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Abstract

Nigerian microeconomic interventions are characted by epitome of policy shifts and reversal. Hoeistrial
policy objectives and strategies in Nigeria areeaftsubject to either modifications, or neglect gere total
abandonment (Ikpeze et al, 2004, p. 341). This papeploys holistic approach in analysing Nigeria’'s
industrial policy measures between 1900 and 2003t po the GFC. The paper presents possible imfibce

of industrial policy reversal as a result of theri@nt global financial crisis on Nigerian economyhe author
argues that productive intervention aimed at sialiy market institutions, investment in human tapand
infrastructure, mobilisation of domestic capitalpported by FDI in Nigerian agro-industrial sectorea
necessary measures for a sustainable economic rafier the crisis.

1 Introduction

Overtime economists believed that African economies are fatiasket failures and the only
means countries in the region could escape from their poverty trapkl we through
forceful government interventions. Industrial policies are pursued orssiuengtions that an
effective set of microeconomic policies will address speailfiche problems associated with
market failures (Rodriguez-Clare, 2005, p. 4). However, the reaisynat a good picture for
African countries after forceful government intervention in ecdngroduction. The import
substitution, central economic planning, and state ownership did proghroe initial
successes in terms of industrial expansion, but overtime, the pdbeessne a colossal
failure and entrenched the region into serious economic crises.

In recent times, the interventionists have recognised the powerrkétiarces and
private initiatives in economic development. They have also incréasiagognised that
Africa countries need to embed private initiative in a frameworloudiflic actions. Such
public actions have led to restructuring of the economy towards marik&ted economy
and intervention that favour diversification of production. In other words, mérees and
private entrepreneurship are considered to be the engine thattkieveconomy while
governments would perform the strategic and coordinating role in thaugifon arena
(World Bank, 1997, p 1). Such activities should focus not only on ensuring {yrojggts,
contract enforcement, and macroeconomic stability but also on issdaesg to provision of
security, infrastructure and public social utilities.



The economic reforms undertaking in some sub-Saharan African iesuhaive benefited
export activities and financial interests which have resuiedlatively increase in economic
growth rates in the region (Lall and Kraemer, 2005, p. 68; Uzor, 2007, pp. 4326)
impact of the GFC on economic reforms is such that policymaketfsei region can apply
measures which will drastically derail the reform procesbereby hampering the gains
already made.

This paper therefore analyses the Nigeria’s industrial pslice@an 1900 to 2007 and
show how frequent policy reversal have derailed Nigeria's econdevelopment efforts.
The paper uses holistic approach in analysing different induptlady regimes and went
further to discusses the factors which contributed to trade and idiysdhicy failures in
Nigeria. The paper argues that human capital development, satioii of domestic capital
supported by FDI and massive investment agricultural production areatkiatmeasures for
long term sustainability of economic reforms in Nigeria. The papevrganised in five
sections.The next section provides theynopsis of different Nigeria’s industrial policy
regimes and their implications in economic development. Section 3 foounsthe roots and
implications of policy reversal in Nigeria while section 4 providkifierent strategies for
sustainable economic development in the face of GFC and ther8afténn 5 concludes the

paper.
2 Nigerian Industrial Policies in the mist of Political and Economic Turlulences
2.1 Nigerian Industrial Policies in the Colonial era from 1900 to 1954

The Critiques of British colonial administration’s industrial p@giargue that the pattern of
industrial development then basically undermined private sector gevefd in Nigeria.
However, their analyses failed short of recognising that promotiomaafern trade and
commerce in Nigeria started actively between 1900 and 1954. Thigosaible through the
provision of infrastructural amenities which gave rise to moveméngeople and goods
across regions. The framework that fashioned the rule of law andiortlee Nigeria was
established during the period (Dauda, 1993, p. 75). Furthermore, industrigbpoesst
policy was then geared towards promotion of local handy craft ariddekielopment,
development of access roads. Arguably it may be more appropriate to view laolkdunsérial
policy not in isolation but rather as a product of a wider Britiglition oflaissez-faireand a
general negative attitude to central economic planning sys@aud@1993, p. 75).
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Specifically, under British colonial administration, two agenciamely: the Nigeria Local
Development Board (NLDB) and the Department of Commerce and Indix@l) were
entrusted to promote industrial development (Ikpeze, 1991, p. 585). The objedties
NLDB were to promote and develop village crafts and industries; peonmatustrial
development that focused on the development of products from Nigeria. Nid3Balso
charged with the responsibility of setting the modalities feeaech and development in
processing industries and other matters concerning industrial dewsibpmapproved by the
Governor-in-Council. The DCI on the other hand was responsible of oversaethg
promoting local trade and industrial development (lkpeze, 1991, p. 586). Tipkeations
incidentally emerged from these policy specifications. Theifirthat industrial development
in such an underdeveloped economy should start from the grassrootsecdmal is that
emphases were focused on small scale agro-processing and Hamadrstries in rural
areas. The third implication is that promotion of trade, commerdenalustry started at early
stage of Nation building. However, Ikpeze (1991, p. 586) however questioned the
effectiveness of the policy in the sense that ak@a@t million was budgeted for industrial
development in the planed period, oB6/million was spent. One would also argue that even
during colonial administration, government direct involvement in industexatlopment was
also ineffective in Nigeria.

In general, it can be argued that industrial developmenigeri&l between 1990 and
1954, was influenced by the following factors: provision of physicdtastructure
characterised by massive construction of access roads and domstaicail tracts to the
hinterland which gave rise to rapid movement of people and goodspaoreétiegional and
provincial administrative authorities that allowed decentratisadf administrative functions
and establishment of institutional framework for industrial developri®&sibdu, 1967, p.
161)". Dauda (1993, p.7 5prgues thathe colonial government used the available local
resources and funds to promote the enabling environment for private cuainaetivities.
On this note, lkpeze (1991, p. 586) argues that government interventions itrighdus
development in Nigeria is not a new phenomenon. Industrial developmenteébpopuiar at
the end of the World War 1l with 182 companies registered betweenal@35946 period to
strengthen production. However, Policy changed drastically hoe period between 1954

and 1958 as movement for political independence intensifies.

Ynstitutional framework was the creation of legiisla instrument such a&id to Pioneer Industries Ordinance
of 1952aimed at providing incentives for industrial demhent in NigeriaAsiodu, 1967, p. 161).
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2.2 Nigerian Industrial Policies from 1954 to 1958

The regional governments and legislative councils were establisetween 1954 and 1958,
in Nigeria. As political independent became certain, the cegwaérnment established
central bank and national regulatory bodies for international tradande, and foreign
exchange (Dauda, 1993, p. 76). Subsequently, the regional governments egamttive
role in industrial and commercial activities. The surpluses aclaied from agricultural
commodities were used to fund their respective industrial developrpenjects
(Ohiorhenuan, 1989, p. 147, Forrest, 1993, p. 21). During the period three majos statute
namely:the Industrial Development (Import Duty Relief) Act of 1957; the IndustriallDgve
ment (Income Tax Relief) Act of 1958, and the Customs Duties (Duarmmin§ubsidised
Goods) Act of 1958were established andised to advance industrial development
programmes in Nigeria (Ikpeze, 1991, p. 587).

Under the Import Duties Relief Act, a firm can be grantedessmonary rates of duty
on imported raw materials and tax breaks for importation of industifatal goods. In some
cases, the relief can reach 100 per cent. The industrial IncomBél@f Act was aimed at
offsetting investment costs against profits during the tax holidagdoérhe Act granted new
companies the pioneer status and provided tax relief for foreign cosspaperating in
Nigeria with tax holidays of five years period. The tax holidexs also extended to the
shareholders of the pioneer firms. The dividends accrued to sharshwalder exempted
from taxes during the tax holiday period (Aremu, 2003, p. 50). Under ther@aiduties
(Dumping and Subsidised Goods) Act, the government can charge additiomsl ot
specific imported goods, when there is clear evidence of dungpiggvernment subsidy in
the country of origin. The government can also grant duty drawbacks$uods of duty paid
on materials imported and used in the manufacture goods for expaddyA$967, p. 166).
Export promotion emerged during the colonial administration tardIDAs provided the
framework for increased foreign investment in Nigerian indaissector. As a result, the
number of registered industrial establishments increased from 182 compestesded
between 1935 and 1946 to about 1,027 companies between 1946 and 1958 with 15 per cent
of them being medium/large scale enterprises (Usoro, 1977).

The problem was that the industrial Development Acts (IDARdd specifications in terms
of industries that are qualified for pioneer status (Asiodu, 1967, p. 163hdnwords, all
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newly established enterprises were automatically qualifiecpifmmeer status regardless of
national interest or needs. The IDAs failed to recognise the temper of human capital
development and development of local inputs (Ogbuagu, 1983, p. 244). The proaiotion
small scale agro-processing and rural industries was neglected.

The drastic change in political climate as a result of mewenior political
independence led to the shift in industrial policy objectives duringehed between 1954
and 1958. Hence, the IDAs of 1957 and 1958 were regarded as the corner stiane tinat
foundation for import substitution programmes (Ohiorhenuan, 1989, p. 146). As aoffesult
the gains in industrial expansion, the import substitution programmeteasively pursued
immediately after the political independence.

2.3 Nigerianisation and Nationalisation Policies of 1958 to 1972

Government participation in promoting industrial development becamewistdrke between
1958 and 1972. The theoretical assumption backing government intentions wasvttat
sector was still very weak hence government had to engage in prdpstrial planning and
programming for public sector development. Government considered such redasbee
necessary in order to encourage the private sectors to chanmehtestment strategies
towards the areas of greater priority (Asiodu, 1967, p. 162). In the late 1950s ariDé8dgy
government intervention became much vivid such that industrialisationapnoggs were
directly linked to general economic development and growth. To achwsefunds were
made available for government to participate directly in industiéalelopment activities.
Besides direct intervention, indirect measures were also purSueld.measures were in the
form of guaranteeing foreign loan for new industrial projects wdeang special assistance
like providing industrial estates and public utilities to public indesti{Asiodu, 1967, p.
162). To strengthen their participation in industrial development aesiyigovernment later
integrated industrial development policies in the National Developfkan (NDP). Under
the NDP framework, the government pursued regulated industrialogevent activities
which were based on open-door-policy (Dauda, 1993, p. 76). In the first NDP 612682
about 14 per cent of public investment was directed to industrial devetofasodu, 1967,
p. 162).

However, the debate about nationalisation of businesses resurfadéideman political

discussions during parliamentary debate on Petroleum Profit illarx B959. In November



1961, the tune of the debate changed from “nigerianisation” to “naticinais&n order to
reduce the level of foreign influence and control of the ecofomythe political circle, the
resentment on foreign dominance in the country’s economy especiabxtiactive and
secondary industries, commerce, small scale distributive tratieskapping sectors became
very high (Ogbuagu, 1983, p. 247). Consequently, government started graduadipduce
measures to reduce foreign dominance in the economic astivitee first formal step taken
to promote indigenisation of businesses after the independence westahkkshment of the
Immigration Act of 1962. The Act excluded the foreigners who wisbeghrticipate in trade
already served by Nigerians. The Act also specified the oatidigerians to non-Nigerians
employed in foreign firms. This was followed by the creationanf Expatriate Quota
Allocation Board in 1966. The board was charged to ensure gradigemous participation
in the control, development and management of certain economic resources in Nigeria.
The second step was the promulgation o€Ctirapanies Decreef 1968 that provided
the formalities for incorporation of foreign companies in Nigerighe aims of the decree
were to bring local subsidiaries of foreign firms under therobiof the Federal government
and later to secure the participation of Nigerians in such busmédse decree also made it
illegal for a company to render financial assistance topangon in the polity to help in the
purchase of its shares or shares of its holding company (Ogbuagu,pl198®). In 1971,
skill acquisition programme was introduced for the first time ilgeNa’'s industrial
development programmes. The decree establishing Industrial Tr&uanmwas promulgated
in 1971 with the aim to encourage skills acquisition in industries. Ttree@lso recognised
the need to train and supply the capable manpower needed in Nigeria's growing economy.
Berger (1975) argues that between 1964 and 1972, import substitutiogystrate
implicitly succeeded in Nigeria based on the number of industaabkshment. The
economic indicators at the period suggests that the number of indestalblishments grew
at average annual rate of 12.1 per cent. The number of employees itriahciestor
increased at the annual average rate of 12.6 per cent. Between t96472n the annual

average growth rate of wage bill and the gross domestic output increased bgricésdt@and

“Nigerianisation in the context implies increasihg tatio of Nigerians in foreign firms’ managempasition
and “nationalisation” implies increasing the ratioequity share of foreign firms to Nigerian.
*The Companies Decree of 1968 stated that everygforeompany “....shall in respect of its operation in
Nigeria be deemed to have been incorporated urttkerdecree as a separate entity from the company
incorporated outside Nigeria in whose name a ptddeusiness in Nigerian was established, and cognpan
deemed to have been incorporated in Nigeria skealétas part of its name (unless already thereawibrd
Nigeria”.
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16.4 per cent respectively. While the gross value added of indssici@lr grew at the rate of
18.7 per cent. Following massive criticisms on government’s poor imptatien of first
NDP, the call for Nationalisation of Nigerian business becomtensive in 1970. These
events arguably led to the birth of Nigerian Enterprises Prom&temmee of 1971 and the
second NDP of 1970-1974.

2.4 Nationalisation Policies of 1972 to 1985

Nigerian Enterprises Promotion (NEP) Decree of 1972 “Indigenisddecree” has been
considered as the most radical industrial policy change in Nid@rigears after attaining
independence. The objectives of the policy were theoretically ejetie an economically
independent country with increased opportunities for indigenous Nigeriamebssien; b) to
ensure greater retention of profits accruing from the economic sertorencourage further
foreign investment in the sophisticated area of intermediate and capitalggoddstion.

The NEP Decree of 1972 created two categories of businespregeknown as
schedules 1 and 2. Schedule 1 contained the list of enterprisels whie exclusively
reserved for Nigerians. Schedule 2 contained businesses which foreigulerengage in but
under certain conditions in terms of size and ownership. In other woregyrfers lost the
right to own a business in Nigeria under the NEP decree of 1972. Bledrgument in
favour of NEP Decree 1972 was the implicit endroperialismin Nigeria’'s political and
economic discourse. Governments all over the world adopted nationaliaateostrategy to
support local control of their economy after attending political indegece. The policy of
indigenisation therefore should be seen as complement to politicalegmig (Soyode,
1989, p. 195). The implication is that Nigerians should then account forotleipolitical
and economic destiny.

Contrary to expectation, the indigenisation decree of 1972 failedebitaelesired
objective in terms of reducing foreign dominance in Nigerian econdimg.Chambers of
Commerce and Industry as well as the Manufacturers Associat Nigeria continued to
push for more participation of Nigerians in the country’s businesgiteast. The NEP was
considered to be very weak hence there were modifications 1977. Thev&tERvised in
1977 such that the classes of enterprises that fall in each sehestel reviewed. There were
also changes in equity share participation between Nigerian®egigners in any business
venture (Ogbuagu, 1983, pp. 252-3). However, the revision did not improve thmositua
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instead it turned out to be a colossal failure. lkpeze (1991, p. 593) dnguése policy tried

to use a single policy instrument simultaneously to achieve thsgmative objectives
namely; indigenisation, diversification and Nigerianisation of managénbauda (1993, p.
77) argues that the actions were not simply based on nationaleiogy rather a reflection

of economic situation th&nThe policy explicitly exposed Nigerian weaknesses in terms of
business environment. Such policy according to (Aremu, 2003, p. 56) should notidxétya
option in a country that was in serious need of FDI.

In general, one can argue that policymakers in early 1970s pursinedt aighted
economic development strategy which failed to recognise that dewahbgsa learning
process and path dependent as well. The neglect of learningp@oe small and medium
agro-processing industries created vacuum in Nigeria’'s entepsnp and industrial
development path. Arguably the balance between the NEP Decl&¥ 277 and property
right was massive loss of foreign direct investment in manufagtwsector in Nigeria.
Policymakers also failed to understand that foreign investors narglyto invest in country
where they have no effective voice and control over their capital (Aremu, 2003, p. 56).

In spite of these lapses, Nigeria's industrial policy grdgustiifted from open
door policy to increased government dominance in production activities (@higan, 1989,
p. 148). The priority areas of industrial policy in the second NDRidadlg shifted to capital
intensive industries. To protect the new industries and sustain its/,ptiie government
introduced different types of import restrictions. Between 1973 and MN§eria withessed
rapid industrial expansion with compound growth rate of manufacturictgrsevhich rose
by 9.5 per cent and a GDP growth rate of 2.3 per cent. In 1982, iti®ys of economic
down turn started to emerge as access to foreign exchange bpessigtently difficult.
Firms could no longer import spare parts and the required rawiatstbeence industrial
capacity utilisation began to drop. The expected gains from Natatiah such as
employment generation, acquisition of skills and development of |tezinological

capability became a total flop (Ikpeze, 1991, p. 593).

2.5 Nigerian industrial policies under general economic restructurig of 1985 to 1988

The Economic Stabilization Acts of 1982 and 1983 failed to rescueaitedéteriorating

Nigerian economy. It became inevitable that Nigeria's induspadicy must be charted

“As Dauda (1993, p. 77) put it - “The 1970s wereesiqul in which Nigeria felt it can be able to use i
petropowerto establish its economic power”.
8



towards a new direction. After a national debate in 1986, a Strué&tdjastment Program
(SAP) was launched and a new economic and industrial developmberigsed on market
principles was adopted. The fundamental aim was to boost the confidedomestic and
foreign entrepreneurs in the economy. Critically, the SAP wasexsal of second NDP with
specific policy instruments. The measures were aimed atgdiack the public sector and
shrinking government involvement in production through privatisation. On ecorfoont,
deregulation and liberalization of the market were simultaneonsigyduced. The Second-
Tier Foreign Exchange Market was created in order to enharsigrfazurrency as well as
facilitating imports and exports. The tariff structure wampdified, privatisation of public
enterprises, and promotion of small scale enterprises assveditionalization of institutions
for industrial development were also implemented (Ikpeze, 1991, p. 596).

One major argument in favour of the new policy was reduction of tleatiabt
conflicts arising from bureaucratic problems. Rapid increaseFeéderal Government
employees indicates increasing trend in bureaucratic poviior to 1970, National
Economic Council (NEC) and Joint Planning committee (JPC) wdre two
intergovernmental organs responsible for the formulation of indusieialopment plan. In
1970, both were replaced by Supreme Military Council and the JoiminiRta Board
respectively. The two organs continued to function until 1988 when an indepétatemal
Planning Commission (NPC) was established as part of civicgareform (Dauda, 1993, p.
80)".

The privatisation and commercialisation decree No. 25 of 1988 was
promulgated with an autonomous NPC established to oversee the impgleomeiof the
program. The policy objective was to restructure the economy toviiaodg-balance and
economic growth in order to enhance efficiency through privatisation and
commercialisation A 13-member committee known as Technical Committee on
Privatisation and Commercialisation (TCPC) was created forirtipdementation of the

programme (Onah, 1991, pp. 619-23). The privatization scheme was vehementlyddppose

*The Federal government employees increased by $pé2dent from 196,068 in 1979 to 302,349 in 1985.
®Change of the structure is not the real problernabafronts Nigerian policy initiatives rather fuimmality and
effectiveness. As Dauda (1980, p. 80) put it, the-Nigerian members left the planning scene shaiftigr the
launching of the first NDP. They were however nepplaced by Nigerians of the same number with timeesa
educational level and quality.
"The terms privatisation means disinvestments @brtor fully) of government equity interest in whoor
partially state owned enterprises. Commercialisatiaplies retaining government ownership but impmgv
performance and reducing or eliminating subsidies subventions (Wilson, 1990, p. 12 quoted in O1&91,
p. 621).
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the North for fear of losing the privatized companies to more remh southern private
sector. The privatization was fashioned to allow state governnerivsly the shares in
privatised companies on behalf of their people (lkpeze et al, 20@4ate governments hold
the shares in trust for “their people” the economic viability ef phivatised companies will
continue to decline because of government direct interruption in thengurofi the
companies. It also suggests that group and ethnic interest stihatasiNigeria’s domestic
policies.

The recent appraisal of the programme suggests that appromsateraccountability
of the regulatory framework raises questions and suspicion aboutféicvenhess of the
programme. The implementation lacks political leadership, allegafieorruption and lack
of adherence to a transparent process (Ariyo and Jerome, 2005, p. 344)xonhbene
witnessed a drastic policy reversal in 1988 which consequently ithjecteertainty in the

economy and eroded the gains of the economic reform.

2.6 Nigerian Industrial Policies under Volatile Political and Economic
Environment of 1988 to 1999

The persistent economic down turn in Nigeria forced the governmentiéovrthe NEP Act
of 1977 in 1989. The three schedules in NEP were reduced to asthgldule in NEP Act
No. 54, of 1989. Under the Act, a foreigner can own an enterprisefieldsa the single
schedule if the level of capitalization is not less than N20 million. This impleggdreigners
were no longer restricted to the proportion of shareholdings in the@stment. It also
suggested that the foreigners could identify and invest in areasllaaswsectors that have
higher returns on their capital in Nigerian economy (Aramu, 2003, p. GByefuently, the
Companies and Allied Matters Act (CAMA) was promulgated in 1990 iaibgécame the
principal law regulating the incorporation of businesses in Nigemaetsection 54 of the
Act, foreign investors intending to transact business in Nigggamandated to take all the
necessary steps required to incorporate their comfafies most significant aspect of the
Act was the establishment of Corporate Affairs Commission. @gnto the old system
which was problematic due to its centralised and organisationatist, the new Corporate

Affairs Commission was decentralised with an office in egtite of the Federation. The

®However, foreign companies invited by the Federaveé@nment, foreign government-owned companies
engaged solely on export promotion activities. kpreengineering consultant and technical expertsewe
exempted from incorporation subject to the approvaéhe Council of Ministers (Aremu, 2003, p. 60).
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decentralisation of functions helped to reduce the cost of regstrand made the
registration processes less cumbersome (Ekwere, 1993, p. 52).

In 1995, the Exchange Control Act of 1984 was repealed and was rephaced
foreign exchange Decree No. 17 of 18%Gubsequently, an Autonomous Foreign Exchange
Market (AFEM) was created. This made it possible for individoalsorporate bodies to
invest in any Nigerian enterprises or securities. AccordinheaoActs, foreign investors can
bring in foreign currencies in Nigeria only through an authorizededeln other words, the
modalities for capital importation for foreign investors wereedalated and simplifiéd In
1995, Nigerian Investment Promotion Commission (NIPC) was alsblisked. The NIPC
Act No. 16 of 1995 was designed to promote, coordinate and monitor all inmestme
Nigeria. In 1999, the Act establishing the Investment and Sesunwas signed into law. The
aim of the reform was to deregulate Nigerian capital marketrder to facilitate inflow of
FDI in the economy. To achieve this, the Capital Gains Tax tha Venture Capital
(incentives) Act and the NIPC Act were harmonised to avoid @binilj interest and
overlapping in terms of jurisdiction (Aremu, 2003, pp. 63-4). Subsequently, imdustr
development activities during the period suffered serious setbaclo qagditical instability
and civil unrest following human right abuse by the military dosthip. The expected gains
from the reform in terms of private sector development and RDhanufacturing sector

became an illusion.
2.7 Industrial Policies under free market capitalistic framework 0f1999 to 2007

Nigeria departed from its past pervasive state interventiortigelito a new path that
embraces free market capitalism. The policy initiatives veendedded in the new policy
framework called the “National Economic Empowerment and DeveloprSéradtegy”
(NEEDS) launched in 2064 The NEEDS policy document explicitly recognised economic
growth as the basic instrument for poverty reduction. In orddimulate economic growth,
promotion of private sector development became the central objectiie BIEEDS policy

*The Exchange Control Act of 1984 was the principgislation regulating foreign currency relatechsactions
in Nigeria.
“Nigeria Foreign Exchange: Deregulation and Guigalimww.nigeria-law.org/Foreighast accessed:
22.09.08.
YA critical view of the policy framework shows th&EEDS is a revised SAP that aimed at reforming
government institutions by encouraging effectivaddrtary implementation, fighting corruption, proimgt
accountability and transparency (NEEDS, 2004, p. TBe basic difference between the NEEDS and SAP is
that NEEDS is a locally groomed concept with a hieeral background.
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package. The key elements of the strategy focused on privatisatblaf enterprises, de-
regulation and liberalisation, investment in infrastructure for ld@weent. The policy also
targeted specific sectors such as agriculture, industry/S8#egces, oil and gas, and solid
minerals. The policy document also recognised the importance df amlamedium scale
enterprises (SMES) in the economy in terms of employmentaggoe and wealth creation.
Enterprises clusters were regarded as a key strateggeni&h industrial development in the
policy document (NEEDS, 2004, p. 7). In 2002, the government launched Small dnarivie
Industry Equity Investment Scheme (SMIEIS). Under the scheammercial banks were
mandated to set aside 10 per cent of pre-tax profits for equitytimerts in SME¥. Equity
investment could be in the form of cash injection and/or conversion stirgxidebts with
additional funds as loan by the banks (World Bank, 2002. p.16; Oyekanmi, 2004, py 66). B
September 2008, a total of about N26 billion had been distributed to SMEs.
Furthermore, telecommunication was actively privatised whatholemobile phone
and internet revolution in the country. The state owned industries prieagised coupled
with massive campaign for foreign direct investment. The enseptor was partially
deregulated in order to allow public and private partnership investment. Thislleagetl by
the establishment of Small and Medium Enterprises Development yAgeindNigeria
(SMEDAN) through the parliamentary process. The agency wsafgred to promote,
facilitate and coordinate all government policies on SMEs (NEEEZI®4, p. 80). The
implication here is that policies on SMEs in Nigeria are hawaaroeconomic issue which
has to be centralised with unified mechanism. This is againgbifigy and effectiveness
which implementation of SME policies demands. Furthermore, a neanakipolicy on
Micro- Small and Medium scale Enterprises (MSMES) was laetian March 2008. The
fundamental objectives of the policy according to the report areraade an overall
framework of action as a guide for well focused, harmonious and oatedi programming
by all actors. According to the document, the objective cover arothegs, evaluation and
monitoring of stakeholders activities. The major technical problethefpolicy is lack of
clarity and functional objectivity. It is very difficult to undeastl whether the package
represents a “policy document” or an “institutional structure”. fbnmer is concern with the
application of specific economic and political instruments in ordemladhieve specific
objective or objectives. While the latter focuses on information ,fle@ordination,

monitoring, evaluation and documentation of the problems the SMEs fdloe.dbjective of

2’NEEDS documents were created in march 2004, pB378-
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SMEDAN is to combine both, then there will be a problem. SME potigylementation
requires sequential scheduling, targeting and costing with emauatechanism that

involves different actors and independent monitoring agencies.

3 The Roots of Nigeria’'s Trade and Industrial Polig Inefficacy

Nigeria’s trade and industrialisation problems are beyond the tnop&FC. The problems
can be classified into five dominant factors namely: confliatiegelopment concepts, failure
of articulated government objects, dominance of ethnicity sentimerdliticg, governance
based on patronage, and dominance of private and group interest awaglnaterest. These
factors more often than not have influence on public policy formulation and impleraantati

Nigeria’s industrial policy has been a victim of conflictingelepment concepts
that often resulted to policy reversal and distortion in gen@@hamic management. For
example, development policy moved away from grassroots stratetheithen Ten-Year
Plan of Development and Welfare of 1946 to 1956 in the 1960s. This was basicakysal a r
of conflicting ideological development path in the three dominant megad Nigeria with
weak central government. The socialist movement in the then MWestion had different
development path as opposed to neo-liberal thinking in Eastern regioewda €apitalist
system in Northern region (Uzor, 2009). As the struggle for regioc@hosnic power
heightened, the development institutions such as marketing boardgyptegsat corporations
and economic policy making units became the engine that drive econoveiomiaent in
their respective regions. The organisational structures of thieutimns were relatively
stronger than the newly established Federal organs. Hence, theneovaaticulate central
government trade and industrial policies. Regional industrial develdpprejects were
financed by high taxes on farmers and proceeds from agricuRaree§t, 1993). Industrial
development which started from the grassroots with emphasis onss@alallagro-processing
and rural handicraft industries was speedily replaced by sodcatfiport substitution
industries in the regions.

The political scenario in Nigeria changed in the 1970s as thianmpitonsolidated
power. The country began to witness a new powerful federal civikceettvat was committed
to the principle of federalism. The bureaucracy started to mfkiehe economic policies,
nationalisation of the economy started to surface. The creation ef steies weakened the

regional powers such that most economic and development polictee states followed
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Federal Government pattern (Forrest, 1993, pp. 48-49). The sudden rise ® grice
petroleum oil in international market in 1973/74 provided the Nigerian gment the
choice of unguided spending as a result of oil revenue windfallintnease in oil revenue
further strengthened the power of central authorities which lbddget expansion. This was
supported by the creation of strong exchange rate regime thatlgaerage for cheap
importation of foods and other consumer goods.

Furthermore, the failure of industrial and trade policies in Nagemas also as a
result of politics that failed to promote efficiency rather atityithinking was encouraged.
For example, thelomination of the political leadership by the North from 1960 to 1999
contributed to location certain key industries such as Iron and stépérres in the region.
Dispersion of industrial location without regard to economic considesattontributed to
poor performance of these industries (lkpeze et al, 2004). Furthertiweactive
involvement of the state in economic production resulted led to poor proetor
development in Nigeria. As the state become the main source ofdigand contracts, most
businessmen in Nigeria became actively involved in politics in dodget contracts and all
politicians became also businessmen. One can no longer differdrgtateen a politician
and a business man in Nigeria business. Consequently, governandeobapatronage
flourished through contracts, foreign exchange allocation, directtca¢dbelow market
interest rates, and tariff concessions. Personal and specialstat¢éherefore determine the
nature of tariff and non-tariff barriers to trade. The implicai®such that interest groups
often determine the structure and timing of trade and industrialiglin other words,
policies can easily be reversed thereby undermining national ghtélee dominance of
private and group interest over national interest contributed to fadtir&chumpeter

entrepreneurs emerge in the system and pdevelopment of tradable goods for exports.

4 The Prospects for Economic Growth

The tragic experience of Nigeria’s external trade and indlizs&ii@n efforts was a classic
case of misplaced policy choices and direction. This left theufaaturing value-added as a
percentage of GDP to a disappointing about five percent in 2000. Henoeutiitey has been
classified as one of the 20 least industrialized countries invtnkl (Ikpeze, et al, 2004).
Nigeria departed from its past pervasive state interventiortigelito a new path that
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embraces free market economy with private sector developmedteapolicy objective in
2002. What is imperative in the face of global financial crisis tmaeafter is how to
strengthen the private sector and identify the industrial sector which can emgnawth.

One basic fact is that productive investment of the state andepfivats can have
profound impact on GDP growth. The impact of investment strategibe state and private
sector are often reflected on the improved value added to the @GfhgGDP growth has
explicit impact on aggregate employment and income changes seitise that firms employ
more workers during the boom period. Policies targeting human devehbprakill
development and physical infrastructure will have positive impant Nigeria's
industrialisation efforts. As Nigeria is campaigning for FbBflow, improvement of these
factors will attract FDI and foster transfer of technoloffeatively. Policy direction must
therefore focus on how improve human development record which remanswe Human
development index (HDI) measures the average achievement in aycaunrms of
prevision of education and services such as portable water, public-tieailities and
sanitation. Table 4.&8hows the trend in Nigeria's HDI performance between 1975 and 2005.
The HDI values improved from 0.321 in 1975 to 0.470 in 2005 by 46.4 per cent. Despite the
improvement, the country has not been able to reach the 0.5 minimum Eeréerm
benchmark of the HDI.

Table 4.1: Nigerian Human Development Index Trends (1975-2005)

1975 1980 1985 1990 1995 2000 2005

Values 0.321 0.378 0.391 0.411 0.432 0.445 0.470

Source: UNDP Human Development Report 2007/8, p. 236

15



Investment in human capital development can be seen as the basicena@aed at long
term sustainability of the economy. The growth in output per woskeassociated with the
accumulation of physical capital, skill development and technologlaige (Baier et al,
2002, p. 29). Furthermore, the factors which determine the efficiendgbolir include
education per worker, knowledge, economic, political, and social systedugation has
scale of measurement in terms of years of schooling. Hencdifféirences in the efficiency
of labour across time and countries can be explained by differémdbe average years of
schooling per worker (Benhabib and Spiegel, 1994, p. 144). Investing intiedusadeemed
as an important measure to upgrade the output per worker in a competitive environment.

Productivity growth is ammportant determinant of long run economic performance in
terms of GDP growth while accumulation of machinery is a pu@erminant of national
rates of productivity growth (De Long and Summers, 1995, p. 1). Highofahvestment in
equipment is regarded as the key factor for rapid economic grethdng and Summers,
1992, p. 38%°. The positive effect of externalities is learning-by-doing that incseasekers’
skills and organizations’ capacities to handle technologies. In cise, technological
accumulation is crucial for firms and capital market play trgomrole in financing the
accumulation process. If the local capital market is developedilibeveasier for credit
constrained entrepreneurs to start their own firms, expand thamebsss by acquiring
varieties of intermediate goods. An increase in the number ofiear@tintermediate goods
leads to positive spillovers in the final goods sector (Alfard,2097, p. 3). The growth of
domestic investment therefore depends on the level of domesticnséok&t. A stable stock
market serves as signal and basis for linkages in internatiapiéal markets. There are three
plausible effects of capital market on local firms. Duringitadisation in the stock market,
firms are forced to improve their managerial capabilitiedioyng qualified workers. Firms
can improve their human and capital stock through capitalisation. Emmscquire good
will and reputation which can easily facilitate joint ventureiatives between local and
foreign partner.

With the exception of South Africa, the private sectors have Maited access to
financial resources in most countries in the sub-region. Table 4.1 shevd®mestic credit

BEor example, if government strategy targets praditgigrowth of three percent per year, then theome per
worker will increase eight fold over a lifetime atite income itself will also double if annual grémis one
percent (De Long and Summers, 1992, p. 19).
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flow to private sector expressed as a percentage of GDduinsélected countries in sub-
Saharan Afric. As indicated in the Table, the domestic credit to private séttSouth

Africa increased from 81.0 per cent in 1990 to 164.3 per cent in 200pé&centage point
increase of 83.3. In Mauritius, the domestic credit to private saotoeased relative to
Nigeria and Ghana, from 35.6 per cent in 1990 to 83.5 per cent in 2006, trestingda
percentage point increase of 47.9. The scenario is quite differenigendNand Ghana. The
domestic credit to private sector in both countries is not only wwydut also increases
sluggishly. For Nigeria it increased by a percentage poinease of 16 between 1990 and
2007. In Ghana, domestic credit to private sector increased by 13.htpgecpoint between

1990 and 2006 and declined by 0.2 percentage point between 2006 and 2007. The implication

is that limited access to credit for firms could result to low aggregate piaualuc

Table 4.1: Domestic credit to private sector in four selected countries sub-Saharan
Africa as % of GDP between 1990 and 2006

Nigeria Ghana Mauritius South Africa
1990 9.4 4.9 35.6 81.0
1995 7.8 5.2 48.7 130.6
1996 10.6 6.6 447 137.0
1997 8.2 8.2 50.5 135.0
1998 9.1 9.4 59.2 118.9
1999 13.8 12.0 58.5 136.3
2000 13.9 14.1 61.4 141.9
2001 17.8 14.1 62.7 148.5
2002 17.8 12.0 61.3 131.7
2003 15.7 11.8 59.3 142.1
2004 15.6 13.1 59.5 141.3
2005 14.9 15.5 76.7 143.5
2006 15.0 18.0 78.0 160.8
2007 25.4 17.8 83.5 164.3

Source: The World Bank, World Development Indicators 1988, 232-234; 1998, pp. 154-156; 1999, pp. 270-
272; 2000, pp. 260-262; 2001, pp. 270-272; 20@2,280-282; 2003, pp. 258-260; 2004, pp. 255-28652
pp. 270-272; 2006, pp. 266-268; 2007, pp. 264-2668, pp. 268-170, 2009, pp. 270-272

In modern economic activities, economic growth depends on an effigianicfal sector that
can pool domestic savings and mobilise foreign capitals for productivetimeets and
international trade. Productive projects will be unexploited when ssete of financial
institutions do not exist in the econor(Bekaertet al, 1995, p. 3). The capital market serve

not only as means of ensuring liquidity and risk diversificatiorheaéconomy but also as

“Domestic credit to private sector reflects the degof financial resources provided to the privatetar
through credit, loans and purchases of non-egeiturities, and trade credits and other accountsv&sle that
established a claim for repayment (World Bank, 2@0283).
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means of acquiring information about firms and reducing tramsactists. Table 4.2 shows
the position of capital market in four selected countries in sub-&ahrica. The Table
shows that market capitalisation or capital market value inrMiggew from US$1,372 in
1990 to US$86,347 in 2007 and fall drastically by 42.3 percent to US$49,803 argaiably a
result of GFC. The relative increase in overall size in sioakket between 2005 and 2007
can be linked to the capitalisation of Nigerian commercial banks.

Table 4.2: Capital market position in four selected countries in sub-Sainan African

1990 1995 2000 2005 2006 2007 2008
Nigeria
Market capitalisation
(mil. US$) 1,372 2,033 4,237 19,356 32,819 86,347 49,803
Market capitalisation
as % of GDP 4.2 7.5 10.3 19.6 28.5 52.2 n.a
Turnover Ratio* 0.9 0.6 7.3 115 13.8 28.7 29.3
Size of listed
domestic stocks 131 181 195 214 202 212 213
Ghana
Market capitalisation
(mil. US$) 76 1,680 502 1,661 1,729 2,380 3,394
Market capitalisation
as % of GDP 1.1 26.6 9.7 12.8 25.0 15.7 n.a
Turnover Ratio 0.0 1.2 1.5 3.2 3.4 51 5.2
Size of listed
domestic stocks 13 19 22 30 32 32 35
Mauritius
Market capitalisation
(mil. US$) 268 1,381 1,331 2,617 3,598 5,666 3,443
Market capitalisation
as % of GDP 10.1 35.2 38,7 41.6 56.7 83.3 n.a
Turnover Ratio 4.5 4.8 5.0 6.1 6.0 8.7 8.9
Size of listed
domestic stocks 13 28 40 42 41 41 41
South Africa
Market capitalisation
(mil. US$) 137,540 280,426 204,952 565,408 715,025 833,548 491,282
Market capitalisation
as % of GDP 1289  206.2 254.2 236.0 280.2 294 n.a
Turnover Ratio 6.1 6.7 33.9 41.6 49.5 52.8 60.6
Size of listed
domestic stocks 732 640 616 388 401 422 425

Key: n.a = not available at present year; * turnover ratio is the value of share traded as % of capitalisation

Source: Wotld Bank, Wotld Development Indicators, 1997, pp. 241-243; 2002, pp. 288-290; 2006, pp. 278-290;
2007, pp. 276-278; 2008, pp. 280-282, 2009, pp. 282-284
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Market capitalisation in nominal value is relatively low in Ghama Mauritius indicating
that the domestic capital is poorly mobilised. High market daataon in South Africa
suggests that the market is relatively large, less r&sky diversified compare to Ghana,
Mauritius and Nigeria.

The market capitalisation expressed as a percentage o5BIR the rate at which
securities are traded in the capital market. It also refldet size of the market and the
liquidity position in the capital market. As shown in Table 3.2, in 2007, rhaggatalisation
as a percentage of GDP recorded 274.0 per cent in South Africa, 83génhper Mauritius,
52.2 per cent in Nigeria and 15.7 per cent Ghana. This shows that ssccaiti easily be
bought and sold in South African capital market than in Mauritius, ridigg Ghana stock
market. It also suggests that there is existence of effaaueutions protecting investors in
South Africa.

The turnover ratio which is the value of traded shares expressegeasentage of
GDP in Nigeria improved from 7.3 in 2000 to 29.3 in 2007 but relatively lowpeoento
South Africa. The low turnover ratio in Ghana and Mauritius careXygained by high
transaction costs and low liquidity existing in the market. Low nunabdocal domestic
companies listed in Ghana and Mauritius capital market suggesthehaiility to mobilise
capital and diversify risk in both countries will continue to be low.

The major problem in Nigeria’s industrialisation process was nbglect of
importance of small-scale industries (SSI) in Nigeria econamaytlae impact of linkages in
industrialisation process. The pattern of Nigeria's industiglelopment process laid more
emphasis on government large-scale enterprises or the so CdRed The Nigerian in
development strategies failed to promote sectoral linkages andnalyisirial processing
(Osoba, 1991). To sustained Nigerian economy in the face of GFC andftérernadustrial
development strategies should focus on areas where the countgnizarative advantages,
on promotion of sectoral linkages and capability building for possible desavith large
international firms. Focusing on agro-industrial processing is considereoe very
important for rural-urban linkages. The agro-industry provides theiatréiarm-industry
linkage and contributes to rapid development of agricultural sectoro-iAdustrial
processing is the process of transforming agricultural produoea different chemical or
physical state. The process involves numerous activities #teptace between harvest and
production of the final products. An Agro-industry is an enterprise tlogepses agricultural
raw materials including ground and tree crops, livestock and fishgl2B, 1994, p 10).
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The basic idea in engaging in agro-processing is to enhanceuth@ve value of the
agricultural products and transforms the products into transportable forrfocal and
distance market. The development occurs through induced backward liskabess supply
of credit and inputs as well as forward linkages in terms ofgasing and marketing. The
economic advantages of agro-processing include also value additiannter’'s produce,
creating opportunities for employment, and increasing farnmatsincome. Consequently,
the process opens up possibilities for agricultural development beteutamers will be
motivated to increase production. Upgrading involves not only the stratdgat enhance
increase in the volume for exports, but also the strategies ithatl aat transforming the
nature of the commodity into a higher quality value. Upgrading ingeiquality provides
an incentive for possible integration of the products or commoditiestiiet global value
chains (Gibbon, 2001, p. 359). Subsequently, integration efforts induced by glbdal va
chains have implicit effects on economic development in termsdhistrial upgrading,
employment creation and economic linkages (Uzor, 2007a).

5 Conclusions

The GFC can be regarded as a contributing factor in recgetiliin economic crisis but the
sudden fall in oil prices in international market remains a nfagior. Hence, there is need
to diversify production for export by improving non-oil sector. Nigemnes pursued a
development strategy that placed priority on CIPs and capital-imwemsdustries. The
industries were protected with high tariffs and subventions hence icothee of time the
industries became more or less sick babies, uncompetitive and hbmfinas. Investments
were concentrated on final stage consumer goods that lack secidnalter-firm linkages.
These strategies could not be sustained due to an associated fegdetey on imported
inputs. The industrial capacity and the production expanded rapidly boé @&xpense of
agro-industrial development. When the oil prices collapsed in early fe80sed by
foreign exchange crunch and surging foreign debt crisis, indusapacity declined rapidly
due lack of imported industrial inputs.

Mobilisation of domestic capital is an important instrument in itrdlsation
process. Capitalisation of banking institution is necessary but noffieiesit measure for
sustainability of the economy. Strengthening the capital matkeiggional level will not only

strengthen the local production but also increase access tomevestapital for private
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sector. The most important instrument to sustainable development amairec growth is
food security. Investment in agricultural production is necessargdcuring food security
and boost agro-industrial linkages in agro-industrial sector. In dmitext, creating the good
environment for foreign direct investment in agro-industrial prongssill help to facilitate
increase in agricultural output. Most importantly, investment in human capilbgenent is
a necessary factor that supports learning processes sudait@from economic reforms in

Nigeria can be effective.
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