing and branding for this. They suggest that once products are not packaged and
branded adequately they stand little chance in competing nationally and internationally. Brand naming is
therefore critical in achieving the latter. The brand naming process lacks academic discourse and is not
synonymous with branding strategy, though related. However, this is changing as interest grows. The reason
for interest can be accrued to the fact that the little research there is, emphasizes the importance of
appropriate brand naming strategies and how it cannot be ignored as it has the propensity to significantly
add value to organizations (Kohli & Suri, 2000). That being the case, the concept of branding is dependent on
the brand naming process for it to be regarded as suitable and of value for an organization.

The strength of a brand is what makes a product, service or retailer successful. Thus the consequence of a
successful brand provides consumers with what they require and demand in consumables, and it yields
benefits required by consumers’ (Keller, 2003). Researchers such as Abimbola (2001), Keller (2003) agree
and advise that small businesses need to have strong brand management system to perform well in the
context of their economies. Such action creates wealth for the business and its shareholders. ‘A brand name is
an asset; it adds value to the organization’ (Kering & Sethuraman, 1998, p. 2). If brands are assets for their
organizations they are of economic significance to them. It is for this reason that branding should not be
regarded as a mere concept within marketing; however, it should be seen as a function that has a significant
role in an organization and its ability to generate a profit.

Branding and SMMEs: Paucity in literature for brand naming processes in SMMEs is a problem this study
seeks solve. Berthon, Ewing and Napoli, (2008) argue that with regards to SMMEs such research is limited.
This limitation is further intensified by the fact that the study of brand naming strategies has limited research
for all business forms, only the corporate business forms, are usually investigated with regards to this
phenomenon. Recorded failure of SMMEs is found to be more prevalent in black owned enterprises (Dube,
2001). This is as a result, amongst other problems of poor education and economic structures for none-white
races, a practice which succeeded through domination and control for centuries in South Africa (Wolpe,
1972). According to Meyer-Stemer (2003) without branding, adequate branding, visibility of an SMME
becomes questionable, so does its existence. Below is a depiction in Figure 1, which shows that low-visibility,
mostly achieved by a brand, leads to difficulty in achieving success for your business.
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Figure 1: Some Obstacles for Entrepreneurship in SA
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The most influential hindrance in the branding processes for SMMEs lies in the lack of abundant financial
reserves, (Wong & Merrilees, 2005). Small firms have limited financial reserves, with limited human
resources, as well as limited time. This makes it difficult for these entities to engage with branding as they
should. This as Wong and Merrilees (2005, p 404) pointed out is perpetuated by the fact that in these entities’
branding is informal, possibly even optional, involving a narrow range of promotional tools’ in SMMEs and
suggests that this results in failure.

2. Literature Review

When reviewing most literature on branding, one discovers that there is dearth in literature defining brand
naming strategies for SMMEs. For instance, Kotler (2003) in his research only ever approached the concept
for brands that already exist and are looking to extend their line or redefine them. Such thinking is similar to
that by a world known author on branding, Kaperer (2004), whose advice on brand naming strategies is
designed for extensions. One thing is for certain, both these authors place an emphasis on exclusivity and
uniqueness in branding (Kotler, 2003; Kapferer, 2004), which can only be achieved through a choice of an
adequate brand name. Creation of a brand requires a complicated decision making process as whatever name
is finally chosen will over time, embody the product for that entity which it was created for (Kohli & LeBahn,
1995). Researchers such as Vanden Burg, Adler and Oliver (1987) have in the past and currently, been
compiling and completing research to study what the meaning of the branding process is, linguistically,
culturally and in the context of the business environment. Their research has pioneered and developed
theories that further seek to understand the brand naming processes and/or strategies.

Roszokwski in (2013) postulates that, to have a brand name or rather to choose a brand name is a process
embedded in the concept of memory. Ease of recall and the ability to easily encode a brand name and ability
to remember are of the essence for the brand naming purposes. Guided by the need to achieve ease of recall,
McNeal and Zaren (1981) and later Shipley, Hooley and Wallace (1988) agreed that to build a brand that
carried ease of recall, and stuck to memory required a process to be designed and followed. Such a process
would need certain vital stakeholder to be consulted in order for it to be completed and for it to carry the ease
of recall and memory factors that had been raised by researchers into the brand naming process. Boyd in
1985 introduced alphanumeric theories as a significant factor in achieving memory and ease of recall (Boyd,
1985).In 1995, improving on already existing theories, Kohli and Lebahn (1995) then created a six stage
process that considered linguistics and stakeholder involvement in the creation of a brand naming process.
Regardless of who names the brand, the success of an organization is embedded on an adequate brand name.
It is vital to note and advise all SMMEs that, where the brand name chosen has no inherent meaning, large
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amounts of resources would be required to promote the brand (Turley & Moore, 1995). Large amounts of
funds are not a favorable scenario, therefore Kohli and LeBahns’s (1995) study on Effective Brand Naming
Processes is one that can minimize incurring high costs when establishing a brand name.

Their theory is combined with work completed by Kollman and Suckow (2007) and later Roszkowski (2013)
to create a robust study that has considered varied perspectives to assist SMMEs. Proposition put forward by
Kohli and LeBahn’s (1995) identified Branding objectives; sometimes referred to as brand naming objectives
was explained as the establishment of a specific image and position. These objectives are used in the
construction of the six step process of brand naming. They are:

e Branding Criteria; referred to the brand name being compatible with the brand image as well as

memorability.

e Generation of New Brand names; creation of a ‘long list of possible names’ (Kohli & LaBahn, 1995,
p 16)

e Screening the name appropriateness; from the process above, choosing the names that are more
suitable.

e Researching consumers’ preferences; through the application of various research methods in
which the most preferred names should be selected

e Conducting a trademark search; submission of four or five chosen names to the patent and/or
trademark office for registration. Submitting more than one guard against the possibility of the name
you want already being unavailable.

One of the first and foremost drivers of brand naming as discussed by most authors including Kohli and
LeBahn (1995) and Roszkowski (2013) is embedded on the notion that brand naming stems from the
understanding and use of brand naming. When reviewing literature on branding strategies, Robertson
(1992) as cited by Angus and Oppenheim (2004) divulge various traits that are important when brand
naming, amongst these traits they place an emphasis on simplicity, meaningfulness and distinctiveness. These
traits are also discussed by Kohli and LeBahn’s (1995), they label them as: (1) Ease of Pronunciation, (2)
Consistency with image, (3) Ease of Recognition, and (4) the relationship between the chosen brand and
business activity, which are central to this study.

The question of who is going to brand is essential. To solve this, the question that should be posed is, whose
task is it to allocate a brand name? Is this the task of the employees, founders, customers and/or suppliers?
For most large corporations who have financial resources, they can afford to have a marketing department
which has the autonomy to invest on consumer research and varied legal and other form of agencies in their
quest to find the appropriate brand name. McNeal and Zaren, (1981) found that most of the Fortune 500
companies use the marketing departments in choosing a brand. In a study conducted by Shipley, Hooley and
Wallace (1988) in the UK (United Kingdom) supported this thinking in their research as they found that
brand naming was a task that should be performed by the marketing and the executive management team,
where possible, in consultation with legal and other agencies as mentioned above.

In South Africa, there are a number of avenues from the legal perspective that are made available to
organizations to register their business entities. All organizations have to follow the provisions by the
companies act. This act uses the CIPC to assist with the registration process, CIPC stand for Companies and
Intellectual Property Commission, (CIPC, 2016). Registering with the CIPC however does not guarantee legal
protection of a brand name until such time as when the appropriate name is selected and a number is allotted
to the organization, (Companies Act of 2008 as cited by the CIPC (2016)). Organizations are however still
expected to register their copyright protected name after this process with CIPC.

3. Methodology

Sekaren and Bougie (2010) stipulate that exploratory methodology be applied when there is limited
information in that particular field, and where there is dearth in describing the knowledge of the
phenomenon being studied. This research is descriptive exploratory research; it borrows from the ethos of
both exploratory research and descriptive research. What is researched needed to be understood, without
interference (Hair, Anderson, Tatham & Black, 1998; Babbie & Mouton, 2006). Due to the importance of the
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generalizability of the study. The study design is embedded on, (1) ontological assumptions, that stress that
the reality of the research should be objective;(2) epistemological assumption, where the researcher is
independent from that which is being researched and (3) an anxiological assumption, which ‘stressed the
unbiased nature of quantitative research applied’ as cited by Creswell (2003, p 5).It is on this premise that
quantitative methods of research were used to conduct this research where statistical inferences
implemented eliminated the possibility of human preferences and perceptions that could influence the data
captured and the analysis thereof (Cant, Gerber, Nel & Kotze, 2003).

Firstly, according to Morgan and Smircich (1980) as cited by (Matveev, 2002) quantitative research is based
on the assumption that social reality has an objective ontological structure and that individuals are
responding agents to this objective environment. This paradigm exists on the notion that the measure of
‘being’ is that which can in fact be measured scientifically (Matveev, 2002). Secondly, quantitative research
was chosen as it allows for the analysis of data to take place without contact with the respondents. The
sample was selected within the geographical area of eThekwini Municipality. This area includes the actual
CBD (Central Business District) and the surrounding residential and industrial suburbs as well as
locations/townships. The SMMEs were approached by field workers individually, to complete the
questionnaires. SMMEs approached were sourced through availability and consent to participate. No
distinction was made between formal and informal SMMEs as they both were active participants in the
economy of Durban. The final population size of SMMEs in the area is unknown; the Durban Chamber of
Commerce estimated the population size to be at around 3000, an estimation based on their registered
membership. Due to this, non-probability sampling would have to be the chosen sampling technique. For
convenience purposes and accessibility to be achieved.

Given the size of the estimated population, a sample was used to represent the population. Based on the
population of 3000.A 341 sample size was therefore determined by Sekaren and Bougie (2010) sampling
table, making up ten percent of the population. Data analysis allows for inferences to be deduced about the
data with the purpose of describing the phenomenon (Frank & Althoen, 1994). According to Frank and
Althoen (1994), it is important, in the collections phase that there are no preconceived ideas about the
phenomenon being researched, influencing the statistics. Pearson’s Correlation analysis in its application has
an implied support of this notion as it allows for as many variables as possible, thus giving rise to the data
guiding the research itself without the researcher influence, (Frank & Althoen, 1994). Cronbach’s Alpha was
used to test for reliability and a test re test method of validity testing.

4. Results and Discussion

As manifested by this study the following traits were found to be relevant in the brand naming process by
SMMEs; Ease of Recognition, Ease of pronunciation, the relationship between the chosen brand and business
activity and consistency with image. These are part of the first objective of the study which asked, what the
most prevalent brand naming strategies for SMMESs in the eThekwini area were. The research found that the
most important strategies in brand naming, scoring at a percentage of 80.5% by the respondents was; the
relationship between chosen brand and the business activity. This trait was followed by Ease of recognition at
71.6% and Consistency with image distribution at 65.8%. The trait that appears last is the Ease of
Pronunciation at 44.7%.

On the question of brand naming objectives and decisions. Six traits as per Kohli and LeBahn (1995) research
were found to be important to SMMEs. For purposes of conceptualizing the brand naming phenomenon
further, it was vital to use correlation to establish relationships that exist and define the brand naming
process. In the studies previously conducted on this phenomenon by Kohli and LeBahn (1995) correlation
was conducted to compare and contrast relationships amongst significant brand naming criteria. The
correlation (r) between the existing name purchased from another company and the existing name of another
company product was found to be -0.081. This coefficient showed that there was a weak relationship
between the existing name purchased from another company and the existing name of another company
product. The probability (p) of this correlation coefficient which is 0.539 is greater than 0.05 thus implying
that there is no statistically significant relationship between the existing name purchased from another
company and the existing name of another company product (r=-0.081, p>0.05).
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Consistency with existing product line and consistency with company image has an r value of 0.597. This
coefficient depicts that there is a strong and positive relationship between consistency with existing product
line and consistency with company image. The probability of this correlation coefficient was 0.000, less than
0.05 thus implying that there is a statistically significant relationship between consistency with existing
product line and consistency with company image (r=-0.597, p>0.05). This strong relationship proved the
impact that the product offering and company image has on the final decision making process for SMME
brand names. The correlation (r) between ease of recognition and overall liking was found to be 0.667. This
coefficient depicted that there was a strong and positive relationship between ease of recognition and overall
liking. The probability (p) of this correlation coefficient which was 0.000 is less than 0.05 thus implying that
there is a statistically significant relationship between ease of recognition and overall liking (r=-0.667,
p>0.05). SMMEs are found, in this research, to relate recognition and overall liking of brand names chosen.
This relationship therefore has a significant impact in the decision process of the brand naming process.

The correlation (r) between relevance for product category and connotations was found to be 0.289. This
coefficient showed that there is a strong and positive relationship between relevance for product category
and connotations. The probability (p) of this correlation coefficient, which is 0.006, is less than 0.05 thus
implying that there is a statistically significant relationship between relevance for product category and
connotations (r=-0.289, p>0.05)Connotations that are related to the SMME and the type of product offering
had a relationship and found to be relevant in the brand naming process. Correlation (r) between distinctive
and profane or negative connotation was 0.301. The coefficient showed that there is a strong and positive
relationship between distinctive or profane and negative connotations. The probability (p) of this correlation
coefficient which is 0.006 was less than 0.05 thus implying that there is a statistically significant relationship
between distinctive and profane or negative connotation (r=-0.301, p>0.05). SMMEs viewed that which is
profane to have a relationship with being distinctive.

Consistency between existing product line and consistency with company image was 0.597. The coefficient
depicted that there is a strong and positive relationship between consistency with existing product line and
consistency with company image. The probability (p) of this correlation coefficient which is 0.000 is less than
0.05 thus implying that there is a statistically significant relationship between consistency with existing
product line and consistency with company image (r=-0.597, p>0.05). The probability (p) of this correlation
coefficient which is 0.000 was less than 0.05 thus implying that there is a statistically significant relationship
between ease of recall and ease of pronunciation (r=-0.845, p>0.05). As discussed in the literature above, in
the brand naming process, the ability to remember and easily pronounce the brand name is significant. The
probability (p) of this correlation coefficient which was 0.000 is less than 0.05 thus implying that there was a
statistically significant relationship between versatility for use with other products and carried well to other
languages (r=-0.810, p>0.05). Versatility in the context of this study refers to the multi-faceted use of the
name which has an important relationship with being transferable across many languages as is found in the
South African context where there are eleven official languages.

The correlation (r) between outside trademark attorney and advertising agency was 0.197. This coefficient
showed a weak relationship between outside trademark attorney and advertising agency. The probability (p)
of this correlation coefficient which is 0.105 is greater than 0.05 thus implying that there is no statistically
significant relationship between outside trademark attorney and advertising agency (r=-0.197,
p>0.05).Between advertising agency and marketing research agencies, it was found that probability (p) of
this correlation coefficient which was 0.074 which is greater than 0.05 thus implying that there is no
statistically significant relationship between advertising agency and marketing research agencies (r=-0.078,
p>0.05).The correlation (r) between specialized naming consulting firms and marketing/product/brand
manager was 0.408. This coefficient showed that there was a strong and positive relationship between
specialized naming consulting firms and marketing/product/brand manager. The probability (p) of this
correlation coefficient which was 0.000 was less than 0.05, implying that there is a statistically significant
relationship between specialized naming consulting firms and marketing/product/brand manager (r=-0.408,
p>0.05).

The correlation (r) between senior marketing management and a select team of individuals from marketing
was found to be 0.880. This coefficient showed that there is a strong and positive relationship between senior
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marketing management and a select team of individuals from marketing. The probability (p) of this
correlation coefficient which is 0.000 is less than 0.05 thus implying that there is a statistically significant
relationship between senior marketing management and a select team of individuals from marketing (r=-
0.880, p>0.05).The correlation (r) between product development team and company legal counsel is 0.735 in
the table below. This coefficient shows that there is a strong and positive relationship between product
development team and company legal counsel. The probability (p) of this correlation coefficient which is
0.000 is less than 0.05 thus implying that there is a statistically significant relationship between product
development team and company legal counsel (r=-0.735, p>0.05).

The correlation (r) between marketing research development department and the chosen brand name
decided on because of what the business does is 0.033. This coefficient shows that there is a weak
relationship between marketing research development department and the chosen brand name decided on
because of what the business does. The probability (p) of this correlation coefficient which is 0.764 is greater
than 0.05 thus implying that there is no statistically significant relationship between marketing research
development department and the chosen brand name decided on because of what the business does (r=-
0.764, p>0.05).These study results made it possible to rank these in the order of importance according to
SMME practitioners. In Table 1 is the representation of these relationships is in accordance to SMMEs
preferences, for ease of use, a relationship trait title has been coined for each. This table thus provides a
qualitative summary of the results

Table 1: Trait Relationships Significance in Brand Naming for SMMEs

Order of Relationship Trait Title Trait relationship significant in branding

Importance

1 Recognizable and Likable Ease of recognition & Overall liking

2 Language and Product Flexibility =~ Versatility for use with other products & Carriers

well to other languages

3 Recallable and Easy to Enunciate  Ease of recall & Ease of pronunciation

4 Based on product line and Consistency with existing product line &
Company Image Consistency with company image

5 Different and Profane Distinctive &Profane or negative connotation

6 Product category and Relevance for product category & Connotations
connotations

Source: Emerged from qualitative data, transformed from quantitative analysis

Quite a significant number of businesses did not respond to the question asking them to define their product
offering. This could mean they were not aware of what their core product was, suggesting a lack of a
fundamental skill in running a business which is defining, comprehending and articulate the core activities of
one’s business. It is quite interesting that according to this research, the most important reason for brand
naming for these SMMEs seems to be the need to set oneself apart from competitors. Table 2, provides brand
Naming Objectives. The largest valid percentages of the respondents, 27.3%, felt that being easily identifiable
was the main purpose to engage within the brand naming process. 24% of the respondents were driven by
the need to establish product differentiation. This was followed by 21.3% who saw brand naming as a way to
convey intended position. 12.7% engaged with brand naming in order to establish a distinct segment. Whilst
8.4 % used it to establish a distinct image whilst 10.7 % viewed the purpose to engage with brand naming
processes necessary to make trading easier. Given these results however, it is important to note that 78.9 of
the respondents responded. At no point in answering all questions regarding brand naming objectives did all
respondents participate, it was only when the objective of identification was raised, the results showed the
highest participation rate of 41 respondents which is 21.6%.
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Table2: Brand Naming Objectives

Frequency Percent Valid Percent Cumulative Percent

Convey intended position 32 16.8 21.3 21.3
Establish products 18.9 24.0 453
differentiation

Valid Establish a distinct segment 19 10.0 12.7 58.0
Establish a distinct image 16 8.4 10.7 68.7
Identification only 41 21.6 27.3 96.0
Ease of trade 6 3.2 4.0 100.0
Total 150 78.9 100.0

Missing  System 40 211

Total 190 100.0

The implication revealed by the respondents behavior in dealing with brand naming objectives, could explain
possibly a lack of knowledge about the concept of branding and their objectives. In Kohli and LeBahn (1995)
process, the step that follows requires choosing a good pool of brand name alternatives; this did not seem to
be the practice by SMMEs, differing from the concepts shared by Kohli and LeBahn (1995). When observing
results from this study it is clear that this step is one that is not used nor considered. Only 13,2% of the SMME
respondents admitted to relying on this method. Brainstorming was found to be used quite significantly for
the brand naming process with 70.5% of respondents agreeing to use it for this purpose. For a strategy to
exist, it is guided by objectives. Successful companies in their brand naming process use specific objectives. It
is these objectives that are found to be fundamental in achieving success in the brand naming process, these
are; Conveying intended position; establishing a product differentiation: Establishing a distinct image ;
Identification and Ease of trade. Though the responses were low, SMMEs were only found to rate: Ease of
trade, Identification and establishing a distinct image as important. Not realizing that all these are as
important for a successful brand name to be established.

Brand naming custodian was other objective in study. In the literature above, Turley and Moore (1995) ask
the question of who should carry the responsibility of branding naming. Theory identifies various sources for
this function ranging from employees, trademark specialists, brand naming consultants, (Kohli & LeBahn,
1995) to name but a few. The one source of this action mentioned by all who have written on the field of
brand naming is the identification of the marketing departments as the custodian of the brand naming
function, McNeal and Zaren (1981). This practice varied, other authors lend this responsibility to executive
management and the marketing department. The empirical study assesses all the various roles of
responsibility, ranging from consumers to specialists in branding and employees, to name but a few. With all
these various possibilities probed, owners were found to be of more significance. With regard to other
possible role players of importance in brand naming, the respondents did not answer at all, which raises the
question of awareness and adequate skills or lack thereof which the SMME industry is marred by, as Dube
(2001) purports. 44.7% of the respondents did not provide information about the highest education level
passed which manifests the possibility of a lack of it. This would explain and support Dube (2001) who is of
the notion that skills development is paramount to the development of SMMEs in South Africa. This suggests
that there could be a country wide understanding of this phenomenon, still open to further investigation.

Limitations of the study

e It is necessary and imperative that a study assessing and defining the brand naming behavior be
conducted with a greater sample from all regions of the country for it to be recognized as universal to
South Africa.

o Use of a multivariate analysis method could have defined the relationship between demographics
and the various traits better, towards the understanding of the brand naming strategies used by
SMMEs. Therefore the methodology of this study could be regarded as limiting.

e Language was found to be pivotal when strategizing for brand naming processes though this variable
is beyond the scope of this paper. It is essential to note for further research. In a country with eleven
official languages, the most important trait to consider was that of ease of recall, followed by easy to
pronounce, then transferability to other languages. All of these show that language usage is a great
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concern for SMMEs when brand naming. It seems to be the most important drive behind choice of
brand.

5. Conclusion and Recommendations

The first research objective of the study which investigated brand naming strategies for SMMEs found that
even though some of the vital traits and strategies were present, a majority of the vital one’s were still not
considered and possibly not known. The study reveals that Ease of trade, Business identity reasons,
establishment of a distinct segment and image form part of the brand naming decision by SMMEs as they
should. Embedded within the objectives was the existence of certain traits found to be important in this
process, again for SMMEs there were concepts found to be lacking, specifically, positioning, which embodies
the essence of branding and marketing. The second being product differentiation, a vital trait in brand
strategy formulation therefore in the process of brand naming as well. The knowledge aspect is further
supported by the fact that the results of this study, also reveal that most of these organizations cannot
articulate what the core of their business is, which is a fundamental aspect in becoming efficient and effective
in running a business and in identifying objectives.

A significant relationship was found creating variables that are important in the brand naming process by
SMMESs. These were ranked into six traits as discussed in the results section, however, they lacked the
variable that require resource investment which were, (1) Outside trademark attorney and (2) Marketing
research agencies. The third objective of this study probed who the custodians of this process in SMMEs
were? What was found was that SMME business owners made decisions without consultation on brand
names. The use of other important stakeholders was not considered, i.e. the consumers, legal and other
relevant experts in the field of branding and marketing. The question of resources is one that appears a
number of times when reading the research results. This can firstly be seen when the question of who is
responsible for the brand naming process. Even though SMMEs recognize the existence of important supplier
organizations like agencies, trademark specialist, research agencies, etc, they are however not used. Given the
turnover of most of these entities, the financial resource availability could be the reason for not using these
entities in the brand naming process, as the owners are constantly attempting to bootstrap from the top of
their head and not strategy. Again, the question of a lack of knowledge and skill is to blame, because if these
organizations understood the financial power carried by a brand, they would in reality invest more on it and
realize that brand naming and branding expenditure is in fact an investment for their organization.

Recommendations: Given the findings of this study, the following is advised and recommended:

e More branding and marketing programs which teach purpose and use of branding and their
objectives need to be developed by both the private and public sector SMME training entities.

e There is a need for SMMESs to emulate the processes that are used by Large organizations this means
investing resources in the brand naming process to hire the experts and expertise required by this
process, i.e. use of attorneys, advertising agencies, purchase of certain assets, like existing brand
names, amongst other possible brand names.
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Abstract: Sorghum farming group in South Africa is divided into the smallholder and business ranchers
attributable to the distinctions in cultivar sizes, utility creation and production strategies. Sorghum is utilized
primarily for sustenance and refreshments in Ga-Masemola (GM) town. Smallholder sorghum farmers in the
town utilize some portion of their wage for recreation, goat and cows' compost are utilized as manures to
enhance soil fruitfulness and increment sorghum yield, they rely upon precipitation water for water system
and they have no entrance to expansion administrations. The study distinguish and depict the socioeconomic
characteristics of smallholder sorghum farmers in Ga-Masemola town; it look at the causes of technical
efficiency among smallholder sorghum ranchers in the town; and it recognize and portray difficulties
confronted by smallholder sorghum farmers in the town. Essential information was gathered utilizing
organized surveys and an example size of 48 smallholder sorghumfarmers in the town was chosen. Cobb
Douglas model was utilized to analyse the information or data gotten.The socioeconomic characteristics of
smallholder sorghumfarmers were:farming experience, age, sexual orientation, instructive level and family
unit measure. The study indicates that the determinants of technical efficiency among smallholder
sorghumfarmers in Ga-Masemola town that were observed to be huge are the measure of land dedicated and
the amount of seeds utilized. Farmers are confronting difficulties, for example, sicknesses, low capital, pests,
separation to the homestead, absence of water and atmosphere (i.e. climate) changes.The study suggested
and recommended that smallholder sorghumfarmers in Ga-Masemola (GM) town require arable land to
expand their production; they additionally require agricultureextension officers for training and spreading or
disseminating information aboutinputs allocation. Besides, the smallholderfarmersshould be encouraged to
utilize enhanced seeds varieties in order to expand their technical efficiency.

Keyword: Commercial Farmers, Ga-Masemola Village, Smallholder, Sorghum Farmer

1. Introduction

Sorghum farming group in South Africa can be grouped into the smallholder and business farming because of
the distinctions underway, promoting and farm sizes. In 2007, the South African Sorghum Industry turned
out with a research work that affirms sorghum as a basic to sustenance security for African continents in light
of its qualities as a dry season safe yield among different grains and its nutritious qualities.The average yield
of sorghum crop on smallholder farms is 0.8 tons for each hectare, this is the estimated value for all Southern
African Development Community (SADC) nations. In Limpopo Province, sorghumfarmers grow and produced
on 25,342 ha least, with Sekhukhune is by and large of 19,033 ha, Waterberg will deliver on 3,410 ha and
Capricorn on 2 899 ha. Limpopo Province is known to create more than 20,000 tons of sorghum (Mmbengeni
and Mokoka, 2002). Sorghum crop is fundamentally delivered for home utilization in Ga-Masemola town. It is
utilized as a part of making sustenance and drinks consumption. Sorghum farmers in these towns utilize
some portion of their salary on generation, once in a while waste from goats and cattle’s are utilized as
composts to enhance soil richness and increment the yield on sorghum plantation, rainfall water is the
significant hotspot for water system and expansion services are not given.Lefophane et al. (2013), ascertained
that technical efficiency is basic in emerging agriculture. These farmers are obliged by financial
circumstances; they are attached to utilizing restricted assets and rely upon government for help to move
from small-scale to business purposes.

Problem Statement: Because of the significance appended to residential utilization of sorghum in the
nourishment and drinks production in Ga-Masemola Village, to think about determinants of technical

efficiency among smallholder sorghum farmers is right way since this will give a helpful data about the details
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include for ideal execution by these smallholder sorghum farmers.Smallholder sorghum farmers in the area
more often than not hone subsistence farming and are confronting issues in shortage of assets and off base
utilization of assets that are accessible for instance with the end goal for them to deliver, they require access
to great quality sources of info. They have no entrance to augmentation administrations. Notwithstanding,
even with the accessibility of augmentation officers who are in charge of spreading information to these
farmers, thefarmers require information on the amount of the assets to use with the end goal for them to go
on massive production of sorghum.They utilize goat and dairy cattle's compost as manure to enhance soil
fertility and increment of sorghum yield and they additionally rely upon water from precipitation for water
system purposes. A portion of the smallholderfarmersin the village need funding to purchase seeds, composts
and so on.Since sorghum is utilized principally for nourishment and refreshment purposes in the village, if
these smallholder sorghumfarmersare actually inefficient this may prompt diminished efficiency of sorghum
and in the end prompt sustenance uncertainty, diminish work extent and will likewise debilitate farmers to
keep producing sorghum crop. Hence, the study sought to examine the causes of technical efficiency of
smallholder sorghum farmers in the study area.

Objectives of the study

e To examine the causes of specialized proficiency among smallholder sorghum farmersin Ga-
Masemola (GM) village.

e Profile the financial attributes of smallholder sorghumfarmers in GM village.

o Assess the determinants of specialized effectiveness among smallholder sorghumfarmersin GM
village.

o Identify the difficulties confronted by smallholder sorghum farmersin GM village.

Research questions
e  What are the financial features of smallholder sorghumfarmersin GM village?
o  What are the causes of specialized proficiency among smallholder sorghumfarmersin GM village?
o  What are the difficulties confronted by smallholder sorghum farmers in GM villages?

2. Literature Review

Technical Efficiency and Its Determinants: Mokgalabone (2015) analysed the technicaland allocative
effectiveness of small-scale maizefarmersin Tzaneen region. Cobb-Douglas models were utilized for the study.
The Cobb-Douglas production functions results revealed that small-scale maizefarmersin Tzaneen district
were in fact proficient “in the production of maize with the mean technical efficient value of 0.71%
(Mokgalabone, 2015). The study additionally found thatfarmers were allocative inefficient with a mean
allocative efficiency value of 0.39%. The discoveries fromlogistic regression model revealed that the level of
training, background in cultivating, access to water system, buying of hybrid seeds, access to credit and
extension visits were emphatically noteworthy towards the production of maize. From the investigation, the
smallholder farmers in Tzaneen municipality were in fact proficient in the production of maize”.Stochastic
frontier methodology was utilized to decide the technical efficiency among some chosen smallholder farmers
in Kogi State (Adama, 2014). Consequences of the study uncovered that family and hired worker were
generally utilized for cultivating exercises. It is additionally uncovered from the investigation that a
substantial variety in the evaluated technical efficiencies ranges from 0.19 and 0.93, with 0.64 as a mean
value, signifyinga lot of opportunitiesfor increment in the technicalefficiency.lt was additionally uncovered
that small-scale maize farmers in Ga-Mothiba are subjected to diminishing returns to scale implying that
small-scalefarmers are in fact technicallyinefficient in the production of maize. On-farm trainingpolicy to
smallholder maize farmers was along these lines recommended to government. In conclusion, farmers must
be trained in the detail engaged with seed and compost application and the need to make use of hybrid and
thereis need for extension service delivery.

In Kenya, Njeru (2010) studied factors that impacts technical efficiencies among chosen farmers in Uasin

Gishu area, and stochastic wilderness production functions was utilized as a part of the investigation. The
work uncovered that the magnitude of technical efficiency differed from one farmer to the other ranging from
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48.9% to 95.1% with a mean value of 87.2%. This suggeststhatfarmers lost just about 13% of the conceivable
yield to technical inefficiency aspects” (Njeru, 2010).The variables that prompted inefficiency were level of
literacy, access to credit and responsibility for capital equipment. Propelled level of training which is 12 years
or more or optional or more, altogether diminished inefficiency and furthermore access to credit facilities and
having farm equipment. It was suggested that farmers should be instructed on the utilization of better
practices, for example, the utilization of better-quality seeds and use of prescribed levels of compost i.e.
fertiliser.The responsible factors such as, access to credit, nearness of dependents, and size of field for crop
production, estimation of advantages and wage from domesticated animals’ increment technical efficiency.
While family measure, utilization of creature draft control, arrive size and area in low rain zones prompt
inefficiency. Along these lines, it was concluded that sorghumfarmers are poorer with low incomeand assets.

Lefophane et al. (2013), estimated technical efficiency in input use by credit and non-credit
useremergingfarmers in Maruleng Municipality of Limpopo Province of South Africa. The study utilized Cobb-
Douglas Production work model. Technical efficiency levels for credit users was observed to be 9.843 and for
non-credit clients was observed to be 2.892 which is too wide and it infers that being proficient is connected
to credit utilize and consequently, credit is” a critical instrument to build technicalefficiency levels of
ranchers. The conclusion that excited from the examination was that credit can help ranchers in gaining
inputs required in the creation procedure and in this manner, it is a vital tool for enhancing farmers
specialized effectiveness level.A similar report was presented by Ataboh et al. (2014) “on determinants of
specialized proficiency among ricefarmers in Kogi State. Stochastic Production Frontier Analysis” was utilized
as a part of the investigation. It was uncovered that homestead size, seed, and compost utilized were essential
components required for an expanded rice profitability. The specialized productivity of ricefarmersfluctuated
because of the nearness of specialized wastefulness with “the mean proficiency estimation of 0.54 suggesting
that around 46% of rice yield is lost” because of farmer’s wastefulness (Ataboh et al.,, 2014).The factors used
such as, age, family unit size, and enhanced variety can cause an expansion in specialized effectiveness of rice
farmers. The profitability of the elements could be enhanced by expanding, the homestead measure, amount
of seed, fertiliser utilized and the level of labour. On the other hand, alternative wellsprings of agro-chemicals
can be used byfarmers so as to have bumper production. Rice farmers can likewise utilize hybrids varieties of
rice in order to build their specialized proficiency.

Mustapha and Salihu (2015) chipped away at the causes of specialized proficiency of maize and cowpea inter-
cropping among women farmers in Gombe State. The investigation utilized unmistakable measurements and
stochastic outskirts generation work demonstrates. Results from distinct measurements uncovered “that
61% of the respondents were between 40-59 years with a normal ranch size of 1.88 hectares. While the
results of stochastic frontier production function analysis showed that estimated coefficients(cultivate
measure, manure, family work, enlisted work and amount of seed utilized) of the free factors in the model
were sure and critical at either 1% or 5% level aside from amount of agro-chemicals utilized. The study
uncovered that Size of family unit, educational level, cultivating background, access to extensions benefits and
off-cultivate salary were the significant determinants of specialized productivity in the study area”. The mean
technical efficiency “of thefarmerswas 0.84 signifying that women farmers are moderately effective in
maize/cowpea” inter-cropping (Mustapha and Salihu, 2015). It is suggested that a serious endeavours at
growing the extent of maize/cowpea inter-cropping be giving a possibility base on the technical efficiencyfor
the production system.Otieno et al. (2012) dealt with determinants of technicalefficiency on beef cattle
rearing which steers farming and production in Kenya. The tools utilized were stochastic meta-frontier
technique to estimate technicalefficiency levels in hamburger cows’ production in Kenya. Subsequently, a
Tobit model was utilized to evaluate factors that influenceefficiency. Results indicate that the
averageefficiency level is 0.69; proposing chip away at enhancing beef production in Kenya is the privilege.

It was discovered that controlled dairy cattle rearing strategy, access to advertise contract, accessibility of an
expert farm manager, off-cultivate salary, group size andfarmers’ age all contribute decidedly to effectiveness.
Be that as it may, cultivate size, wage, and formal training did not impact proficiency of cows’ production. In
rundown the scientist exhortation that for an improved productivity, considering the significance of the
domesticated animals undertaking to rural livelihood and its potential part in destitution, there will be
reduction in the requirement for suitable advancement strategies.Chepng'etich et al. (2015) led an
investigation on factors that influence technical efficiency of sorghum production, smallholder
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sorghumfarmersin lower Eastern Kenya are the focus on respondents. Graphic insights and Tobit display
were utilized as a part of the study. The result of the investigation revealed that technical efficiency was
affected emphatically by formal training level of the family unit, quantities of years in sorghum
farming,farmers’ affiliations participation, Numbers of employed worker, production advice, and utilization of
local compost. Family unit estimate affected technical efficiency. It was additionally prescribed that
endeavours should concentrate on enhancing data streams on agronomic practices to expand specialized
proficiency. Farmers ought to likewise be urged to shape and effectively take part in differentfarmers’
affiliations, which upgrade learning and pooling of work assets, subsequently, enhancing specialized
proficiency.

Fadzim et al. (2016) evaluated determinants of technical efficiency among smallholder cocoa farmers in
Malaysia. The investigation utilized the Tobit estimator connected in a two-arrange examination
methodology. Results showed that factors proportion, farmers’ involvement, record keeping, level of
information and farmer's status were factually huge at 1% level of importance. Meanwhile, factors age,
training, separation and life partner association were not measurably critical. These outcomes demonstrated
thatfarmers’involvement and financial factors, for example, level of learning, record keeping and farmer's
status could influence efficiency. The aftermath analysis showed that record keeping, level of information and
status of farmers (either low maintenance or full-time) influences specialized proficiency. This outcome
suggested that approaches that would specifically influence these distinguished factors ought to be sought
after. Koirala et al. (2013) researched determinants of rice profitability and technical efficiency in the
Philippines. The investigation utilized stochastic outskirts production technique in the Cobb-Douglas useful
shape. The outcomes indicated that fuel, manure, lease of land, planting season, and land territory were the
elements that influence both production and technicalefficiency of rice production. It was discovered that the
mean specialized productivity score is 0.54. It was additionally uncovered that land range, planting season,
fuel cost, compost cost and land lease had positive huge association with the estimation of rice production in
Philippines. In conclusion, fuel cost, compost cost, lease of land, time of planting, and land zone affected the
two levels of profitability and technical efficiency levels of rice farmers in the Philippines”.

Another study was also conducted by (Bahta et al., 2015) on “a meta-frontier analysis of determinants of
technical efficiency in meat production”, this research work was done in Botswana. The expository
instruments utilized are stochastic meta-frontier model and a Tobit regression model to estimatetechnical
efficiency and meta-technology ratio. Variables influencing efficiency of meat production in Botswana were
additionally evaluated. The result is as per the following, the average technical efficiency “level was 0.496 for
the entire example and 0.355, 0.463 and 0.571 for cattle beef farms who participate only in cattle, crops yield
and little stock farming, respectively” (Bahta et al., 2015). Importantly, the study suggested that there is a
need for suitable policies to be instituted regarding improving efficiency,taking into consideration the
importance of livestock sector in poverty reduction. Especially, such policiesshould be targeted on provision
of technology-related services such as controlled breeding methods.

3. Methodology

Study Area: This study was conducted in Ga-Masemola village, Makhuduthamaga Local Municipality (MLM)
of Sekhukhune District (SD). SD workplaces are in Groblersdal and Makhuduthamaga is situated at Jane
Furse. The “village is one of 146 settlements Makhuduthamaga region and is one of the poorest in Limpopo.
Ga-Masemola town is arranged 65km towards the eastern side of Marble Hall, 82km south-west of
Polokwane, which is the capital of Limpopo Province”.

Research Instrument: Structured questionnaires were utilized to gather essential information from the
respondents. Multi-stage and straightforward sampling strategies were utilized to test the respondents. The
multi-organize examining was completed in stages, the principal arrange was the choice of the region from
the SD and MLM were arbitrarily chosen, the second stage was the determination of the village in MLM and
GM village was chosen and the last stage which is organize three was choosing respondents from the
village.The study adopted random sampling technique to assess 48 smallholder sorghum farmers in the
village. Graphic insights was utilized to depict the financial attributes, for example, age of the farmer,
educational level, sexual orientation, family size and cultivating knowledge of smallholder sorghumfarmersin
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the study zone. The illustration used to represent this, is pie chart, while frequency tables and bar diagrams
are also explored.

4. Results and Discussion

Figure 1: Farming experience of smallholder sorghum farmers
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Socio-economic characteristics of smallholder sorghum farmers:Figure 1 indicates that 33.3% of farmers
had been in sorghum farming for 10 years and less. 35.4% practiced sorghum farming between 11 and 19
years. 6.3% have been in sorghum farming between 20 and 29 years. 8.3% had between 30 to 39 years of
experience in sorghum farming. 12.5% of the respondents have been in sorghum farming between 40 and 49
years while 4.2% of these farmers practiced sorghum between 50 and 59 years. Most of the farmers
interviewed have between 11 and 19 years of farming experience which implies that farmers are not actually
familiar with the farming activities as yet and the study revealed that most of these farmers need more
training in sorghum production.

Figure 2: Age of the smallholder sorghum farmers
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Figure 2, figure above indicates that 10.4% of the farmers interviewed were between the aged of 40 years and
less. 12.5% were aged between 41 and 50 years. 27.1% were aged between 51 and 60 years. 22.9%
accounted for age range between 61 and 70 years. 18.8% were aged between 71 and 80 years while 8.3%
were aged between 81 and 90 years. Majority of the active sorghum farmers were aged between 51 and 60
years. This is an indication that the area still has a lot of middle aged farmers participating in the production
of sorghum. However, youth and younger aged are not into the production of sorghum in the study area, the
youth should be motivated into sorghum farming.

Figure 3: Gender of the smallholder sorghum farmers
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Figure 3 shows the proportion of age of smallholder sorghum farmers that were interviewed in the study
area. The study revealed that 58.3% of the participants were females while 41.7% of the total respondents
were males. The results indicate that the study area have more females farmers in the production of sorghum
than their male counterparts. This result shows why females were remaining in rural areas to practice
agriculture in order to look after their households in terms of food and tilling while males went to the urban
areas for work in order to alleviate poverty. This reduces gender inequality in the village.

Figure 4: Farmers’ household size
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Figure 4, is all about the smallholder sorghum farmers and the size of their family in terms of number of
people residing in their households. Household size has an influence on the volume of farming activities such
that family labour can help improve production more than hired labourers. That is, if a household size is small
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the farmer will need to hire people to help in some farm activities such as weeding, fertilising, ploughing etc.
The study revealed that 6.3% of the households interviewed had 4 members and less. 39.6% households had
between 5 and 7 members. 37.5% households had between 8 and 11 members. 8.3% households had
between 12 and 15 members and 8.3% households had between 16 and 19 members.

Table 1: Cobb-Douglas results

Independent variables Coefficients Standard t-ratio Significance
error level
Constant 4.369 0.605 7.221 0.000
Land size in ha 0.803 0.105 7.648 0.000
Supply of labour 0.003 0.058 0.052 0.954
Access to irrigation water 0.017 0.044 0.386 0.693
Access to fertiliser 0.067 0.046 1.457 0.159
Seeds used 0.542 0.176 3.080 0.004
Farming experience of the 0.069 0.049 1.408 0.169
farmer
Age of the farmer -0.237 0.197 -1.203 0.238
Gender of the farmer -0.013 0.051 -0.255 0.800
Educational level of the 0.001 0.020 0.046 0.989
farmer
Tractor use 0.002 0.057 0.035 0.967
Access — toextension ., 0.041 0.659 0.518
services
Credit access 0.031 0.051 0.608 0.539
Farmers’ household size 0.032 0.079 0.405 0.691

Technical efficiency and its determinants among smallholder sorghum farmers:Table 1 shows the
Cobb-Douglas model that was used in defining technical efficiency of the farmers. The linear regression
results show that two variables were important out of thirteen variables in table 1 above. The size of land and
quantity of seeds used are the variables that were found to be significant. All the coefficients of the model
have positive signs but age and gender of the farmers have negative signs.

Size of the land: Size of the land has a positive coefficient of 0.803. This shows that 1% increase in the size of
land would results in 80.3% increase in sorghum production. It was found significant at 1% significant level
and a significant value of 0.000. The results reveal that the size of the land is the most important resource in
the production of sorghum and it implies that as the size of the land increases sorghum production will
increase. This concurs with the results of Mustapha and Salihu (2015) on determinants of technical efficiency
of maize/cowpea intercropping among women farmers in Gombe State, Nigeria.

Quantity of seeds used: Quantity of seeds used has a positive coefficient of 0.542, meaning that 1% increase
in quantity of seeds would results in 54.2% increase in sorghum production. Therefore, quantity of seeds
produced is at 1% level significant and at a value of 0.004. The results concur with Ataboh et al. (2014) on
determinants of technical efficiency among rice farmers in Kogi State, Nigeria. Application of more seeds may
increase output.

Table 2: Elasticity of factor inputs

Independent variables Elasticity
Size of land 0.803
Quantity of seeds used 0.542
Total (Returns to scale) 1.345

Table 2 depicts the elasticity of factor inputs. The return to scale was found by adding the value of betas (8); it
indicates what would happen to output of sorghum if factor inputs were to increase simultaneously. The

23



Journal of Economics and Behavioral Studies (JEBS)

Vol. 9, No. 6, December 2017 (ISSN 2220-6140)

elasticity of factor inputs is indicated in table 2 above. The results show that the return to scale of smallholder
sorghum farmers in the study area is 1.345 which implies an increasing return to scale and thus, the output is
increasing more than proportionally. An increasing return to scale indicates that farmers are technically
efficient in the production of sorghum.

Table 3: Adjusted R square and standard error of estimates
Adjusted R square Standard error of estimates
0.916 0.129

Table 3 indicates the adjusted R square of 0.916 which indicates that 91.6% is explained by the independent
variables in the model and the remaining 8.4% is from outside the model. The standard error of estimates in
the table above, measures the accuracy of the model which implies that there are 12.9% chances of errors in
the model. Therefore, it implies that the model was good and the variables included were relevant.The value
of adjusted R squared and standard error of estimates show that the model is robust/good because 91.6% of
the variables explained technical efficiency of smallholder sorghum farmers in the study area while 12.9% are
the probabilities of making wrong estimates.

Challenges faced by smallholder sorghum farmers in Ga-Masemola village: Incident of pests, inadequate
rainfall (lack of water), climate change, lack of capital, diseases and distance to the farm are some of the
challenges identified in this study area. If these challenges are resolved, there will be an increased production
of sorghum which will enhance the technical efficiency of sorghum farming. The main challenge facing
smallholder sorghum farmers in the village is lack of water and most farmers depend mainly on rainfall for
irrigation purposes. Lack or access to capital is also a major challenge faced by these farmers. It makes
farmers unable to purchase adequate amount of seeds, fertilisers, pesticides etc.

Table 4: Challenges faced by smallholder sorghum farmers in Ga-Masemola

Challenges faced by farmers Frequency Percentages
Diseases 4 8.3

Low capital 10 20.8

Pests 7 14.6
Distance to the farm 2 4.2

Lack of water 21 43.8

Climate changes 4 8.3

Total 48 100

Table 4, shows the array of challenges being faced by the sorghum farmers in the study area. 43.8% of the
farmers complained of water for irrigation purposes. 20.8% of farmers have no capital to purchase some of
the farming inputs. 14.6% of farmers interviewed are affected by pests. 8.3% of farmers are affected by crop
diseases. 8.3% of farmers are affected by impact of climate change and while 4.2% indicated that distance to
the farm is a challenge to them.

5. Conclusion

Inquiries on thesocio-economic characteristicsof smallholder sorghum farmers in Ga-Masemola village were
inquired. The determinants of technical efficiency of smallholder sorghum farmers in Ga-Masemola village
were additionally investigated. Finally, the difficulties confronted by smallholder sorghum farmers inGa-
Masemolavillage were featured.The outcome of this study reveals that the socioeconomic characteristics of
smallholder sorghum farmers inGa-Masemola village include:farmingexperience, age, sexual orientation,
educational level and family unit measure. The determinants of technical efficiency in Ga-Masemola village
include: the measure of land and the quantity of seeds utilized, these factors were observed to be noteworthy.
The difficulties confronted byfarmersinclude: infections, low capital, pests, distance to the farm; absence of
water and weather instability.
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Recommendations

¢ Smallholder sorghum farmers in Ga-Masemola village should be giving an opportunity to acquire
more arable land, with a specific end goal of increasing their production and their technical
efficiency.

e A quality and enhancedextension services delivery systemmust be set up by government, and again,
all the farming inputs like quality seeds shouldbe made accessible at affordableprices.

e The smallholder sorghum farmers should to be encouraged to utilize better and quality varieties of
seeds with a specific end goal to enhance their technical efficiency.

e The smallholder sorghumfarmers require extension officers for training and dissemination of
information about inputs allocation especially seeds. This may bring about an increase in sorghum
output.

e Finally, the youth should to be encouraged to practice sorghum farming in light of the fact that they
are young andstrong to perform the farm activities, they are also able to adapt to new and advanced
technologies.
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Abstract: Self-service banking technology is gaining recognition globally in spite of its numerous challenges.
Debit cards, ATMs and other Self Service Technologies (SSTs) are well received in South African market;
however, customers seem cynical about Internet Banking (IB). IB consumer’s adoption patterns frameworks
are tested within this paper based on a framework providing for the South African market with the best
explanatory power. Thus, investigating consumer readiness (CR) and individual differences (IDs) variables as
common groupings usually cited in the literature consumer variables predictive efficacy, provide better
understanding of the consumers towards SSTs in South Africa.CR comprises role clarity, ability and
motivation (extrinsic and intrinsic), while IDs includes inertia, technology anxiety, need of interaction,
previous experience and demographics. This study purposes to identify among IDs and CR variables, which
one with greater predictive power on IB adoption in South Africa.Considering this gap within the body of
knowledge, in relation with IB adoption behaviour among the South African consumer is therefore the
present article primary objective. Consumer’s individual differences (technology anxiety and education
variables specifically) as exogenous variables, through a large sample size (n=1516), descriptive quantitative
analysis, were found in context of South African market with greatest predictive power for IB adoption by
comparison over consumer readiness. In South Africa particularly for marketers, these findings therefore are
a set of relevant keys that can be useful in promoting IB adoption.

Keywords: Internet banking, Consumer choice behaviour, Individual differences, Consumer readiness

1. Introduction

The banking industry in South Africa has experienced meaningful reforms in the past recent decades. In the
1990s South Africa went through progressive financial service deregulation and this has largely shaped the
country retail banking (Falkena, Bamber, Llewellin & Store, 2001; Moyo, Nandwa, Oduor & Simpasa, 2014:2-
4). As result of the global deregulation trend, various self-imposed monopolies and restrictions were
removed in South African banking industry. For instance financial institutions were now permitted to offer
banking services, and by so doing increase the industry competitive pressure. Banking institutions were
specialised in innovations products as electronic banking systems and channels of technologies-based
products as strategies to maintain rapid distribution and diffusion (Falkena, Bamber, Llewellin & Store, 2001,
2001:390; Moyo, Nandwa, Oduor & Simpasa, 2014:2-4). A range of SST services were introduced between
1996 and 2000 (Manson, 2002) these include debit cards, ATMs among others. These became the main SST
and were well received in South African market; however, customers were undecided about IB usage
(Maduku, 2013:78). IB, within the retail banking in South African market still occupied the lowest rank as
adopted SST (World Wide Worx, 2013) and for IB consumer patronage, subsequent encouraging efforts were
used. Formulating effective marketing strategies policies’ challenges remained within financial institutions
while seeking to increase IB usage (Wu, 2005; Maduku, 2013:94; Agwu, 2015:100). Internet and Internet
banking diffusion knowledge and patterns of adoption are limited. In spite of IB international increasingly
recognition, South African decision makers still lack appropriated sound policy as far as the marketing is
concerned. Academic research regarding IB adoption area in South Africa and remaining others developing
countries in the world remained scanty (Ramavhona & Mokwena, 2016:2) and in most cases inconclusive as
focusing only on one common grouping variables. Sound scientific guidance work is therefore needed for the
shifting of consumer behaviour to IB adoption. Considering this gap within the body of knowledge, in relation
with IB adoption behaviour among the South African consumer is therefore the present article primary
objective as far as clarification among findings inconsistencies’ is concerned. This paper, against this
background seeks to test different IB consumer adoption patterns’ conceptual frameworks intents to
ascertain for the South African market, the framework with best explanatory power. Following section is on
discussion regarding IB in South Africa. Then a presentation of IB adoption framework is made. The
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methodology further with findings section is presented. Results and discussion regarding summary findings,
managerial, limitation and recommendation on future research will close the section.

2. Literature Review

Internet banking in South Africa:The South Africa’s return into the universal economy since the early
1990s, the deregulation’s global trend, the universal’s financial services conglomerates rising and the
accelerated technological expansions all together contributed to the new shaping of the financial sector in
South Africa (Falkena et al., 2001:80; Baliamourne, 2002). Today e-banking services are provided by the
totality of South African banks like the ‘big four’ namely ABSA, FNB, Standard Bank and Nedbank (Ramavhona
& Mokwena, 2016:2). With only 23 per cent, the South Africa’s IB user rate is still notably low (World Wide
Worx, 2013). IB is customers’ banking services delivery using the Internet network (Yiu, Grant & Edgar,
2007:337; Ramavhona & Mokwena, 2016:2). Balances checking, third-party payment and inter account-
transfers are various functions available while using IB, as it is for e-banking (Kyobutungi, 2014).
Subsequently, online banking functions are performed within this process by the consumer (Onay & Ozsaz,
2013).Very few works has been done in South Africa in order to reinforce banking SSTs marketers’
knowledge regarding consumer’s attitudes to their adoption (or rejection). Thus, conducting further research
on IB is therefore crucial to the advancement of IB in South Africa. Through this research, new contributions
will be made in the area of consumer’s perception of IB usage, adoption of IB and consumer behaviour. To
achieve the stated objective, the study developed a framework for individual differences and consumer
readiness, predictive power over internet banking adoption in South Africa.

Internet banking adoption framework: Meuter et al. (2005:63) identify the five individual characteristics
that influence the usage of technologies, as: inertia, technology anxiety, needs for interaction, previous
experience and demographics. Research findings demonstrate that these factors also influence technology
innovation adoption (Kelly, Lawlor & Mulvey, 2010:1). These factors are accepted in this research framework
model to test their predictive power on IB adoption in the South African context, as it is in Meuter et al.
(2005:63), as they are not easily manipulated (age, sex) or easily managed (complexity and trialability)
before the self-service technology (SST) is introduced. While the antecedent theories proved the relevance of
perceived notions in the adoption process, these theories argue that adoption drivers look more complicated
than just a notion of perceptions. Along this line of thought, factors such as individuals’ propensity to accept
new technologies, and their motivation and possession of skills to use specific technologies, are responsible
for adoption (Parasuraman, 2000; Meuter et al., 2005; Seligman, 2006). This article focuses on IB as SST
adoption case, which provides understanding on attitudes, consumer readiness or behaviours that are used.
The “state in which consumers are prepared and likely to use an innovation for the first time” is defined as CR
(Meuteret al., 2005:64). As evidence, CR is a key component of the present study framework. “There are
certain innovation characteristics or individual differences that vary in direction and significance across
different contexts” (Meuter et al,, 2005:62). In order to explain links among variables, and inconsistencies’
clarifications therefore using of mediating variables is suggested. As consumer’s adoption first step, consumer
readiness variable is in place to mediate between the behaviour of trial (of the innovation) and individual
differences variables. This paper on model of Meuter et al. (2005) is therefore on individual differences and
consumer readiness predictive power identification. The individual differences variables are first of all
defined or characterized followed by consumer readiness.

Inertia: Inertia can be explained as a state where people are found reluctant to change (Kuppens, Allen &
Sheeber, 2010:984).

Technology anxiety: Technology anxiety is described as a “modern disease of adaptation caused by an
inability to cope with new computer technologies in a healthy manner” (Fiehn, 2010:255).

Need for interaction: Need for personal interaction, may decrease the desire to try a new technology
product or service, by so doing becoming a motivation inhibitor factor that lowers interest in learning a SSTs
function mode (Meuter et al., 2005:66).

Previous experience: People with an e-mail account and experience in using Internet are more positively
disposed to try Internet banking than those without any previous experience.

Demographic characteristics: Demography in general focuses on human population statistics, including
size, age, gender, race, location, occupation, income, education and other characteristics (Wu, 2005).
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Age: People who adopt Internet banking are mostly younger one (Clemes, Gan & Du, 2012).

Education level: “Higher education may lead to confidence (ability) and the perception of the SST as more
understandable (role clarity) and rewarding (motivation)” (Meuter et al., 2005:64).

Gender: Female respondents are more likely to adopt Internet banking than males in Nigeria (Gao & Owolabi,
2008:299).

Income: “Higher income may increase the chances of access to the required tools (ability) and the motivation
(time savings, or other) to use SSTs.

Consumer readiness encompasses role clarity, motivation (as well as intrinsic than extrinsic) and ability. The
readiness of a customer to use a product is an expression of his behaviour regarding it. Someone that is not
knowledgeable, without motivation or lack skill on using IB may never become a technological banking
innovations potential user. ‘Readiness” is delineated as the willingness, preparedness and ability state to
engage in IB adoption. Consumer readiness variables are found in Meuter et al. (2005:76) case with more
powerful predictability compare to others variables regarding SSTs consumer’s adoption.Role clarity refers to
knowledge and understanding of customers regarding the nature of contribution needed to take place. In fact
for customers, knowing what to do and to expect as performance greatly influences on doing things to do.

Motivation: Motivation has the “forerunner of any tangible achievement in life” (Adeboye, 2015). Linking
identity to motivation, “identity-based motivation results in the readiness to take action, even when the
action is not beneficial to the participant or is unlikely to have been chosen outside of the specific context”
(Oyserman & Sorrenson, 2009:253)

Ability: Ability is about the magnitude to which consumer has the required skills and empowerment to run a
particular duty or in case of new innovation using (Meuter et al., 2005:64).

Figure 1: Proposed Conceptual Model
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Source: Adapted from Meuter et al. (2005:63)
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Conclusively, individual differences and consumer readiness variables are the two set of variables mixed with
the intent for results which are accurate and credible.

Research questions and hypotheses: The following research question was formulated:

In South Africa, what is the predictive power of exogenous and endogenous variables on Internet banking
adoption among consumers?

Consequently the research hypotheses are formulated as follows and offered basis for data collection and
data analysis:

H1: Role clarity mediates the relationship between:

Individual differences variables and trial

H»: Extrinsic motivation mediates the relationship between:

Individual differences variables and trial

Hs: Intrinsic motivation mediates the relationship between:

Individual differences variables and trial

H4: Ability mediates the relationship between:

Individual differences variables and trial

Hs: The consumer readiness variables are better predictors of trial than:

Individual differences variables

3. Methodology

The methodology used in this paper is descriptive single cross-sectional design (Malhotra, 2010:108). Data
collection was based on structured questionnaire. Data were analyzed using frequency table, bivariate and
multivariate analysis. A descriptive single cross-sectional design according to Malhotra (2010:108) is the
applied methodology for this study. From self-completion structured questionnaire respondents, data was
collected. For data analysis, the analysis of statistics was made in line with the collected quantitative data.

Sample: The empirical inquiry quantitative method, employing the survey research design which is
descriptive one, and was used for investigation related to the present study (Malhotra, 2010:108). Through
self-completion structured questionnaires, data was collected from respondents with a ‘drop and pick’
technique collection method. The theory in this research is tested and existed one, and “explains the precise
relationships between variables” (Perry, 2002:26). Therefore, in design, this research in nature is
explanatory, causal one (Nel, 2013:78-79). With a large sample size 1516, surpassing 590 as minimum
recommended (Pallant, 2010) and 385(Raosoft, 2016), study findings are sufficiently generalisable. For a
selected sample in line with the Gauteng province population characteristics, a technique of stratified
sampling was employed. Based on Healy and Perry (2000:120) view the constructs to be measured and the
influencing choice behaviour factors are known as ‘real-life’ phenomena which were identified and tested in
past research (Berndt, Saunders & Petzer, 2010; Black, Lockett, Winklhofer & Ennew 2001; Laukkanen,
Sinkkonen, Kivijarvi & Laukkanen, 2007; Parasuraman, 2000; Rugimbana, 1998; Shambare, 2012).
Quantitative methods approach was employed in the vast majority of IB studies as long as measuring
adoption is concerned. But in case of some studies, only qualitative approach had been utilized (Szmigin &
Bourne, 1999; Black et al., 2001; Mallat, 2007; Agwu, 2014). This gives reason of quantitative techniques used
in this study. The population for this study consists first of all of all adult persons in the Gauteng Province of
South Africa, of roughly 7 000 000 (StatsSA, 2014). With such population, sample size of between 200 and
1000 respondents would probably be considered by most researchers (Sathye, 1999). Sample size calculator
the minimum expected as sample size is 385 (Raosoft, 2016). A large sample of 1516 questionnaires
respondents students fully completed, was used during the present study for a total of 2150 distributed for
the investigation with 634 unused for duplication and irrelevant data. Using a homogenous sample was
preferable (i.e., students, known as homogeneous sample) and using homogenous samples, is desirable for
theory testing (Calder et al,, 1981:200).

Questionnaire adaptation: Questionnaire was used as the instrument for measuring diverse aspects in
relation to respondents’ demographic characteristics, banking profiles and the related parameters.

29



Journal of Economics and Behavioral Studies (JEBS)

Vol. 9, No. 6, December 2017 (ISSN 2220-6140)

Table 1: Data collection instrument format

Section Section summary Scale development Rationale

A Respondents’ banking profile: Brown, Cajee, Davies To determine
Information in the banking profile area. and Stroebel (2003); respondents’ banking
This encompasses the types of bank Rugimbana (1998) patterns

accounts utilised and also how often these
were utilised.

Antecedent predictors’ scales: Meuter et al. (2005); Measuring TR and CR

Measure independent and mediating Parasuraman (2000);

variables.

Respondents’ demographic Developed for this To describe

characteristics: research from the demographic

Demographics literature review characteristics of the
sample

Source: Researcher’s own construct

The primary objective of this study is to test the predictive power of antecedent predictor variables
(individual differences) and mediating predictor variables namely consumer readiness variables, in order to
predict consumer choice behavior. Three relevant elements are underlined in area of the proposed
conceptual framework in relation with IB choice: Operationalised by trial, Individual differences, consumer
readiness and adoption represent those parameters. A structured questionnaires and a Likert scale (1 =
Strongly Disagree; 5 = Strongly Agree) were used. The first two are continuous variables and by using a 5
point Likert scale anchored at 1 = Strongly Disagree and 5 = Strongly Agree, were measured. Adoption is a
nominal discrete value as measured by trial. In total, the respondents’ banking profile, measurement scales
and demographic sections are the questionnaire three parts, eight pages long (Table 1). For 2 150
questionnaires respondents collected, 1 516 responses were utilized for the present research conducted, as
survey total sample size with 54,20 % as female and 45,80% as male; with 93.70 % as undergraduate,
69,90% of these students age is between 21-30 years with 93.70% as undergraduate. Among participants 78,
70% are with monthly income not more than 5000 (ZAR) and 62, 10% as full time students. Participant
demographic characteristic is illustrated in Table 2 below. Various statistical analyses performed by using
SPSSv. 23 (Field, 2009;Ramavhona & Mokwena, 2016:4).

Data analysis: Various statistical analyses were conducted based on the result of the collected quantitative
data. SPSSv. 23 in order to run analyses as followed were used (Field, 2009).

Descriptive statistics - for samples’ demography and their banking profiles description (Daniel & Terrel,
1995:42).

Chi-square tests: to identify associations between variables (Field, 2009:269).

Reliability analysis: Cronbach’s alpha is used for assessing measurement scales’ internal consistency
(reliability) (Emory & Cooper, 1991:187).

Factor analysis: For variables reducing into latent variables’ smaller groups, including validity’s tests (Field,
2009:629; Malhotra & Birks, 2007:125).

Multiple regression and logistic regression: for the model proposed and hypotheses testing (Hair, Black,
Babin, Anderson & Tatham, 1998:90)

4, Results

Out of 2 150 questionnaires distributed to the respondents, 1 516 (70.51%) collected and the responses were
used for the present study. The male respondent participant rate of 45.8% was smaller than their female
counterparts which is 54.20% as described on Table 2. Significantly, the proportion of 69.9% is
representative of the age group 21 to 30 years. 21.80% and 8.30% represent respectively respondent age
group for less than 20 years and more than 30 years according to present investigation.Table 2, depicted also
that the biggest percentage (78.7%) of participants are undergraduate with an income of not more than R5
000 per month, while the remaining of 6.30% are postgraduate. As presented by Table 2, only 7.10% of
respondent earn more than R15 000 per month, while 11.30% monthly earning, is not more than R10 000.
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The fewest 2.90% respondent monthly earning is between R10 001 and R15 000. Full time student with
62.10% constitutes the highest rate of this present research participant, while the lowest rate of 2.70% refers
to self-employed student participant. The remaining, 6.50%, 5.30%, 12.90% and 10.50%are respectively full-
time employed students, part-time employed students, part-time students and unemployed or retired as
shown in Table 2. This provides the key demographic characteristics of the study sample.

Table 2: Demographic profile

Demographic characteristic South Africa (%)
Gender Male 45.80
Female 54.20
Age < 20 years 21.80
21-30 years 69.90
31+ years 8.30
Study level Undergraduate 93.70
Postgraduate 6.30
Monthly income <R5 000 78.70
R5 001 -R10 000 11.30
R10 001 - R15 000 2.90
R15001 + 7.10
Source of income Employed full-time 6.50
Employed part-time 5.30
Self employed 2.70
Full-time student 62.10
Part-time student 12.90
Unemployed/retired 10.50

Source: Own construct
Respondents’ banking profile: Table 3.1a and table 3.1b summarize banking profile.

Table 3.1a: Bank institutions use

Bank Count Percentage (%)*
Capitec 558 30.05
Standard Bank 382 20.57
FNB 332 17.88
ABSA 315 16.96
Nedbank 190 10.23
Do not have a bank account 35 1.89
Post Bank 19 1.02
Other banks 7 0.38
African Bank 6 0.32
Bidvest 5 0.26
Mercantile 4 0.22
Bank of Athens 4 0.22

Source: Own construct *% based on total number of respondents
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Table 3.1b: Extent of channel use (1=never; 6=daily)

Banking channel Mean Std Dev. users %
Bank branch 2.82 1.76 53.30
EFTPoS 2.77 1.82 50.20
Cell phone banking 2.77 1.82 50.20
Bank App 1.78 1.39 23.30
Telephone 1.78 1.38 23.20
ATM 1.58 1.27 16.10

Source: Own construct

Scale Measurement: Cronbach’s alpha was used for the measuring of the reliability of the multi-item scales
questionnaire (Mazzocchi, 2011; Bryman & Cramer, 2001:71). Reliability is about accuracy, consistency and
precision measurements of multiple variables (Hair et al., 2010). As a commonly used measure in quantitative
research, internal consistency is used to ascertain in a set of questions, how positively items are inter-
correlated. The minimum alpha setting practice standard threshold for consideration according to Field
(2009:677) is 0.7. An illustration of Cronbach’ alpha (a) sub-scales and inter-correlation aspect in relation

with the present research’s items is painted in Table 4 and Table 5 below.

Table 4: Cronbach’s alpha («) for the subscales

Multi-item scale Internet banking
Inertia .679
Technology anxiety .769
Need for Interaction .613
Previous Experience .094
Role Clarity .764
Ability .700
Extrinsic Motivation .830
Intrinsic Motivation .882

(Study sample) <.4 cut off

Table 5: Descriptive Statistics and Correlations

MEAN SD 1 2 3 4 5 6 7 8 9 10 11 12
IN 3.01 .820 1
TLA 2.69 874 351%* 1
NDI 3.26 .803 .234%* 250 1
PE 3.04 .786 154%* .150** .183** 1
RC 3.14 .523 .095** .096** .204** 187+ 1
AB 3.23 .626 .051 .033 .202%* 201%* 382%% 1
EM 3.65 .822 -.019 -.019**  .186** A77% 267% 407** 1
IM 3.62 .815 011 -.056* .193** 196%*  252%F  377% 684% 1
Gender 1.54 .056*  -.009 -.055*% -.064* -.023 .054* .039 .054* .039 1
Age 1.89 611 -.040 -.039 -.036 -.017 .035 .034 -.029 .015 -079*%* 1
Income 1.46 1123 -.054 -.061* -.078*  -.001 .036 014 -.017 -.012 -115** -255** 1
Education  4.09 1.350 -.069** -.026 -.002 .037 .077* .074** .008 .008 -.041 .315** 238 1

Notes: N=1516; IN=Inertia; TLA=Technology Anxiety; NDI=Need for Interaction; PE=Previous Experience;
RC=Role Clarity; AB=Ability; EM=Extrinsic Motivation; IM=Intrinsic Motivation.

*p<.05

**p<0.1(two tailed)

Construct validity: Factor analysis is a statistical multivariate method often used with three characteristics
keys functions, (Stewart, 1981). The first key function consists on reducing to smaller size variables, the
number in case information analysis amount is maximised. The second one is by searching in case of data
being too large, qualitative and quantitative data distinction. The last key function is about hypotheses testing
relative to distinction numbers or undergoing data set. Specifically, Oblimin rotation with principal
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components analysis (PCA) was used not only for determining the items factors loading, but also for the inter
correlation of factors themselves (Hair et al., 2010). Proceeding with PCA involved the use of Kaiser-Meyer-
Olkin (KMO) for the measure of sampling adequacy (MSA) and the Sphericity Bartlett’s test (Shiu, Hair, Bush
& Ortinau, 2009). The KMO index range is from 0 to 1. Value 0.90 + is marvellous, while value 0.60+ is
mediocre and below .50, unacceptable (Field; 2009:647). For this study, KMO index range is higher than 0.7,
which is acceptable. Secondly, for proceeding with factor analysis as scientifically recommended, the
statistical probability, proof of the existence of correlation matrix with significant correlations among
variables, is generated by Bartlett’s Test of Sphericity index (> 0.6), which is viewed a minimum tolerance.
Lastly, in all cases the Bartlett’s Test yielded p-values (p < 0.05), which are significant and high. Overall, more
than 61.400% of the variance is explained by total of 7 items components which in combination resulted with
over Kaiser’s criterion 1 as Eigen values. Among items, correlations were large enough (Field, 2009:672)
based on PCA indication with Barlett’s test of sphericity X2(1516) = 15749.761, p < 0.001. The index range for
KMO for this analysis of 0.891 is more than 0.80, very good value with degree of freedom (df) =496.For both
scales (IDs and CR) loading the factor structures, are in conformity to the theory content (Previous Table 5
and Table 6 below)

Table 6: Variables KMO / Barlett’s test of sphericity values

Multi-item KMO / Barlett’s test of sphericity

Internet banking

(p-values)

Role Clarity .658 (.020)
Ability .711 (.515)
Extrinsic Motivation .718 (.000)
Intrinsic Motivation .878 (.000)
Inertia .637 (.004)
Technology anxiety .747 (.000)
Need for Interaction .563 (.800)
Previous Experience 485 (.001)

Source: Own construct; Cut off point < 0.5 (Field, 2009:660)

Table 7: PCA loadings of independent variable constructs

Banking channel

Independent variable Internet banking
Individual difference Factors retained 1

(X2=.972; p=.0324) % variance 52.014%

CR (X2 = 10.205; p= Factors retained 1

.001) % variance 55.054%

Source: Own construct

Test of model and hypotheses: Between CR variables and the independents one, in relation with IB trial
test, there is no effect of mediation. For instance, according to Table 5, variable ability mediating effect on trial
(dependent variable) is not at all significant [coefficient =-21.169; (p = .998)]. This fact means that, by the
factor ability none of the independent variable is found mediated through ability factor. In addition, among
independent variables, not all items were found mediated by the remaining three mediating variables, role
clarity, extrinsic motivation and intrinsic motivation respectively with coefficient and p value, [B = -1.661; p =
.000], [B =-1.551; p =.000] and [B = -1.259; p =. 000]. Individual variables for instance anxiety, income and
education are mediated by role clarity, while intrinsic motivation mediated age. None of the remaining
individual variables was found mediated through any of the others factors. Overall, not all independent
variables antecedent predictors with direct effect on trial, were found at least mediated by one mediating
factor. As deduction for IB product there is no mediation of CR in relation with the independent variables
(individual differences).
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Table 8: Results of tests of mediation: IB

Individual Differences Variables

Inertia -429 499 No direct effect on
(.004) (.002) trial
Technology .565 531 Partial mediation
Role Anxiety (.000) (.000)
clarity as a Need for -.049 124 No direct effect on
mediator Interaction (.800) (.562) trial
between clarity: Age -.701 -772 No mediation, failed in
individual -1.661(.000) (.000) (.000) 4
differences Income -.628 -.536 Complete mediation
and (.001) (.007)
adoption Gender .087 .153 No direct effect on
(.405) (.184) trial
Education -.483 -413 Partial mediation
(.000) (.000)
Inertia -429 426 No mediation, failed in
(.004) (.000) Step 1
Technology .565 497 No mediation, failed in
. Anxiety (.000) (.001) Step 1
rAnk:(lili;yts: a Need for -.049 454 No mediation, failed in
between Ability: Interaction (.800) (.058) Step 1 o o
individual - Age ig(())(l)) iggz) ?to mledlatlon, failed in
. . . ep
grllfgerences 21.169(.998) Income -.628 -.874 No mediation, failed in
adoption (.001) (.000) Step 1
Gender .087 124 No mediation, failed in
(-405) (-299) Step 1
Education -.483 -416 No mediation, failed in
(.000) (.001) Step 1
Individual Differences Variables
Inertia -429 .543 No mediation, failed
(.004) (-001) in Step 4
Technology .565 .596 No mediation, failed
S Anxiety (.000) (.000) in Step 4
Eri((f:ilxrzlz:;i(:on as  Extrinsic Need for -.049 .189 No direct effect on
. I Interaction (.800) (:372) trial
a  mediator motivation: L .
Age -701 -.782 No mediation, failed
between -1.551 .
individual ~ (.000) (:000) (:000) in Step 4
differences Income -.628 -723 Ng direct effect on
and adoption (.001) (-000) trial
Gender .087 .040 No mediation, failed
(.405) (.725) in Step 4
Education -483 -.543 No mediation, failed
(.000) (.000) in Step 4
Intrinsic Inertia -429 465 No direct effect on
motivation as (-004) (-003) trial
a  mediator Intrinsic
between motivation:
individual -1.259(.000)
differences
and adoption
Technology .565 .669 No mediation, failed
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Anxiety (.000) (.000)
Need for -.049 .259
Interaction (.800) (.218)
Age -701 -.678
(.000) (.001)
Income -.628 -.637
(.001) (.002)
Gender .087 .044
(.405) (.702)
Education -483 -.504
(.000) (.000)

in step 4

No direct effect on
trial

Partial mediation

No mediation, failed
in step 4
No mediation, failed
in Step 3
No mediation, failed
in step 4

Table 9: Hypotheses testing results

Hypotheses Supported Rejected
H1: Role clarity mediates the relationship between: rejected
Individual difference variables

H2: Extrinsic motivation mediates the relationship between: rejected
Individual difference variables

H3: Intrinsic motivation mediates the relationship between: rejected
Individual difference variables and trial

H4: Ability mediates the relationship between rejected
Individual difference variables

H5: The consumer readiness variables are better predictors of trial rejected

than:
Individual difference variables

Table 10: Classification accuracy (IB present study)

South Africa(2016)

Independent Ir}dividual Consumer readiness
variable differences Wald

Wald (p-value)

(p-value)
Inertia .242 (.087)
Tech. Anxiety 6.425** (.011)
Need for Inter. 972 (.324)
Previous Expe. -
Education 4.744** (.029)
Gender 1.268 (.260)
Income 2.977 (.084)
Age 1.692 (.193)
Role clarity 17.532* (.000)
Ability 0(.998)
Ext-motivation 1.341 (.247)
Int-motivation .381 (.070)
Classification 61.7% 57.7%

accuracy

*p<.01; **p< .05
Source: Own construct

Meuter et al. (2005:63) identify the five individual characteristics that influence the usage of technologies, as:
inertia, technology anxiety, needs for interaction, previous experience and demographics. Research findings
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demonstrate that these factors also influence technology innovation adoption (Kelly, Lawlor & Mulvey,
2010:1). Individual differences variables, (especially technology anxiety variable) are found with greater
predictive power in comparison to consumer readiness variables regarding IB adoption in South Africa
(Table 10 on classification accuracy). This result is opposite to existing one conducted by Meuter et al. (2005)
regarding USA SSTs market which underlined CRwith greatest predictive power over innovation
characteristics and IDs. Technology anxiety as previously described is a “modern disease of adaptation
caused by an inability to cope with new computer technologies in a healthy manner” (Fiehn, 2010:255).
While, role clarity refers to knowledge and understanding of customers regarding the nature of contribution
needed to take place (Meuter et al., 2005). In fact customers with adaptation disease to cope with computer
technology such IB, doesn’t have knowledge of what to do and to expect as performance from using IB and
therefore fall into computer-related fears’ delusions, which is qualified as ever-present threats from
information technology (Mason, Stevenson and freedman, 2014).

Discussion: By contradiction with Meuter et al. (2005) findings, this paper in South Africa, individual
personality (exogenous variables) provides better explanatory power in describing adoption”. Individual
characteristics outperform consumer readiness predictors for classification accuracycompared to CR.
Technology anxiety and education as individual differences variables, compared to role clarity; predict better
IB adoption in South Africa. In other words, this paper corroborates many studies such as TRI Parasuranam
(2000), Meuter et al. (2005) and also by Kellyet al. (2010), Dhurup, Surujal and Redda (2014), is not usable in
South Africa country alone, but recommendable to the use for larger applicability to the body of
knowledge.Encouraging and useful for both researchers and bank managers are the present survey findings,
which also demonstrated that South Africa’s nation-specific conditions are efficiently explainable through
research work studies. Evidently, there is need of extending this work to others SSTs as far as this framework
is concerned. Many empirical research’s variables with adoption behaviour as determinant (Hoppe, Newman
& Mugera, 2001:1; Akinci, Aksoy & Atilgan, 2004:212; Cai, Yang & Cude, 2008:151; Maduku, 2013:76;
Ramavhona & Mokwena, 2016:2) based on one common grouping only and used for IB in South African
context mostly. But due to findings inconsistencies’ some phenomena could not be explained (Meuter et al,,
2005:62). This stands as present paper’s motive, for phenomena’s better explanation, two sets of variables
are to consider simultaneously. “To date, the question of why individual differences influence adoption
behaviour has been left largely unexplored” (Meuter et al., 2005:62). Though exciting, unexplored fields are
left within the present paper which is still needed to be explored. For such reason, future’s research needs are
real and still pending.

University student’s sample was used for conducted research, homogeneous as sample (Calder, Phillips &
Tybout.1981:200). However a larger rank of consumers could have been included; this through the large
sample size (n=1516) scales’ validation therefore is viewed as limitation.The applied theory model,
exclusively referred to individual differences, knowing that other theories such as TAM, TRA and TPB could
also have been considered. Finally, only Gauteng Province is considered for the investigation, which is a
limitation as the whole country could have been covered.In order to compare others research investigations
results with this paper’s one, future studies are indicated for covering other provinces. By so doing, reliable
parameters affecting South Africa’s IB consumer choice making and choice behaviour can be available for
both bank marketers and the body of knowledge. Other SSTs as cell phone banking and ATM adoption
predictors can also be interested, using Meuter et al. (2005) model, for useful tools provision to bank
decision-makers and for filling also within the domain, the related research gap.

5. Conclusion

In South Africa, the attempt in responding to the above mentioned objective, proves first of all that all two
mentioned variables, predict significantly adoption of IB. Also as second aspect from study result, the CR
variable mediates between explanatory variables (individual differences) and trial. Finally, the objectively
comparison of both variables’ predictive power, shows that individual differences (personal individuality,
exogenous variables) in South Africa were found relatively to consumer of IB regarding decision making and
choice behaviour with better predicting power.
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Abstract: Unemployment is a persistent challenge for countries, especially the developing ones. Nigeria as a
developing country faces a herculean task reducing the increasing spate of joblessness amongst her citizens.
Okun’s law explains the relationship between unemployment and economic growth in an economy. This
study therefore investigates Okun’s law in Nigeria between 1985 and 2015 through the dynamic model. The
generalized method of moments estimation result reveals that that present and past output growth are
negatively related to unemployment rate. However, only past output growth has a significant effect on
unemployment rate. It also shows that past unemployment rate is significantly and positively associated with
present unemployment rate. The Toda-Yamamoto Granger non-causality test finds that there is no causality
between unemployment and economic growth. This study presents evidence to partially support Okun’s law
of inverse relationship between unemployment and output growth and suggests that promoting economic
growth can be a policy tool for reducing unemployment rate in Nigeria.

Keywords: Okun’s law, unemployment, economic growth, dynamic model

1. Introduction

A nation, regardless of its level of economic development, faces a daunting task in achieving full employment
(i.e. effective maximisation of labour resources). The International Labour Organisation (ILO) reports the
unemployment rate for virtually all countries. Hence, it is wise to state that the issue of unemployment is a
phenomenon experienced in both advanced and emerging economies. Unemployment is the inability of an
individual to engage in a legally acceptable activity that allows him/her to exchange mental and physical
efforts for financial gain or compensation. The rate of unemployment in a country is an index for strength of
its labour market and the level of utilisation of its labour resources or human capital. There is disparity in the
unemployment rate among countries due to the varying level of economic growth among them. This portends
that the growth of an economy has the tendency to either increase or decrease the level of unemployment. A
theoretical explanation for the bearing of economic growth on unemployment emerged from the seminal
work of an American economist named Arthur Okun in 1962. The discovery of Okun (1962) on the US
showed that there is a negative association between unemployment rate and economic growth. In other
words, Okun found that unemployment and economic growth move in opposite direction (i.e. the higher the
growth in the economy, the lesser the rate of unemployment and vice versa). This finding became what is
popularly referred to as “Okun’s law”. Okun’s law assumes that economic shocks affect output asymmetrically
before influencing unemployment (Lee, Hu, Li & Tsong, 2013). It posits that the behaviour of unemployment
in the economy acts in the Keynesian manner to the point that it suggests that failure to utilise productive
resources reduces the rate of economic growth in the future (Loria & Salas, 2014).

Okun'’s law is a statistical relationship between unemployment and output in an economy and not a structural
attribute of an economy because the relationship is subject to changes in an ever-dynamic economy (Knotek,
2007). It suggests that unemployment and output are inversely related and there is a bidirectional causal
relationship between them. The responsiveness of unemployment to output has been regarded in literature
as “Okun’s coefficient”. Okun (1962) found a coefficient of -0.3 between unemployment and output, thus
indicating that unemployment decreases by 3% when output increases by 1% in US. Moosa (1999) estimated
that Okun’s coefficient is -0.38 in the US economy regardless of whether the model is static or dynamic and
irrespective of the lag length in the dynamic model. Prachowny (1993) found that the contribution of 1%
decrease in unemployment is about 2% to 3% increase in output in US. Ball, Leigh and Loungani (2013) found
that the effect of 1% increase in output differs largely across countries. The Okun’s coefficient may vary
across countries due to economic conditions (Lal, Muhammad, Jalil & Hussain, 2010).
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With the increasing difficulty of graduates in Nigeria seeking employment in the face of increase in output
growth, it remains an empirical question if Okun’s law exist in the country. If the outcome of this study
confirms the existence of the law in Nigeria, it means pursuing improvement in economic productivity can be
a strategy to reduce the increasing population of the unemployed. The impetus for this study stems from the
opinion of Levin and Wright (2001) which states that unemployment level and output may not be negatively
related. Arewa and Nwakanma (2012), Babalola, Saka and Adenuga (2013), Abraham (2014) and Akeju &
Olanipekun (2014) have confirmed this opinion in Nigeria. However, existing studies on Nigeria have
employed model estimation approaches such as ordinary least squares (OLS) method and error-correction
modelling approach which cannot overcome problems of endogeneity, simultaneity bias and omitted
variables bias that are commonly present in a regression model. These problems do not allow consistent
parameter estimates to be produced. Therefore, this study investigates the Okun’s law through the dynamic
model by using an instrumental variable (IV) regression method which uses instruments to overcome the
aforementioned problems. The study answers the empirical question of whether promoting economic growth
can be a panacea to the high unemployment rate in Nigeria. The remaining part of this research is structured
as follows into literature review, methodology, empirical findings and discussion and conclusion.

2. Literature Review

Okun (1962) built three versions of models to establish the interaction between unemployment and output.
These include: the difference model, the gap model and the dynamic model. The difference model shows the
effect of movements in output on change in unemployment rate. It reflects the relationship between
unemployment and economic growth. The model is specified as:

Ut_Ut—l:G+IB(Yt_Yt—1)+lut (l)
U: is unemployment rate at current period; U:1 is unemployment rate at previous period; Y;: is output at

current period; Y1 is output at previous period; U~ U1 is change in unemployment rate; Y; - Yi-1 is change in
output; f is Okun’s coefficient or estimate of change in output; ¢ is intercept; u is error term.

Equation (1) in a simpler form becomes:
AU = + BAY + 4, (2

AU is change in unemployment; AY is change in output.

The gap model shows how the difference between potential output and actual output affects current
unemployment rate. Okun (1962) used the gap model to explain the output the economy can produce when
there is full employment and no inflationary pressure. The model assumes that the economy attains full
employment when unemployment is 4% (Arshad, 2011). The gap model is specified as:

U =+ A0 =Y, )+ u -(3)

U:is unemployment rate at current period; Y;" is potential output; Y; is actual output; Y;"-Y: is output gap.

The dynamic model assumes that current rate of unemployment is determined by current output, previous
output and previous changes in unemployment. Knotek (2007) opines that the model is distinctive because it

does not reveal only the relationship between changes in unemployment and output growth but also how
past unemployment level affects present unemployment level. The model is specified as:

U =c+BY +8Y,+aU  +u (4)
Ui is unemployment rate at current period; Y; is output at current period; Y1 is output at previous period; Ut-
1is unemployment rate at previous period; f1and f5» are Okun'’s coefficients.

Okun’s law was propounded in 1962 from a study which discovered an inverse relationship between
unemployment level and economic growth of the US between 1947Q2 and 1961Q1 and later studies such as
Weber (1995); Knotek (2007); Kitov (2011); Ball, Leigh and Loungani (2013); Ekner (2013) and Ball, Jalles
and Loungani (2014) provide similar evidence for the US economy. However, Daly and Hobijn (2010) and
Gordon (2011) showed that Okun’s law is not a norm in US. This implies that Okun’s law has generated
controversy in the US economy. Similarly, findings not related to US have produced mixed results. Sadiku,
Ibraimi and Sadiku (2015), utilising quarterly data from 2000 to 2010, observed the relationship between
economic growth and unemployment rate in Macedonia. The findings suggest that Okun’s law is not tenable.
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Geldenhuys and Marinkov (2007) found that unemployment is inversely related to output in the South
African economy over the 1970 to 2005 period and there was evidence of asymmetry in the Okun’s
relationship. But, Moroke, Leballo and Mello (2014) explored the relationship between unemployment and
economic growth of South Africa from 1990Q1 to 2013Q4. The study showed that Okun’s coefficient did not
conform to the expected sign; thus, affirming that Okun’s law is irrelevant in South Africa. Akram, Hussain and
Raza (2014), applying ordinary least square method, found that Okun’s law does not exist in Pakistan. Noor,
Nor and Ghani (2007) evaluated how growth interacts with unemployment in Malaysia from 1970 to 2010.
The regression results indicated that the responsiveness of unemployment to growth behaviour is in line with
Okun’s law. Dritsaki and Dritsaki (2009) estimated Okun’s coefficient between 1961 and 2002 for 4
Mediterranean countries of the EU consisting of Italy, Spain, Portugal and Greece between 1961 and 2002 and
found the coefficient to be -0.024, -0.017, -0.016 and -0.007 respectively. Kitov (2011) estimated Okun’s law
for 6 developed countries comprising United States, Spain, United Kingdom, Australia, Canada and France.
Using real GDP per capita in place of overall GDP, Okun’s law exhibits an astounding predictive power in all
the countries. The study showed that the high unemployment rates in these countries would be impossible to
reduce if their growth rate does not exceed 2% per annum.

Arshad (2011) observed that Okun’s law is evident in Sweden between 1993Q1 to 2009Q2. Elshamy (2013)
evaluated the relationship between unemployment rate and output in Egypt between 1970 and 2010. It
discovered that Okun’s coefficient is negative and statistically significant in both the short and long run. The
study of Central Bank of Malta (2013) found that GDP growth above 1.5% - 2.0% reduces the rate of
unemployment. However, the influence of GDP growth on unemployment is weak when compared with other
European Union (EU) countries. For Spain, Loria and Salas (2014) estimated a quadratic version of the first-
difference of Okun’s law model for the period between 1995Q1 and 2012Q2. The study disagreed that Okun'’s
law is not stable over time and observed that 7.38% growth rate reduces changes in unemployment. Kargi
(2014), in a study of 23 Organisation for Economic and Cooperation Development (OECD) countries, found
that unemployment and growth do not move in the same direction. Similarly, Dixon, Lim and van Ours (2016)
found that increase in economic growth would reduce unemployment rate as well as have a distributional
effect of reducing unemployment among youths in 20 OECD countries. Ball, Jalles and Loungani (2014) found
that real GDP growth forecasts and changes in unemployment are inversely related in 9 developed countries.
Christopolous (2004) investigated the Okun’s law in Greece on regional basis and found that the law is
evident in 6 out of the 13 regions reviewed. Similarly, Binet and Francois (2013) found Okun’s law to be valid
in 14 out of 22 regions in France.

For Nigeria, Sodipe and Ogunrinola (2011) examined the link between employment and Nigerian economic
growth with the ordinary least squares (OLS) method. The empirical results suggest that the relatively low
influence of GDP growth to promote employment is responsible for the high level of unemployment and that
Okun’s law does not hold. Arewa and Nwakanma (2012) adopted vector autoregressive (VAR) approach to
evaluate the relationship between output and unemployment in Nigeria from 1981 to 2011. The study found
that Okun’s law does not fit to the Nigerian economy. Babalola, Saka and Adenuga (2013) tested the
authenticity of Okun’s law in Nigeria from 1980 to 2010. Employing causality test and error-correction model,
the findings indicated that causality flow in a unidirectional manner from unemployment to real output
growth and the coefficient of Okun is not negative. The study suggests that unemployment rate does not
respond to output growth in a manner consistent with Okun’s law. Abraham (2014) examined the effect of
output on unemployment rate in Nigeria between 1985 and 2013. Using autoregressive distributed lag
(ARDL) bounds-test; it was revealed that output variations have no significant impact on unemployment. The
study adduced that Okun’s law is not applicable to Nigeria. Also, Akeju and Olanipekun (2014) employing the
error-correction modelling approach, did not validate Okun’s law in Nigeria.

3. Methodology

This study examined the responsiveness of unemployment to changes in output in an attempt to provide
evidence on the validity of Okun’s law in Nigeria from 1985 to 2015. It modelled unemployment rate (UR) as
a function of output growth. The measurement for output growth is the Gross Domestic Product (GDP)
growth. Unemployment rate and GDP growth were sourced from the National Bureau of Statistics and World
Development Indicators (WDI) database respectively. The econometric expression of the model is:
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UR, = 0 + fGDPgrowth; + &, ...(5)
Equation (5) was transformed into a dynamic model. The dynamic model posits that present output growth
and previous output growth can influence present rate of unemployment. Also, the model captures the impact
of previous rate of unemployment on present rate of unemployment. The dynamic model for this study is
expressed as:
UR, = o + B,GDPgrowth, + B,GDPgrowth,_{ + aUR,_{ + & ...(6)
UR: is present year unemployment rate; GDP growth, and GDPgrowth.iare contemporaneous output growth
and one-year period lagged output growth respectively; UR:-1is one-year period lagged unemployment rate.

The dynamic model was estimated with an instrumental variables (IV) regression based on the generalized
method of moments (GMM) estimator. GDP growth was instrumented and capital (gross capital formation),
labour (labour force), one-year period lagged output growth and one-year period lagged unemployment rate
were used as IVs.

Okun’s argument is that there is a bidirectional causal relationship between unemployment and economic
growth (Babalola, Saka & Adenuga, 2013; Loria & Salas, 2014). Therefore, this study also determined the
direction of causality between unemployment rate and economic growth. Babalola, Saka and Adenuga (2013)
and Ntebogang and Leballo (2014) also examined the causality between unemployment and economic
growth in Nigeria and South Africa respectively to provide evidence to validate Okun’s Law. The causality
between unemployment rate and economic growth was determined using the Toda and Yamamoto (1995)
Granger non-causality test performed within a VAR system. A bivariate VAR model tends to suffer from
omitted variable bias. Therefore, capital and labour were incorporated to control for their effect on economic
growth. The Toda and Yamamoto Granger non-causality requires that the maximum order of integration
should be known in order to add extra lag(s) to the VAR model. The variables are specified in the Toda-
Yamamoto VAR model in natural logarithm form except for GDP growth. The Toda and Yamamoto VAR model
is given as:

k k+dmax k+dmax
InUR, = «ay +Z aq;InUR,_; + Z ay;InUR,_; + ZaglGDPgrowtht .+ Z a4;GDPgrowth, _;
i=1 j=k+1 i=1 j=k+1
k k+dmax k
+ Z as;InCapital,_; + Z aejInCapital,_; + Z az;inLabour,_;
i=1 Jj=k+1 i=1
k+dmax
+ z agjlnLabour;_; + &;; ... (7)
] =k+1
k+dmax k+dmax
GDPgrowth, = B, + Z B1;GDPgrowth,_; + Z B2;GDPgrowth + Z,BglanRt 4+ Z BajInUR,_;
i=1 Jj=k+1 j=k+1
k+dmax k+dmax
+ ZﬁsllnCathalt i+ Z Besj InCapital + Z[)’hlnLabourt i+ Z BsjInLabour;_;
j=k+1 Jj=k+1
+ SZt - (8)
k+dmax k+dmax
InCapital, = &, + Z 6y;InCapital,_; + Z 8,jInCapital,_; + Z 63;InUR,_; + Z 84;InUR,_;
I.—l j=k+1 j=k+1
k+dmax

+ Z 85;GDPgrowth,_; + Z 86jGDPgrowth,_; + Z 67;InLabour;_;

i=1 j=k+1 i=1
k+dmax

+ Z 8gjInLabour;_; + &3; ... (9)
j=k+1
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k k+dmax k k+dmax
InLabour, = py + ) pyInLabour,_; + Z pzjlnLabour,_; + Zp&-anRt_i + Z pajInUR,_;

i=1 j=k+1 i=1 j=k+1
k k+dmax k

+ Z ps;GDPgrowth,_; + Z Pej GDPgrowth + Z pziInCapital,_;
i=1 j=k+1 =1
kt+dmax

+ z pgjnCapital,_; + &4 ... (10)
j=k+1

4. Empirical Findings and Discussion

Fig 1: Combined Graph of GDP growth (up) and UR (down) (1985-2015)
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Fig. 1 depicts a combined graph of GDP growth and UR in Nigeria between 1985 and 2015. It shows that the
relationship between GDP growth and UR is unstable.

Table 1: GMM Estimator Result

Variable Coefficient HAC z-statistic p-value
Standard
Error
Constant 15.25203 2.097252 7.27 0.000*
GDP growth -0.3426859 0.2850239 -1.20 0.229
GDPgrowth.4 -1.278928 0.3757 -3.40 0.001*
UR¢1 0.5936043 0.428025 13.87 0.000*
Model Diagnostics
Wald x2(p-value) 205.79(0.0000)*
Hansen J-statistic(p-value) 1.22446(0.2685)%

Note: * indicates statistically significant at 1% significance level and # implies rejection of null hypothesis.
Source: Authors’ computation

Generalized Method of Moments (GMM) Estimation: The GMM utilises IVs which allows the regression
model to overcome the problems of endogeneity, simultaneity bias and omitted variables bias. IVs are
variables that satisfy the orthogonality condition (i.e. they are uncorrelated to the error term in a regression
model). The use of IVs produces consistent regression estimates. Table 1 reports the result of the GMM
estimator. Table 1 indicates that contemporaneous effect of output growth on unemployment rate is negative
but not significant while one-year period lagged output growth is negatively and significantly related to
unemployment rate. It also shows that one-year period lagged unemployment rate is positively and
significantly related to present year unemployment rate, thus confirming the appropriateness of the dynamic
model. The F-statistic is statistically significant at 5% significance level, thus indicating the IVs are not weak.
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The J-statistic accepts the null hypothesis that the over identifying restrictions are valid, thus confirming that
the IVs are orthogonal to the error term.

Unit Root Test: The Dickey-Fuller (DF)-GLS unit root test was performed in order to determine the
maximum order of integration (dma) among the variables. The null hypothesis for the test is that the time-
series data has unit root. To reject the null hypothesis, the test statistic must have a greater value than the
test critical value when both values are considered in absolute term. Table 2presents the DF-GLS unit root
test result on UR and GDP growth.

Table 2: DF-GLS Unit Root Test

Test statistic Optimal lag Maximum lag Order of Integration
InUR -2.418907**t 0 4 0
GDP growth -4.354689*1 0 4 0
InCapital -2.942694*% 2 4 1
InLabout -2.339068**% 0 4 1

Note: * and ** denote rejection of null hypothesis at 1% and 5% critical value respectively and 1 and tindicate
that series is stationary at level and first difference respectively. Also, only intercept included in unit root test
equation and optimal lag is automatically selected based on Schwarz Information Criterion.

Unemployment rate and GDP growth were established to be stationary series while capital and labour were
stationary after first differencing. This implies that the series are integrated in the order of different order.
This means that the Toda-Yamamoto Granger non-causality test would be appropriate because of the
presence of different order series. The dm. among the series is one.

Toda-Yamamoto Granger Non-Causality Test: The causality test shows the predictive ability of a driving
variable (X) on a response variable (V). It reflects whether past patterns in X occurs in Y after a time lag. A
VAR model was estimated with a lag length of 2 selected based on Akaike information criterion (AIC). After
estimation, the VAR model was diagnosed with the VAR serial correlation LM test. The test rejects the null
hypothesis of no serial correlation at lag order 2and this indicates that autocorrelation is not present in the
VAR model. The VAR model was also found to be stable because the AR roots graph shows that no root lies
outside the unit circle. The Toda-Yamamoto Granger non-causality test was done by including an extra lag of
1 in the VAR(2) model. Table 3reports the results of the VAR Granger non-causality test.

Table 3: VAR Granger Non-Causality Test Results

Null Hypothesis Modified Wald x? p-value
InUR does not Granger cause GDP growth 1.511109 0.4698
GDP growth does not Granger cause InUR 0.177463 0.9151
InUR does not Granger cause InCapital 7.771337 0.0205**
InCapital does not Granger cause InUR 4.628592 0.0988***
InUR does not Granger cause InLabour 2.640361 0.267
InLabour does not Granger cause InUR 0.962519 0.6180
GDP growth does not Granger cause InCapital 3.064589 0.2160
InCapital does not Granger cause GDP growth 3.245634 0.1975
GDP growth does not Granger cause InLabour 1.429253 0.4894
InLabour does not Granger cause GDP growth 0.578917 0.7487
InCapital does not Granger cause InLabour 0.286013 0.8667
InLabour does not Granger cause InCapital 9.806484 0.0074*

Note: *, ** and *** indicate rejection of null hypothesis at 1%, 5% and 10% significance level respectively.
Source: Authors’ computation

Table 3 shows that GDP growth and unemployment rate do not Granger cause each other. This indicates that
there is absence of causality between unemployment and economic growth. This finding contradicts Babalola,
Saka and Adenuga (2013) which found that there is a unidirectional causality moving from unemployment
rate to economic growth in Nigeria.
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5. Conclusion

Unemployment is a persistent challenge for countries, especially the developing ones. Nigeria as a developing
country faces a herculean task to reduce the increasing spate of joblessness amongst her citizens. Okun’s law
suggests that promoting economic growth is a potent strategy to reduce unemployment rate. This study
investigated Okun’s law in Nigeria through the dynamic model. It was discovered that present and past
output growth are negatively related to unemployment rate. However, only past output growth has a
significant effect on unemployment rate. This implies that unemployment rate reduces when the economy
experience growth in its output in the previous year. Also, this study revealed that past unemployment rate
has a positive and significant relation with present unemployment rate. This indicates that unemployment
rate depends on its own past realisations and it increases due to unemployment rate in the past period.
Lastly, it was found that there is no causality between unemployment and economic growth and this implies
that Okun’s argument of bidirectional causality between unemployment and economic growth is invalid for
Nigeria. However, this study presents evidence to partially support Okun’s law of inverse relationship
between unemployment and output growth in Nigeria. This suggests that promoting economic growth is a
policy tool for reducing unemployment rate in Nigeria.
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Abstract: Nigeria has experienced somersault of foreign exchange policies by the Central Bank. One policy
concern in recent times is to have an appropriate target of the exchange and interest rates. Therefore, this
paper seeks to provide a foundation for the targeting of an appropriate exchange and interest rates for the
country. Using the Johansen Cointegration and Vector Error Correction Mechanism approaches, it specifically
examines the relationships among Nigeria's weak exchange rate, its local rate of interest and world interest
rate. Contrary to many studies, a control measure involving inclusion of inflation, money supply and national
output in the model is done. The analysis showed an equilibrium association between exchange rate and
interest rate-cum-other variables and steady rectification of deviance from long-run stability over a sequence
of incomplete short-run modifications. Increase in domestic and world interest rate, inflation, money supply
and GDPat equilibrium would strengthen the exchange rate. Besides, further findings showed some bi-
directional causal associations among the variables. By long-run implication, the targeting of an appropriate
exchange rate in Nigeria requires a tightened monetary policy that is not inflation and growth biased.
However, increase in world interest rate, money supply and inflation rate must be moderate in order not to
worsen the exchange rate as suggested by the short-run result.

Keywords: Interest rate, Exchange rate, Money supply, Inflation, GDP, Nigeria

1. Introduction

In the midst of another recession in Nigeria which began in 2016 after 25 years is a worsen exchange rate and
a low return on investment, that is, interest rate, given the high level of inflation. Historically, Nigeria’s
exchange rate began to crash in1986 when the Structural Adjustment Program (SAP) was introduced. Thirty
one years after, the exchange rate did not improve. It has rather gone bad with a US dollar exchanged at about
NGN500 in the parallel market as at fourth quarter of 2016 and NGN380 in the second quarter of 2017. There
are indications that if the governments of the country are not serious in handling the economic matters of the
country, the recession may persist for more than three years and exchange rate might to continue to
depreciate with low interest rate. Although there are also forecasts that the country would grow by 2.2
percent in 2017 since the oil market has gradually recovered and there is relative peace in the Niger Delta.
The recession was largely due to the crash in the international oil market in 2015 and heavy drop in oil
production in the country. The unfortunate scenario is that Nigerian economy remains fragile with its growth
being largely financed by oil revenue (see Babatunde, 2015, Olagbaju & Akinbobola, 2016).There remains
theoretical concerns as well as constraints in the choice of exchange rate regime in both developed and
developing countries. This is because the choice of exchange rate regime as well as theoretical model of
exchange rate ought to consider the link with financial discipline, inflation and economic development. It
implies that commitment to an exchange rate policy should be compatible with the main macroeconomic
equilibrate; otherwise it will not be sustainable (see Dordunoo & Njinkeu, 1996; Bohl, Michaelis & Siklos,
2016).

Exchange rate policy has a long history in Nigeria. Between 1959 and 1967, Nigeria implemented fixed parity
exclusively using the British pound and this was abrogated in 1972. The aftereffects of the devaluation of
pound in 1967 and the onset of a powerful US dollar led to the insertion of US dollar in the exchange rate
parity. In 1973, the US dollar was devaluated and Nigeria returned to fixed parity with the pound. As a way of
reducing the counter bounce effect of devaluation of the individual currency parity, both British pound and
US dollar were considered. In 1978, the central bank reverted to import weighted basket of currency method
which was considered due to the tie of seven currencies: US dollar, British pounds, Japanese Yen, French
Franc, German Mark, Swiss franc and Dutch guilder. In sum, between 1980 and 2016, the fixed and flexible
exchange rate systems were used interchangeably. This paper seeks to investigate the nexus between
exchange rate and interest rate in Nigeria. Specifically, it tests the long run relationship among exchange rate,
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world interest-cum- domestic-interest rate, output level, inflation, and money supply. The relevance of this
study is that it would provide a recent and additional empiric on the issue of exchange rate crisis in Nigeria,
thereby giving a timely foundation for targeting both the exchange and interest rates. This is pertinent
because the Central Bank of Nigeria in recent times seems not to have an enduring solution to the exchange
rate crises. The study is therefore a timely one. The remaining part of this paper is broken into five segments.
Segment 2 provides a synopsis of the literature review. Following is the theoretical framework and
methodological approaches in part 3. Results of the study are presented and discussed in part 4 while section
5 contains the conclusion including policy suggestions.

2. Literature Review

There are at least three theoretical approaches to explaining the existing connection between exchange rate
and interest rate. The first is the Purchasing Power Parity hypothesis that suggested that exchange rate
among countries of the world should be relative to the expected inflation (Yahya, Bany-Ariffin & Abdul Hadj,
2011, and Yaaba, Bawa & Idrisa, 2012). The second is the Covered and Uncovered Interest rate parity theory
(CIRP and UIRP). The CIRP model earlier suggested equal rate of return between domestic and foreign
financial investment. On the other hand, the uncovered interest rate parity model presents a conflicting line
of argument suggesting that there is no reason for equating the world interest rate since the level of
productivity differs. The hypothesis argues that a rise in the domestic or local rate of return over the world
rate of return has been seen as appreciation of currency of the domestic economy over the foreign economy
which may enhance balance of payments and competitive advantage. The third theoretical literature is the
monetary policy approach to modeling the exchange rate in terms of relative price with the demand and
supply paradigm (Vagiatzoglou, Christodolous, Pazarkis & Donglas, 2006).

Exchange and interest rates nexus are issues in monetary policy. Several studies have examined the impact of
monetary policies on exchange rate. For instance, according to Mundell (1973a, 1973b), monetary policy and
exchange rate are the paramount reasons behind uncertainty and fluctuation in small economies. The study
by Chete (1995) attempted to evaluate Nigerian experience with exchange rate depreciation. His study
involved the process of generating elasticities. The author claimed that trade flow and reserve models are
responsible for the fluctuation in exchange rate in Nigeria during the period reviewed. Similarly, Ndung’s
(1999) paper decomposed the real exchange rate into cyclical and permanent components. The author’s
causality test between several measures of monetary policy and real exchange rate shows that there are re-
bounced effects of the reaction of monetary policy on exchange rate fluctuation in the short run through the
money market. Another study on exchange rates and interest rates nexus that is popular in the literature is
the work of Sanchez (2005). The work, on small open economies, integrates the role of exchange rate pass-
through into domestic prices as well as separates between cases of contractionary and expansionary
depreciations. On the condition of an adverse risk premium shock, it was found out that the connection
between exchange rates and interest rates is direct or positive for contractionary depreciations and indirect
or negative for expansionary ones.

This study is consistent with the studies by Eichengreen (2005), Calvo & Reinhart (2001 and 2002), and Calvo
(2001) who attempted to investigate the association between interest rate and exchange rate targeting. This
group of scholars insisted that credibility difficulties, non-stationarities, liability dollarization and a high
exchange rate pass-through are crucial issues for validating this relationship. For instance, Calvo & Reinhart
(2002) and Eichengreen (2005) found out that existence of exchange rate rigidities that inform watching of
reactions of interest rate to offset fluctuations in foreign exchange markets is a major concern for developing
economies. Also some studies have argued that negative impact of fragile real exchange rate has severe
implication on aggregate demand (see Mohanty & Klau (2005), Cavoli & Rajan (2005) and Eichengreen
(2005)). The findings of these studies are consistent with the opinion of Calvo (2001) that fragile exchange
rates may result to pervasive bankruptcies, which we know often cause output loss.

A study by Chow & Kim (2004) suggest that Indonesia, Korea, Philippines and Thailand do not adopt interest
rate policy more vigorously to even out exchange rates in a post-financial crisis era hence their domestic
currencies show more sensitivity to competitors’ exchange rates in post-crisis period. Besides, their findings
confirmed that stability of interest rate has not emanated from high plasticity of exchange rate in the
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countries. In Namibia, Wilson & Sheefeni (2014) examined whether there is association between exchange
rate and interest rate. They employed a multi-variate cointegration approach using quarterly data over the
period, 1993 to 2012. A no cointegration relationship was established. The study by Simone & Razzak (1999)
projected that a rise in interest rate discrepancy leads to exchange rate appreciation. In addendum, Ezirim,
Edith & Muoghalu (2012) examined the mutual association between the manner, which exchange and
interest rates behave in Nigeria. Employing autoregressive distributed lag approach; exchange rate and
inflation spiral were associated in the short and long run. The study therefore showed that in targeting either
inflation or exchange rate, mutual policies on both variables are ideal.

Also more studies that have examined whether there are connections between real interest rates and the real
exchange rate, such as Mark (2009), Alquist & Chinn (2008), and Engel & West (2006), have supported the
existence of empirical connection. However, the studies by Clarida and Waldman (2008), Andersen, Tim,
Francis &Clara (2007) and Faust, Rogers, Wang & Wright (2007) have shown that there is a strong connection
between response of real exchange rate to news that change the expected real interest differential. In
literature, many studies have been carried out to investigate the relationship between interest rate and
exchange rate but there seems to be no consensus regarding the generalization of the relationships as well as
which studies are mostly acceptable. Most of the works on this relationship have submitted a call for enquiry
to validate the existing findings.

3. Methodology

Among the objectives of monetary policy are to ensure exchange rate stability and regulate the fluctuation in
price level. Therefore, the theoretical foundation of this study is based on the interest rate parity hypothesis
that suggests a positive connection between interest rate and exchange rate. The implication of this is that for
a country to achieve a stable exchange rate, its interest should be close to foreign interest rate. The
hypothesis maintains that any country that wants to depreciate its exchange rate by a value has to reduce its
interest rate by the right amount (see Blanchard, 2009). The justification for the consideration of this
hypothesis is based on its monetary framework, which is anchored on the premises that interest rate
targeting has to be concerned with the exchange rate, and vice-versa. Following the argument of the
importance of interest rate in monetary policy transmission on the exchange rate in developed and
developing countries, this study’s model follows closely the work of Eichengreen (2005), Calvo &Reinhart
(2001 and 2002), and Calvo (2001).
Functionally and mathematically, it is stated thus:
EXCH, = 4@, (DINT,) + ¢,(MOS,) + ¢3(DOUTP,) + @, (INF,) + @s(WINT,) + p, (1)

To control for the connection between interest rate and exchange rate, some exogenous factors
(which are control variables) and stochastic term are incorporated in the model in equation (1). By definition,
EXCH = Exchange rate and DINT = Domestic interest rate (minimum rediscount rate/ monetary policy rate).
DOUTP = Domestic output level, Money supply (MOS), Inflation rate (INF), and World interest rate (WINT) =
Control variables, «= Constant, ¢;___@s = Slopes, | = Stochastic term and t = Time.
A Vector Error Correction (VEC) model is employed for short-run changes of equation (1). This is a
constrained Vector Autoregression (VAR), that is, co-integration constraints are structured into the
specification, so that it is structured for use with series that are not stationary but are co-integrated.
Assuming a system of two variables with no lagged differences terms but has one co-integrating equation
such as:

Yie = Q1Yae T Ue (2)
Yar = P2V1c + Uy (3)
and the VEC specifications are
Ay = vi(V2e-1 — P1YVie-1) T V1s (4)
Ayre = VoVar-1 — P1Y1e-1) + V2t (5)

In the VEC equations, v;;andv,, are the error correction terms. At equilibrium, these terms are zero.
Nonetheless, assuming in previous period, there are digressions of y1 and y, from the long run equilibrium,
v;i.and v,;are nonzero; each variable adjust to incompletely restore the equilibrium association. Adjustment
speeds are measured byy;and y,coefficients. A nonzero yi: at yzcare obtained, but the co-integrating equation
will have intercept of zero. Notwithstanding a common lagged difference, there is no lagged difference on the
right hand side (Attanasio, Blundell & Preston, 2000).
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Assuming thatAy;: and Ayzas endogenous variables have co-integrating equations with an intercept but no
trend, the form of the VEC specifications are:

Ay1e=V1(V2e-1 — I — Q1 Yie-1) + Vie (6)

AYoi= V2 (Vor—1 — = @1 YV1e-1) + V2r (7)

Additional, assuming the series have linear trend and the co-integrating equations have a constant, the VEC
specification has the form:

Ay =614 01(V2e1 — M — P1Y10-1) + Viy 8

Ayye =82+ 0(Vae—1 — U — Q1Y10-1) + Vo 9

All the data were collected from Volume 26 of the 2015 edition of the Statistical Bulletin of the Central Bank
of Nigeria and 2015 edition of the World Development Indicator. The period of study covers from 1980: Q1 to
2015:Q4. The variables are all in growth rates.

4, Results

The descriptive result in Table 1 presents the descriptive analysis of the time series properties of the model’s
variables. The table shows that the average quarterly growth values of exchange rate, money supply, inflation
rate, domestic interest rate, domestic output level and world interest rate over the reference period stood at
4.3%, 10.0%, 6.9%, 5.3%, 8.8% and 10.0%, respectively. The standard deviation of exchange rate, money
supply, inflation rate, domestic interest rate, domestic output level and world interest rate from their
respective long term mean values in every quarter stood at 2.1%, 3.9%, 1.5%, 2.7%, 2.2%, and 2.0%. Contrary
to expectation, world interest rate deviates more from its mean than other variables.

Table 1: Pre-test A: Descriptive Statistics

EXCH DINT MOS DOUTP INF WINT
Mean 4.345931 5.266961 9.998805 8.819187 6.863963 9.998131
Median 5.010436 6.642430 8.774406 8.765423 4.801804 3.032644
Maximum 7.442822 5.115461 6.891931 6.854027 7.372543 7.637370
Minimum 0.421137 5.361608 6.635649 2.386326 3.171294 6.437167
Std. Dev. 2.053652 2.740983 3.860207 2.167731 1461730 2.015497
Skewness 0.113326 3.308035 5.659981 6.172530 0.238926 0.003623
Kurtosis 1.705369 3.055744 5.664367 3.055615 4.399502 2.433351

Jarque-Bera 5.758138 6.275497 15.04139 10.369767 7.289826 12.070480

Probability 0.046187 0.045481 0.000542 0.015466 0.026124 0.00529

Observations 144 144 144 144 144 144
Source: Computed by the Authors

The correlation matrix in Table 2 clearly shows that there is no problem of multicollinearity among the

explanatory variables. Therefore, econometric problems associated with multicollinearity are not issues of
concern.

Table 2: Pre-test B: Correlation Matrix

EXCH DINT MOS DOUTP INF WINT
EXCH 1 0.50803 0.65254 0.89136 0.450102 0.6373
DINT 1 0.21851 0.12089 0.26790 0.37516
MOS 1 0.24935 0.40861 0.39777
DOUTP 1 0.25685 0.43871
INF 1 0.24006
WINT 1

Source: Computed by the Authors
As shown in Tables 3 and 4, the Ng-Perron Modified Unit Root test and the Dickey Fuller Generalized Least

Squares results indicate that the variables are first difference stationary. The Schwartz-Bayesian Information
Criterion (SBIC) and Akaike Information Criterion (AIC) and are regularly employed to select the optimum lag
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length in distributed-lag models that are of single-variable. This study includes the Hannan-Quinm
Information Criteria (HQ) among others. The optimal lag length by each criterion as revealed in Table 5 is
indicated by an asterisk. Universally, lag 1 was agreed to by all the criteria. Further, the Trace statistics and
Maximum Eigenvalues in Table 6 of the Johansen’s co-integration approach shows the long run associations
among the variables. The table value of 5% significance level is employed. The null hypothesis of no co-
integration is rejected. Precisely, there are two co-integrating equations in the model. This is contrary to the
findings of Wilson and Sheefeni (2014).

Table 3: Pre-Test C: Ng Perron Modified Unit Root Test Results

VARIABLE Mza MZt MSB MPT
AEXCH -35.9951** -5.02952 0.52212 0.73996
1% (-13.8000) (23.5800) (0.17400) (1.78000)
5% (-8.1000) (-1.98000) (0.23300) (3.17000)
ADINT -58.3992** -6.75022 0.06407 0.67560
1% (-13.8000) (23.5800) (0.17400) (1.78000)
5% (-8.1000) (-1.98000) (0.23300) (3.17000)
AMOS -85.8266** -4.71294 0.05563 6.45151
1% (-13.8000) (23.5800) (0.17400) (1.78000)
5% (-8.1000) (-1.98000) (0.23300) (3.17000)
ADOUTP -64.9183** -5.20820 0.61399 0.71756
1% (-13.8000) (23.5800) (0.17400) (1.78000)
5% (-8.1000) (-1.98000) (0.23300) (3.17000)
AINF -26.2037** -5.12957 0.51406 4.20048
1% (-13.8000) (23.5800) (0.17400) (1.78000)
5% (-8.1000) (-1.98000) (0.23300) (3.17000)
AWINT -41.9970** -6.95711 0.22367 4.09150
1% (-13.8000) (23.5800) (0.17400) (1.78000)
5% (-8.1000) (-1.98000) (0.23300) (3.17000)

Note: A symbolizes that the variables are in their first difference. The asymptotic critical values of Ng-Perron
Modified unit root tests are in their respective levels of significance. **(*) denotes the rejection of the null
hypothesis at 1% (5%) significance level.

Source: Computed by the Authors using E-views

Table 4: Pre-Test D: Dickey Fuller - GLS Unit Root Test Results

Variable T-Statistics 1% 5% Order of Integration
AEXCH -36.17766** -2.594946 -1.945024 1(1)
ADINT -5.216038** -2.594946 -1.945024 1(1)
AMOS -6.773441** -2.594946 -1.945024 1(1)
ADOUTP -9.82620** -2.594946 -1.945024 1(1)
AINF -9.12950** -2.594946 -1.945024 1(1)
AWINT -5.944243** -2.594946 -1.945024 1(1)

Note: A symbolizes that the variables are in their first difference. The asymptotic critical values of Dickey
Fuller GLS unit root tests are in their respective levels of significance. ** (*) denotes the rejection of the null
hypothesis at 1% (5%) significance level.

Source: Computed by the Authors using E-views
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Table 5: Diagnostic Test: Lag Selection Information Criterion

Akaike
Final Information Schwartz Hannan-Quinm
Log LR Prediction Criteria Information Information Criteria

Lag Likehood (statistics) Error (FPE) (AIC) Criteria (SC) (HQ)

0 -689.5754 NA 2.828195 18.06689 18.24953 18.13994

1 -416.5627 496.3866* 0.006015* 11.91072* 13.18916* 12.42208*

2 -394.2009  37.17296 0.008715 12.26496 14.63920 13.21463

3 -364.0941  45.35566 0.010601 12.41803 15.88808 13.80602

Note: * Indicates the lag order selected by each criterion. Each value of LR statistics is at 5%
Source: Computed by the Authors

Based on the findings in table 7, an increase in domestic and global interest rates, money supply, inflation and
domestic output, in the long run, makes the exchange rate to be strong because these variables reduced the
exchange rate. Therefore, the effects of all the explanatory variables at equilibrium are a-theoretic except the
national output. Contrary findings to our result on exchange rate and interest rate nexus are those of
Eichengreen (2005), Calvo & Reinhart (2001 and 2002), and Calvo (2001). We expect an expansionary
monetary policy that reduces the interest rates, raises the money supply moderately without fueling inflation
but able to significantly increase the national output or GDP to reduce the exchange rate. However, our
findings have supported a contractionary or tightened monetary policy that is not inflation and economic
growth biased in the long run. This is because tightened monetary policy increases interest rates, reduces
money supply and inflation as well as GDP. The study by Simone and Razzak (1999) found a similar result
with ours on the connection between interest rate and exchange rate. Our finding on the association between
exchange rate and national output is similar with those of Mohanty & Klau (2005), Cavoli & Rajan (2005) and
Eichengreen (2005).

Table 6: Johansen Maximum Likelihood Cointegration Test Results

Trace Test k=1 Maximum Eigenvalues Test k=1
Ho Ha ( A trace) Critical Ho Ha (/1 max) Critical
values values

Equation 5% 5%
None * r<0 r>0 1532955  95.75366 r=0 r=1 57.54554 40.07757
At most <o r >0 r=0 r=1
1* 128.1264  69.81889 32.65968 31.56566
Atmost2 r=<Q r>0 5785613 65.89521 r=0 r=1 30.59564 31.0889
Atmost3 r=<0 r>0 2979707 39.59652 r=0 r=1 25.96812 27.68512
Atmost4 =0 r>0 1598987  20.98945 r=0 r=1 19.54966 18.57412

Note (*) denotes the rejection of the null hypothesis at (5%) significance level.
Source: Computed by the Authors using E-views

Table 7: Normalised Cointegrating Coefficients (Standard Error in Parentheses): The Long Run Model

EXCH DINT MOS DOUPT INF WINT
1.000000 0.58612**  0.33554** 0.06658** 0.98932** 0.65645*
(0.02858) (0.0.5485) (0.01666) (0.38988) (0.25787)

** (*) denotes the rejection of the null hypothesis at 1% (5%) significance level. As usual, the cointegrating
coefficients of the normalized regression are reported in an alternating manner. That is, we take positive
values of the coefficients as negative values and vice versa.

Source: Computed by the Authors using E-views

In econometric investigations, a cointegrated set of time series variables must have an error-correction
representation, which illustrates the short-run correction mechanism. Haven established that all the variables
in the model are [ (1) and cointegration exists, a VECM with equations is, therefore, estimated. Its results in
Table 8 show correctly signed and significant coefficients of the error-correction term of the cointegrating
vectors at 1% level. This suggests that the digression from long-run equilibrium is corrected gradually
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through a series of incomplete short-run adjustments. The results also show that in the short -run, increase
in money supply, GDP, inflation, and world interest rate in exception of domestic interest rate will worsen the
exchange rate.

Table 8: Vector Error Correction for Short-Run Model

Error Correction A (EXCH) A (DINT) A (MOS) A (DOUPT) A (INF) A (WINT)

ECM(-1) -0.955422 -0.545556 -0.985941 -0.789565 -0.189645 -0.354451
(0.25897) (0.15985) (0.25498) (0.25455) (0.02451) (0.15451)
[-3.68931] [-3.41292] [-3.86673] [-3.10187] [-7.73745] [-2.2943]

A (EXCH(-1)) 0.256585  -0.155485  0.569925  0.787152  0.565544  0.595214
(0.02545)  (0.05545)  (0.08755)  (0.21855)  (0.14454)  (0.14545)
[10.08192] [-2.804057] [6.509708] [3.601702] [3.912716] [4.092224]

A (DINT(-1)) 4456531  -0.546212  3.653232  0.355660  2.544881  -0.894521
(2.06555)  (0.25465)  (1.25654)  (0.06999)  (1.05264)  (0.25644)
[2.10575]  [-2.14495] [2.90737]  [5.081583] [2.41761]  [-3.48822]

A (MOS(-1)) 0452565  -0.898921  -0.488781  0.545411  0.598211  -0.545471
(0.05657)  (0.04989)  (0.02454)  (0.04571)  (0.05898)  (0.05455)
[-8.0000]  [-18.01805] [-19.91773] [11.93198]  [10.14260] [-9.99946]

A (DOUPT(-1)) -0.788981  0.529892  -0.989522  -0.455648  -0.30556 0.244389
(0.05659)  (0.04747)  (0.20566)  (0.54565)  (0.05412)  (0.08562)
[-13.94205] [11.16267] [-4.81144] [-2.83385] [-5.64597] [2.85434]

A (INF(-1)) 0308993  0.042755  0.149178  -0.991005 -0.369230  0.088359
(0.12006)  (0.01733)  (0.01794)  (0.32534)  (0.17384)  (0.02328)
[2.57365]  [2.467109] [8.31538]  [-3.046059] [-2.12392] [3.79536]

A (WINT(-1)) -0.656354  -0.088150  -0.656211  -0.75652 0222290  -0.756624
(0.05565)  (0.01768)  (0.54663)  (0.05742)  (0.07735)  (0.26987)
[-11.79432] [-4.98586] [-2.04986] [-13.17520] [2.87382] [-2.803661]

CONSTANT -0.587124 0587232  -0.96682 0238764  -0.653346  0.586571
(0.11478)  (0.05458)  (0.05748)  (0.03766)  (0.20143)  (0.05689)
[-5.11521] [10.75910] [-16.82011] [6.33679]  [-3.24358]  [10.310617]

R-squared 0.826568 0.778752 0.768922 0.795281 0.806958 0.728086
Adj. R-squared 0.792154 0.766555 0.756891 0.791190 0.767654 0.715712
F-Statistic 29.58798 27.85871 26.96855 19.11382 21.42914 18.59572

Source: Computed by the Authors

Table 9 shows the result of the residual diagnostic tests for serial correlation, heteroscedasticity and joint
normality test.

Table 9: Post-Examination of the Short-Run Model

Normality (P-Value) Autocorrelation (P-Value) Heteroscedascity(P-Value)
Skewness 0.014978 (0.02579) LM Stat. = 2.5989 (0.09776) Chi-Square= 1.59755 (0.11655)
Kurtosis  2.82647 (0.03697)

Jarque-Bera 2.56478 (0.43763)

Source: Computed by the Authors

The coefficient and p-value of the Jarque-Bera shows that the null hypothesis cannot be rejected. Therefore,
the residual is normally distributed with zero mean and constant variance. Furthermore, the hypotheses of
these two plagues “that there is no serial correlation” and “that there is no heteroscedasticity” failed to be
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rejected. This means that the study is free from econometric problems of autocorrelation and
heteroscedasticity,

Table 10: Pairwise Granger Causality Tests

Null Hypothesis: ObservationF-Statistic Prob.

DINT does not Granger Cause EXCH 143 10.6558 0.0401
EXCH does not Granger Cause DINT 143 15.5452 0.0391
MOS does not Granger Cause EXCH 143 19.5455 0.0295
EXCH does not Granger Cause MOS 143 20.9891 0.0254
DOUTP does not Granger Cause EXCH 143 8.12526 0.0423
EXCH does not Granger Cause DOUPT 143 9.65961 0.0419
INF does not Granger Cause EXCH 143 25.65965 0.0215
EXCH does not Granger Cause INF 143 30.65961 0.0108
WINT does not Granger Cause EXCHR 143 6.45656 0.0458
EXCH does not Granger Cause WINT 143 14.54655 0.0399
DINT does not Granger Cause MOS 143 15.59959 0.0383
DINT does not Granger Cause DOUPT 143 17.96126 0.0314
MOS does not Granger Cause DOUPT 143 17.13256 0.0345
INF does not Granger Cause DINT 143 21.23968 0.0223
INF does not Granger Cause WINT 143 20.87661 0.0259
WINT does not Granger Cause DINT 143 9.765612 0.0404

Source: Computed by the Authors

Table 10 shows the results of the Granger causality test among the variables. The null hypothesis is that there
is no causality among the variables. The F-Statistic and the corresponding p-value as presented in the second
and third columns of the table show that exchange rate, domestic and foreign or world interest rate, domestic
output, money supply and inflation are all bi-directional. These results are consistent with those of Ndung
(1999), Sanchez (2005), Engel and West (2006), Mark (2009), Alquist and Chinn (2008) as well as the
submission of Blanchard (2009) and Ezirim et al. (2012) on the relationship between exchange rate and
inflation in Nigeria.

5. Conclusion

In this paper, we estimated on Nigeria, the relationship between domestic and world interest rates and
exchange rate with money supply, national output and inflation serving as controlled variables. The model
employed is widely anchored on the interest rate parity hypothesis. The rationale is to provide further
foundation for targeting the exchange and interest rates in Nigeria. The result established a long run
relationship between interest rate and exchange rate, which suggests that the monetary authority should
further make concerted effort to manage the monetary policy rate more effectively to avoid further exchange
rate crisis in the economy. Since the study establishes that an increase in money supply at equilibrium would
fortify the exchange rate, it follows that an increase in money supply in a reasonable manner that spur growth
without fueling inflation excessively would be required to support the exchange rate in the long-run. Most
importantly, a tightened monetary policy would help to curtail excessive inflation whenever it occurs and this
would raise the value of the Naira. The positive relationship noticed between inflation and exchange rate in
the short-run exposes the destabilizing tendencies of inflationary pressure in short-run. However, a moderate
increase in inflation is required in the long-run. It suffices to note that exchange rate performance in Nigeria
has mutual linkages with domestic and world interest rates as well as money supply, inflation and national
output in the long-run. Therefore, targeting both exchange and interest rates in Nigeria as well stabilizing the
country’s exchange rate in the long-run requires a mutually inclusive policy in this regards. This study has
pointed out the need for Nigeria to rapidly diversify its economy and become innovative so that its national
output can improve the exchange rate.
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Abstract: Local government is one of the main role players in local economic development (LED) and need to
assist in the creation of an enabling developmental environment for local businesses to prosper. Partnerships
are required between local government, businesses and communities for regions to develop, yet in many
cases government at this level fails to create this developmental enabling environment. This research has as
its focus on the formulation and validation of an Enabling Developmental Environment Scale (EDES). This
scale will allow local government to be evaluated, assessed and compared regarding the creation of such a
developmental environment. The pilot study involved152 participants from the Vaal Triangle region, South
Africa. Reliability and construct validity of the instrument weretested by using the Cronbach’s Alpha
Coefficient and Varimax Factor Analysis. It is evident from the results that thescale is a valid and reliable tool
for researchers to evaluate and assess the level of an enabling environment as created by local government in
a specific region.

Keywords: Enabling environment, Local economic development, Enabling Developmental Environment Scale

1. Introduction

One of the core functions of local government is to ensure that an enabling and developmental environment
exists within a local region for business to prosper and for the region to achieve economic development
(Mountford, 2009). One of the main functions of local government in South Africa since the first democratic
elections in 1994 is Local Economic Development (LED) in partnership with other stakeholders including
businesses and communities (Cohen, 2010). LED together with the function of creation of an enabling
environment, was formally included in the Constitution in 1996 (South Africa, 1996). Since then, Section 152
of the Constitution, transformed the roles and functions of local governments to be more developmental and
added the functions of social and economic development. The Education and Training Unit (ETU) (2012)
states that a developmental local government speaks of a local government that maximizes social and
economic growth, providing infrastructural services and creating liveable residential areas offering
community facilities. After the democratic elections in 1994, and since 1996, local government in South Africa
has struggled to implement this function of social and economic development for local communities that have
the right to an enabling environment for such development, including the business community (Meyer, 2014).
According to Nel and Roge