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ABSTRACT
This paper examines the link between subsidy, transfer payment and unemployment rate in Nigeria.  Removal of subsidy on fuel and governments transfer payments have caused a lot of rift in the country hence, this is a research into the effect of this variables on the hydra headed rate of unemployment in the country.  Time series data used in the study were sourced from the World Bank Data Bank for 2022.  The source proves to be more reliable and valid for data on macroeconomic variables. Ordinary Least Square Statistical technique is adopted in the analysis.  Though the treatment variables included in the analysis have about 92 percent explanatory power on the variation in unemployment rate in Nigeria, the results of the analyses reveal that government expenditure on subsidy and transfer payments do not impact significantly on unemployment rate.  Having a negative relationship at 5 percent level of significance as expected, the study shows that a one percent increase in subsidy and transfer payment in Nigeria will reduce the unemployment rate only by 2 percent. The study therefore recommends among others that government expenditure on subsidy and transfer payments is not the best policy option for achieving job creation in the country at this critical period of high unemployment rate and should therefore be abrogated.
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Introduction
The global economic great depression of the 1930s cannot be forgotten in a hurry.  It was a nasty experience for countries of the world. The Classical economists’ Microeconomic theory could not save the world’s economy at last.  The forces of demand and supply could not deliver economies from recession and depression in the long run.  During that time, world output dropped to about 30 percent, investment almost ceased, and unemployment rate increased from about 3 percent in 1929 to an awful rate of 25 percent in 1933.  Thanks to the renowned economist Maynard Keynes who advocated for government’s participation in economic activities.  This position which ushered in the Macroeconomic theory advised for increased government spending in an economy in order to cure recession by increasing investment, lowering unemployment, and increasing output in the final analysis. These are some of the indicators of development. Often, governments use policy instruments as subsidy and transfers, lending rate, and floating exchange rate to restore the economy on the path of growth and development when in recession or depression.   According to the International Monetary Fund (IMF), governments should use subsidies, grants, and other social benefits payments which include all unrequited, non-repayable transfers on current account to private and public enterprises; grants to foreign governments, international organizations, and other government units, and social security, social assistance benefits, and employer social benefits in cash and in kind to meet some of their economic goals (IMF, 2014).  A subsidy is financial payment by government to producers or consumers of a subsidized commodity which reduces the cost of production and encourages increase in output or demand (Global Subsidies Initiative, 2016).     Different forms of subsidy exist.  For instance, there are: fossil fuel subsidy, renewable energy subsidy, trade and investment subsidy, irrigation subsidy, and food subsidy. Subsidies and transfers are financed from taxation and borrowing and the effect is either to boost production or demand.  Government’s subsidy to producers reduces the production cost per unit of the output, lowers per unit price of the output, and increases both output and the demand for the commodity if a normal product.  The large scale production at a low production cost per unit improves the profit margin of the firm which ceteris paribus, translates to hiring more of the variable factor (labour) in the short and long run thereby reducing the rate of unemployment in a society.  Transfer payments on the other hand improve consumption and investment ceteris paribus, as well as reduce the unemployment rate through high rate of investment.  Nigeria as a developing country has not departed from the pursuit of economic growth and development through subsidizing some of the important sectors of the economy and the use of transfer payments to individuals and organizations.  The contention over the removal of fuel subsidy has awoken Nigerians to ask the import of subsidy to the larger segment of the society.  What impact has the government subsidy payments on the rate of unemployment and the attendant inequality in income distribution in Nigeria?  What percentage of the government expenditure goes into subsidy and transfers annually, and has this any correlation with unemployment rate?  For instance, total subsidy and transfer payments as percentage of total government expenditure was 41.70 percent in 2000.  By 2007 and 2008, subsidy and transfers exceeded half of the total public expenditure to become 60.20 and 52 percent respectively.  What shall we say?  A great relief came when the annual expenditure of government on subsidy and transfer payments decreased considerably to 16 percent in 2010.  The rate skyrocketing again has remained sticky upward within the range of 25 and 20 percent from 2011 to 2014 (World Bank Data, 2016).    Many studies have examined the relationship between subsidy, transfer payments and unemployment in developed countries, this study is more significant as it examines the relationship between the variables in a developing country like Nigeria.

Review of related literature
A variety of literature has been written on this topic of the effect of subsidy and transfer payments on Unemployment.  This has been the topic of great debate over the years especially in terms of its implications on many developing and developed countries.  The transitional gains trap theory of subsidy explains that the gains from subsidies tend to be transitional, accruing mainly to those who can immediately take advantage of the scheme. Their successors end up paying higher prices.   The higher prices translate to a fall in aggregate demand, investment and employment rate.   In recent decades, the rate of unemployment in many countries particularly in Nigeria has been increasing evidently.  Governments in Nigeria have given not only fuel subsidy but have also made some transfer payments which the conservative economists argue do not translate to job creation in a developing economy saddled with high rate of unemployment, poverty, occasional scarcity of the subsidized products, and the resultant high  price of the product.  In spite of the governments renewed effort in subsidizing the cost of some products in Nigeria, high unemployment rate has remained unabated.  For instance, the unemployment rate which was 11.90 percent in 2000 soared to 14.90 and 19.70 percent in 2007 and 2008 respectively. The Unemployment rate skyrocketed to 23.90 percent in 2010 and has remained un-defied to assume such high rates as 27.40 and 24.70 in 2012 and 2014 respectively. By reducing cost of production, increasing demand, and output, subsidy and transfer payments achieve the indirect effect of increasing the employment of the variable factor of production in the short run.  As was observed by the Global Subsidies Initiative (2016), subsidy reduces the cost of capital investment projects which might help to stimulate economic growth by increasing long-run aggregate supply.  Sourafel, Holger, Eric & Frank (2007) studied the impact of business subsidies on job creation using plant level data for manufacturing industry in Ireland provided evidence that additional employment is created over and above the level that would have prevailed in the absence of grant payments.  The result also revealed differences in the employment response to subsidies between domestic and foreign-owned plants, with the former creating more additional jobs per euro of grant payment.   On the issue of lending rate and job creation, Francisco (2016) opined that by raising lending rates, a country limits the availability of credit which on other hand cripples entrepreneurs, start-ups and established businesses alike.    Faced with this higher cost of money and production, economic agents are less likely to borrow, which means they are less likely to invest, which in turn implies they are less likely to create new jobs, if they are even able to maintain existing ones. This has a negative impact on unemployment rate.  A floating exchange rate was found to increase unemployment rate in Australia.  Same was the result for government pensions and unemployment in the country.  Supporting the negative effect argument, Ansgar Belke (2005) highlighted that high exchange rate volatility signals high costs for labor markets.  Showing the impact of exchange rate volatility on selected labor markets, the study reveal that volatility against the euro significantly increases unemployment, hence the inference that the elimination of exchange rate volatility be considered a substitute for removal of employment protection legislation.   Employing a unique panel of 691 private firms which accounted for 26% of total value added in manufacturing in Turkey, Demir (2010) explored the impacts of exchange rate volatility on employment growth during the period of 1983–2005.The empirical analysis using a variety of specifications, estimation techniques, and robustness tests suggests that exchange rate volatility has a statistically and economically significant employment growth reducing effect on manufacturing firms. Using point estimates, the results suggest that for an average firm a one standard deviation increase in real exchange rate volatility reduces employment growth in the range of 1.4–2.1 percentage points.   The result was the same for ten Asian Countries (Pakistan, India, China, Japan, Bangladesh, Argentina, Algeria, Brazil, Colombia and Sri Lanka) studied by Hina, Niaz, Falahuddin, et al (2006) from the period 1995-2005 using unbalanced dataset.  The study revealed a positive and significant effect of exchange rate volatility on unemployment rate in the countries.

Methodology
This study used the Linear Multiple regression Ordinary Least Square method as the estimation technique to analyze the relationship between subsidy and transfers and unemployment in Nigeria within the study time frame.  The Ordinary Least Squares method (OLS) of multiple regressions is adopted in estimating a specified model. As a statistical technique, it seeks to determine the nature of relationship between selected variables. OLS is used to examine the effect of changes in an independent variable on a dependent variable.   The Linear Multiple regression is employed as a result of more than one independent variable that is involved. This statistic is necessary when occasion is such that the objective is to investigate the possibility that the change in the dependent variable is caused by changes in many related independent variables.   Time series secondary data for 2005 to 2013 sourced from World Bank (2016) were used.  The scope of the study was informed by the high rate of both subsidy and transfers and unemployment rate during the period.  The econometric model is given below.

Unemp = a0 + a1sut + a2oexr + a3lenr + ut………………………………………(1)
Where:
Unemp = Unemployment rate
Sut =	subsidy and transfer as a percentage of annual total government expenditure
Oexr = official exchange rate
Lenr = lending rate
a0  = constant factor
a1  = coefficient of subsidy and transfers
a2  = coefficient of floating exchange rate
a3 = coefficient of lending rate
ut = error term.

The model states the relationship between unemployment rate which is a dependent variable and government subsidy and transfer payments, floating exchange rate, and lending rate which are independent variables.  It is a priori expected that the relationship between the dependent and independent variables will be: subsidy and transfer = (-), floating exchange rate = (-), lending rate = (+).  This means that unemployment rate will decrease with increase in subsidy and transfer payments.  Floating exchange rate will impact negatively (adversely) on unemployment rate, and unemployment rate will increase with increase in lending rate.  Below is the hypothesis for the study.

Hypothesis:
HO1:  There is no significant relationship between subsidy and unemployment rate in Nigeria
Ho2:  The link between transfer payment and unemployment rate in Nigeria is not significant.
Ho3:  Floating exchange rate and unemployment rate in Nigeria are not significantly related.
Ho4:  Lending rate in Nigeria does not impact on unemployment rate in Nigeria significantly.
Data analysis 
The results of the estimation are given below:
Regression
	
Table 1:Variables Entered/Removeda

	Model
	Variables Entered
	Variables Removed
	Method

	1
	lit, oex, sutb
	.
	Enter

	a. Dependent Variable: uem

	b. All requested variables entered.


Source: IBM SPSS version 20
	
Table 2: Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	1
	.961a
	.924
	.879
	2.06982
	.924
	20.362
	3
	5
	.003

	a. Predictors: (Constant), lit, oex, sut


Source:  IBM SPSS version 20
	
Table 3: ANOVAa

	Model
	Sum of Squares
	Df
	Mean Square
	F
	Sig.

	1
	Regression
	261.699
	3
	87.233
	20.362
	.003b

	
	Residual
	21.421
	5
	4.284
	
	

	
	Total
	283.120
	8
	
	
	

	a. Dependent Variable: uem

	b. Predictors: (Constant), lit, oex, sut


Source: IBM SPSS version 20

	Table 4: Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	T
	Sig.
	95.0% Confidence Interval for B

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound

	1
	(Constant)
	6.322
	27.911
	
	.226
	.830
	-65.427
	78.070

	
	Sut
	-.027
	.122
	-.071
	-.218
	.836
	-.340
	.287

	
	Oex
	.350
	.123
	.907
	2.848
	.036
	.034
	.666

	
	Lit
	-2.136
	.858
	-.324
	-2.488
	.055
	-4.342
	.071

	a. Dependent Variable: uem


Source:  IBM SPSS version 20

Interpretation of Results
The indication of a negative link between subsidy and transfer payments with unemployment rate corroborates the finding by Sourafel, Holger, Eric & Frank (2007) for manufacturing industry in Ireland which provided evidence that additional employment is created over and above the level that would have prevailed in the absence of grant payments.    However, the insignificant impact of the variable either suggests that the unemployment rate in Nigeria cannot be abated by government subsidy and transfer payments to producers and consumers or that the magnitude of the subsidy and transfer payments is not enough to spur investment and job creation significantly.  The study therefore accepts the null hypothesis of no significant relationship between the variables and rejects the alternative.  Floating exchange rate has a strong positive and significant relationship with unemployment rate.  This means that unemployment will increase in the era of floating exchange rate in Nigeria than when the exchange rate is pegged.  This finding is in consonance with the result by Hina, Niaz, Falahuddin, et al (2006) which revealed a positive and significant effect of exchange rate volatility on unemployment rate in the Asian countries.

The association between lending rate and unemployment is significantly negative for Nigeria.  This contradicts the observation by Francisco (2016) that by raising lending rate, a country limits the availability of credit, which can cripple entrepreneurs, start-ups and established business alike.  The result for Nigeria suggests that bankers are more ready to give credit when lending rate is high than when it is low.  This is in agreement with the law of supply which states that the higher the price, the higher the quantity supplied. 

Conclusion
The use of subsidy and transfer payments to redistribute income in Nigeria through its impact on job creation has been vigorously questioned.  Many countries use subsidy to boost job creation through the reduction in the cost of production and the attendant increase in aggregate supply. However this government policy instrument as used by the Nigerian governments for several decades ago has not been found to boost employment significantly in spite of the huge government expenditure in this direction.  

Recommendations 
Given the major findings herein, the study thereby recommends the following for policy consideration:
1. The Nigerian government should abrogate the use of subsidy and transfer payments as a means of income redistribution.
2. Bank lending rate to remain at the level that it will be available to investors to encourage investment and employment.
3. Floating exchange rate to be abrogated to encourage the stability of foreign exchange and capital markets for greater investment which breeds employment.
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