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ix.
ABSTRACT

This study is motivated by the recent emphasis by the Federal Government of
Nigeria on the promotion of small-scale Industries as a strategy for self-reliant
industrialisation. The Central Bank of Nigeria (CBN) issues guidelines to banks to ensure
that at least 20 per -cent of their total loans and advances are allocated to these enterprises
in the country. Yet, Small-scale manufacturing industries in Enugu State of Nigeria still
face a high rate of business failures. Hence, the need for this study.

This study is limited to six small-scale manufacturing industries in Enugu State that
are registered with Enugu State Mimstry of Commerce and Industry (Funds for small-
scale industries Unit) and the National Association of Small-Scale Industrialists, (NASSI)
Enugu.. Their choice for this study is guided by the data availability dﬁring the periqd
covered.

To analyse the data,linear reggression applying Ordiﬁary least squares (OLS)technique
was adopted to test the parameter estimates. The empirical results show that there is
credit rationing to these enterprises sampled and the impact of rationing on their total
gross .investment is significant. It is also found that selective credit controls, through
which credit rationing comes into effect, is ineffective in influencing their investment
activity.

Based on these findings, we recommend that the CBN should regulate the interest rate
- policy to encourage financial savings without discouraging investment; encourage banks
to comply with the sectoral allocation of credit to small-scale manufacturing enterprises;
and that the Development Banks in the country should be encouraged to grant long-term

loans to these enterprises in order to encourage investment in long-term manufacturing.



‘CHAPTER ONE
INTRODUCTION

11 Bac'kground of the study

Small-scale manufacturing enterprises have continued  to gain
increasing recognition in Nigeria in recent times. Thus a lot of work for
their development and public policy on them have been done by eminent
scholars. Thése include Okorafor and Iwuji (1975;1976), Ikpeze (1986),
Obi (1987) and Osoba (1987). These enterptises create more jobs per
unit of investment than large-scale ones (Anderson, 1982: '913; Landi.
and Diallo, 1987: 5; Little et al, 1987: 203; Osoba, 1987: 10). Sule
(1986: 25) mnotes. that after a decade and a half of adopting
- industrialisation ‘s,trétegy based on 1arge-$ca1é ‘industries, Nigeria has
achieved only a fragile industridl development. The friple objective of
setting up the plant -achievément of hithével value-added, -foreign
exchange saving and acquisition of transferred technology - have not
been realised. In response to these weaknesses of large-scale
manufacturing enterprises, the Federal Gb‘vemment has sought to
promote small-scale industries as a strategy for self-reliant
industrialisation. | | -
| However, inadeiluate credit facility has always been a constraint on
the development of small-scale industries in Nigeria in general and

Enugu state in particular.  Majority of these enterprises cannot draw
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| money from the fcapital’mé_rket. Conse‘qu,ently, they are either starved of
funds .or turn to sources other than':‘ institutional -ones to borrow on
extremely unfavoura‘ble terms.  This hinders thelr profitability in a
competitive market. To overcome this problem, both the Federal and
State Governments set up the small-scale industries credit schemes and’
also gave guldehnes to commercial banks to increase thelr lendlngs to
3 small-scale enterprises in the country.

The basic assumptlon underlying selectlve credit controls is that it is
poss1ble to redirect real resources to a partlcular sector through a
, real_locatlon of financial .res_ources‘. , However, ‘the ef_fectlveness- of |
selective credit control depeﬂds_ on the -_efﬁciency with which banks
mobiﬁse and allocate 'savings to 'the .fa{ioured Seetor- such . as
manufacturing (J’ohns'on 1974: 86). 'Tliere'fore' this study aims at
‘mvestlgatmg the effectiveness.of selectlve credlt controls with reference
to- small—scale manufacturmg mdustnes in Enugu state of Nigeria. ThlS
w111 help to ascertam whether the credits to this manufactunng sub-
- sector have helped in achlevmg govemmenf’s ob_]ectlves concemmg their

) development and in alleviating thelr ﬁnancml problems

1.2 Statement of the problem

"~ Over the years, both the Federal and State Governments of N1ger1a _
have stegped up efforts to promote 1_:he development of ,small-scale |
enterpri'See- in the country through increaSe_d' in_Ceﬁtive schemes éndl
* enhanced budgetary allocation -for techhicaI assistance pro‘gramrhes.

New: l‘ending. schemes and credit histi_tut,ions, at bothv'the national and
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Local levels, have been established to boost. the flow of development
finance to thése eut‘erprises_ in the country. ‘These include:  World Bank |
- assisted zsma'l‘l-scale .Enterur-i‘ses' loan ~sche1ue,,;'(:SMEX)', the -National
Economic Recoustruction Fund (NERFUND) ‘and the Commuuity
- banks. The central Bank of ngerla (CBN) equally plays a leadmg role
by 1 1ssumg guldehnes to banks on the mrmmum credit to be granted to
f .‘small-scale enterprises. For instance;, the CBN expanded its credlt
guldelmes to- mcorporate the sma]l-scale enterprises through the
- directive effective ,January, 1971:to banks to ensure that at Teast 10 per
~ cent of their total loans and advances are allocated to small-scale
o .enterpﬁses in the country.‘ This percentage Was increased to 16 per cent
" in April, 1980 and to 20-per cent sirice January, 1990, Non-compliance
| attracts stiff -p_enaltie‘s includi'rlg forfeiture of the ‘shortfalls of such loans "
by hidivid‘ual‘ bunks under this directive, for on lending to the target
group through- the ngerlan Bank for Commerce and Industry (NBCI).
However, in splte of all these measures, recent studies show that
small-scale mdustnes in all parts of the country still face hrgh rate of
'lbusmess faﬂures (Inang and Ukpong, 1992: 255) Then the question |
' that arises is: o | |
_Is the selectlve credit controls through whlch credit ratlomng to small—
“scale manufactunng mdustnes in Enugu state comes into eﬁfect ‘
effective in mﬂuencmg thelr mvestment act1v1ty‘7 Itis the answer to this
question that is the focus of this research

1.3 Definition of small-scale mdustry
~ There is no universally accepted definition of small-scale mdustly .
This ‘is ‘because an enterprise which is small in the context of one
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economy may be relatively large in the context of another. However,
there. are some common indicators in most of the definitions, namely,
the size of capital investment (fixed assets), value of annual turnover
(gross output) and the number of paid employees (Inang and Ukpong,-
1992; 252).

The Small-scale Industries Division of the Federal Mlmstry of -
~ Industries - defined it as an enterprise having investment capital
(investment in- land; building, machinery and equipment and working
“capital) of up to N60,000.00 and employing no more than fifty persons.
This was later rev1sed to. embrace ‘any manufacturing, processing or
service industry with a capital investment not exceeding N150,000.00 in
machinery and equipment. The. Nigerian Bank for Commerce and
Industry (NBCI) defines it as a firm whose capital investment does not
exceed N750, 000.00 (including working capital but excluding land),

“The new national definition as contained in the Central Bank of
Nigeria (CBN) monetary and credit Policy Guidelines (1993: 9) defines.
small-scale enterprise :as an enterprise whose total .cost, excluding cost
of land but including working cap1tal is N1.0 million but not exceedmg ,
'N10.0 million.

For -the purpose of this study, the new natlonal deﬁmtlon will be
- adopted. In case of employment, the focus will be on those enterpnses
that employ not more than ﬁfty full—tlme staff.

1.4 Objectives of the study
The specific objectives of this study are '
() To find out the impact of credit ratiomng on the investment activity
- of small-scale manufacturmg industries in Enugu state; and
(i1) To find out whether the selective credit controls through which
rationing comes into effect, is effective in mﬂuencmg the
investment activity of these enterpnses in the state

1. 5 Hypotheses of the study

. The following hypotheses will gmde the study
1. Hy:b;=0
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Credit rationing to small-scale manufacturing mdustnes in Enugu
state has'no nnpact on their total gross investment.
2. Hp:bji= :
Selective credlt controls, through which rationing comes into effect,
are in¢ffective in influencing the investment act1v1ty of small-scale
manufacturing mdustnes in the state. '

1.6 Significance of the study

Small-scale manufactunng enterprises constitute an important block
in the nation's industrial structure. Hence, the Federal Government, in
- recent times, has continued to lay emphasis -on promoting economic
recovery through encouraging small-scale enterprises in the country.

However, within the Nigerian environment, not much work has been
done on the impact of selective credit policy on the investment activity
of these enterprises. Hence, the need to carry out an empirical test to
find out whether selective credit controls, through which credit
rationing to small-scale manufacturing industries in Enugu state comes
into effect, is effective in influencing their investment activity.

The outcome from this study will guide the government, - policy
makers and industrialists in formulating appropriate policies that will
help in the expansion of the contribution of this sub-sector to the
economy. | |

1.7 Scope and Limitations of the study
This study covers only the small-scale industries in Enugu state that
are_engaged in manufacturing and that are registered with the state
Ministry of Commerce and Industry (Funds for Small-scale Industries
unit) and the National Association of Small-scale Industrialists, Enugu.
The three operators under the small-scale industries sub-sector are:
a. One-man entrepreneur; |
b. . Co-operative/partnership; and
c. Private limited liability companies.
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This study covers only the private limited liability companies. Their
choice for this study is guided by their wide capital base over other
forms of business orgamsatlon and data availability during the period
covered. -

Due to resource constraint, the study is limited to six small-scale
manufacturing industries out of ten of them that are registered with the
state Ministry of Commerce and Industry (Funds for Small-scale
Industries unit) and the National =Association of Small-scale
‘Industrialists, Enugu state.. Their choice is guided by the data
availability during the period covered. The list of the enterprises
sampled is shown in Table 1.1 below.

Table 1.1: List of small-scale ‘manufacturing industries selected for the
study. - '

Serial Number' , Ihdustfy _ Busineés Interest
BN S St Anthony's Company .
(Nig.) Ltd. :' Food and Beverages
2. Frastel (Nig.) Ltd. Soap and cosmetics
3. Hamson ('Nig.) Ltd. ._Food and Beverages
4, ~ Raduche and Company |  Agro-Allied and soap.
- (Nig.) Ltd, ' manﬁfacturing. '
5. Spute Fashion Industry | ~ Soap manufacturing
| Ltd. S -
6. GoeFredrick ~  (Nig.) | = Furniture.
Litd. - i

" Source; ‘National Association of Small-scale Industrialists, Enugu office . -
and State anstry of Commerce and Industry (Funds for Small-scale

Industries umt), Enugu.

1.8 Organisation of the study
This project report is divided into six chapters. Chapter one is the

introductory chapter. It begins with the discussion of the background of

the study and proceeds W1th the problem statement ~operational




 definition of small-scale industry, objectives and hypotheses of the study
and concludes with the scope and limitation of the study. Chapter two -
discusses the literature related to the work, which comprises the
theoretical and the empirical hterature _ Chapter three discusses the
theoretical framework which prov1des a theoretical base for the study.
Chapter four treats the methodology of the study. It presents the basic
model and its specification, estlmatlon procedure, the techmques of
evaluation, data requirement and sources The regression results are -
- presented i in chapter five, with the various statistical tests of significance
“and the second order tests for the posmble violation of the stochastic
“assumptions. of linear regression model. The working hypotheses ‘are
equally evaluated .and the unphcatlpns_ of ‘the results highlighted.
- Chapter six presents the surhmary and conclusions drawn based on the
findings. Policy recommendations and mdmatlon for further research
- are also made in tlns chapter. o -



CHAPTER TWO

" LITERATURE REVIEW

2.1 Theoretical Literature | |

.W'hﬂe “analysing the effectivencss of selective credit controls,
Khatkhate and Villanﬁe}"a (1978:_ 985) point out that if is crucial to -
identify where the controls are applied - lenders, borrowers or credit
instruments - as the conditions governing effectivenesé vary ‘according
to where the controls are imposed. In his classifications, Silber (1973:
3'28) notes that portfolio restrictions, differential reserve reqm'iements
and subs1dles to lenders are the mstruments to influence lenders; interest
 rate subsidies and capital issuing controls are the instruments for
changmg the behaviour of bo;rowers and interest rate ceilings, control
over other terms of credit instrmngnts are examples of thé thll'd |

. However, 'Khatkhaté ahd Villanueya (1980: 77) and Bitros (1981:
464) note that for a strict test of the effectiveness of selective credit
- ¢ontrols, the necessary condition is the observance of funglblhty that i is,
the ability to use funds borrowed for one purpose for another. In other
“words, the -degr__éé of funglblhty would have to be Zerd. This would
: obtéin- if short-term and long-term credits from the bankmg system are
exclusively utiliscd by business ﬁnns to finance fixed and working
capital, respectiv_ely. Howévér,,“this Would ‘be possible 1f t_he'(i.i'emand for |
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bank funds can be identified (Bitros, 1981: 56). Although, identification
may be possible in a country with competitive money and -capital
market, it may not when the monetary authorities set max1mum limits to
the interest rates that banks can charge their customers.

However, capital markets are commonly segmented in Less
Developed Countries (LDCs) both in terms of access to credit and its
costs (Abdi, 1978: 135; Page, 1979: 198). They point out that credit
from modern financial institutions is generally available to large
investors with established credit experience. Therefore, the small
investors must only rely on traditional sources especially personal and
family savings, and to a lesser extent co-operative/saving scheme and
money lender. The limited credits, they note, force them to economise
on capital. Others who are unéble to generate personal savings and who
are not known to money lenders have no source of capital than credit
from suppliers of goods.

Anderson (1982: 916) stresses on the efficient channels of supply as
opposed to continuous emphasis on the demand -sidé of credit only. He
notes that since both fixed and working capital are indispensable
elements in -any business activity, the issue is not whether the demand
for finance exists, but what are the most efficient channels of supply.
He points out that while informal sources may be ideal for small
borrowings of short maturity, they cannot be expected to serve because
in cloth and garments, the demands are greater for working than for
fixed capital, and, given the nature of the products, are most frequently
met through trade credits. In other industries, small firms may have to
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offer than receivé-itrade'Credi_ts. In addition, their demands for fixed
‘capital are greater, and for both reasons may seck supporting finance
from the commercial and development banks. However, Okigbo (1987

115), explams that. the madequac1es of the nation's development banks .

have placed commercial banks in a commandmg role He' notes that if
the government owns controlhng mterest in the major commercial
banks, then it can mﬂuence the channe]hng of the funds and substantral_ X
. proﬁts recorded every year by these banks into-the prronty sectors
There_fore, for a strict test .of the effectiveness of selective credit -
cOntrols, Silber (1973: 30;'45-)‘,-not'es that the | -analytical" framework
employed has to satisfy two properties. First, it should integrate the
patterns of resources uﬁlisaﬁon with- the various financial flows, and
a second, it should encompass the full extent of investment dec151ons and -
 their. dynarmc mteractrons In their own view, Khatkhate and Vlllanuel?a o
~ (1980: 77-78) note that: - | |
Selective credit pohcles wﬂl not always have the antlclpated eﬁect on -
j"mtere_st rates ‘and teal mvestment.m a sector that is favoured by such
| po"licieS' 'asufﬁcient though not necessary, -condition for selective credit
.pohcres to achieve the desned impact on interest rates and mvestments
" in favoured. sectors is the msensrtmty of the financial sectors lendmg to
the favoured sectors to-any changes in the interest rates on loans tov
other sectors; and in a more llkely ‘case where some degree of
. substltutabﬂlty of dlﬂ"erent types: of bank assets is prevalent the success

or failure of selective credl,t pollcl_cs becomes a more complicated
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’empin'cal issue, Vinvol’ving an eStimation of allocation functions. of the
financial and production sectors. . 4 |
In general, Brtros (1981 465) concludes that an alternauve strategy
for testrng the effectlveness of selective credit controls at firm level is to '
: _desrgn a test based on the mteractlon between ﬁnanclal ﬂow and
| resource utrhsatron That 1s, 'to- estimate mvestment in ﬁxed and
working caprtal and then look at the coefﬁcrents of the various
categones of funds utrhsed by the firm to see whether there emsts
, v,51gmﬁcant drﬂ‘erentlal eﬁ‘ects o |

- 2.2 Empmcal therature
Wlthm the ngenan envrromnent not much work has been done on
-thrs Therefore, the emplncal hterature rev1ewed for this study is based
on the related works carned out in the country and other countries.
These include nguatu (1988) BltI'OS (1981) Vaez-Zadeh and Leite
f(1983 1986) ‘_ L | '
nguatu (1988) analysed the effectlveness of mstltutronal credlts to
small—scale_mdustnes(m Nigeria during the period 1970-1986. ‘He came
to ‘the 'conclusion 'that the structnire ofhsﬁtutiontﬂ“c’re’dits has been |
- biased agamst mdustrres that use mdlgenous technology He also found
' “'out that the working caprtal that i is provided is msufﬁcrent in view of the

’hrgh mﬂatronary rate in the country However, he has not carried out -

| any statistical tests of 51gn1ﬁcance to estabhsh whether the institutional :

- 'credrts to small—scale mdustnes in the country were eﬂectlve or not.
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Bitfo_s (1981), in his study, -analy.se'd.-the effectiveness of those credit
~ controls only whi'ch aim at accelerating investment in fixed capital. The -
| study 'v-d'e_nfves from a record of 153 manufacﬁning enterpﬁses in Greece
over the period £1967-76. However, unlike Meyer and Glauber Q 9‘64),
"Dhrymes and Kurz "(l9l_'67),‘~Who were unable to establish a positive
- relationship between gross investmént and external finance, Bitros
(1981) ‘finds out that such _relationship does ‘exist. The overall
conclusion drawn is that the selective credit controls were ineffective
during the period covered Howeyver, the problem with the study is the
emphasis on fixed cap1tal only, neglecting the impact of working capital
which equally affects the expenditure decisions of manufacturing
_enterprises. | | , .‘

A Vaez-Zadeh and Leite (1983) in their study, carried out an empirical
test of the effectiveness of selective credit controls with reference to
Indian ‘sugar Tndustry during the period 1960/61 - 1978/79. They
analysed substitutability between bank and non-bank credits which has
been 1gnored in the previous studles The methodology employed was
based-on the interaction of credit and real expenditure variable and three
tests were carried out. The first test examined whether or not overall
external  credits affect imfestment. - The second examined the
substitutability between various sources of external finance. The third .
test ‘was baéed ~on the ‘total,l gross investment. In this test, the

 relationship between total gross investmeﬁt and l:he credit variables is
estimated to assess the impact on overall investment in the sugar

industry of selective credit policy.
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The overall conclusion drawn is that the selective credit controls as

apﬁlied to the Indian sugar industry are not effective beeause of the

possibility of substitution between different sources of external finance.

The lirhitatien of this study is the omission of working capital from the
total gross investment. ' |

. Consequently, Vaez-Zadeh -and - Leite (1986). analysed the
effectiveness of selective credit controls with reference to small-scale
medium-scale and large-scale manufactlmng enterprrses in Korea over
 the period 1970-1981. They introduced a new variable, the working

capital, in the investment equations, The :methodqlogy was designed to
~ permit the possible substitutability between different sources of credits -
hap’kland non-bank credits - in-influencing investment, inventories and
working ca_pital 'ef those enfe'rprisés. _

' The Qvera]l conclusion drawn is that selective crédit-‘ controls
adopted 111 Korea to expaud investment activities of Ath.o‘.se manufacturing
enterpn'ses helped to expand their investment activities. The problem
 with the study is the omission of credit ratlonmg Proxy to test for the
: nnpact of credit " rationing on the investment .activity of those

manufacturing enterprises.

2.3 Limitations of the previousl studies

The studies reviewed have in one way or the other made useful
corrtn'butions to the uuder'standjug of :sele'cﬁ've credit controls with
reference to the mahufactun'ng sector. However, the study by Egwuatu
(1 988) is not based-»-»on a rigorous test. ' With the exception of Vaez- |
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Zadeh and Leite (1983), other studies omitted rationihg Proxy from. the
model. Furthermore w1th the exception ‘of Vaez-Zadeh and Leite
(1986), other- studres omitted workmg capital from the total gross |
investment. Workmg capital is a measure of hquldlty position. and
solvency of a firm. Therefore its omission from the total gross
' investment makes the mvestment equation mcomplete
 Finally, with the exception of Vaez-Zadeh and Leite (1983; 1986),
other studies do not incorporate’ substltutablhty test to show the unpact
of various sources of external finance on the total gross mvestment

This study takes account of these limitations.
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CHAPTER THREE

| | THEORETICAL FRAMEWORK »
3.0 Theoretlcal framework -

The theoretlcal framework. adopted for this study is the theory of
.Credrt Ratlomng Thrs theory is chosen because of the introduction of
credit rationing proxy H)in the model.

-Credit rationing was ﬁrst dlscussed in the context of usury ceiling by |
Adam Snuth (1776) Later in his Treattse On Money, Keynes (1930:
212-3) stresses on the fnnze of unsatlsﬁed borrowers? as a factor
influencing the volume of: mvestment However credlt ratlonmg and
credlt availability theories of bank behaviour came mto prommence in
the - early 19SOs as part of avarlabrhty doctrme ﬁrst developed by Roosa
-(1951) and later fonnahsed by Scott (1957) and Modlgham (1963). The
focus of ava:tlablhty doctrme is that credlt ratlomng influences
 investment mdependently of Vanatrons n mterest rates or in other
factors that shift the demand schedules of borrowers In the carly
- 1950s, however credit’ rattomng was pnmanly mstltutlonal and
~_descnpt1ve (Soludo 1987 29) It centred on the 1mperfectlons in the
loan market. ‘ o S |
. Since 19605 mOre‘WOrks' on ‘Credit rationing have"b‘een carried out.

‘These include Hodgman (1960) Frelmer and Gordon (1965) Jaffee and
Modigliani (1969; 1976), Jaffee and Russel (1976) Azzi and Cox -
(1976) '
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31. The Postulate of the Theory of Credit Ratlomng

Hodgman (1960) focused on the risk of default as a source.of credrt
rationing. He defines the risk of a loan as the ratio of the expected value
~of the ‘payment to the banker to the expe_cted value of the possible
payments below the ’contrac't (including-'interest)’ payment. He assumed
- that bankers' policy is to require a loan risk ratio above a predetermined
figure by increasing the interest rate. However, beyond some loan size,
 raising interest rate will not prevent a fall in the risk ratio. Therefore, -
given a risk ratro requlrement a banker will refuse to extend credit
beyond some level regardless of the interest rate However, Hodgmanl
failed to demonstrate that a risk ra_tlo requirement is optimal policy. His
:anaIysis was again s‘kewedltowards 'weak:»credit rationing'. .A banker
who practises weak credit rationing will Vary the amount he is willing to
lend a borrower with the. mterest rate up to a limit. Only beyond this
limit will he refuse to extend credit regardless of the interest rate.
- Frelrner_ and Gordon (1965) developed a credit rationing model with
rational lenders in the special case where the Toan repayment is sét
equal to the best possible outcome of the investment project. They

considered a bank presehted with loan requests by firms desiring

" finance for investrrrent project. The proceeds from the ith borrower's

_project equal to the end-of-period value of the firm, is a continuous

 random variable X with density function fi(x). The- firm has alternative,
though more costly sources of finance with which it can complement
bank credit. o |
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The borrower contracts to pay the bank an amount
RiLiooooeeoeeecieee ettt et a ettt ena et st nr e b e sne b re e 3.1
where £, is the size of the loan and
R =1I+ri where 1i is the interest on loan. The actual payment to the
bank, which is limited to the proceeds from the investment is

Z =mmimmum [X, RL] .o 32
- with density function fj(x). In this case, sure minimum outcomes k;, and
maximum possible outcomes, Kj, for projécts are assumed so that fj(x)
= 0 for x <kj and X>K;. .

The above analysis, however, assumes that the bank sets an interest
rate and extends whatever credit a borrower wants at this rate up to a
limit determined by the borrower's financial circumstances. Depending
upon the cost of the project, the probability distribution of outcomes
from the project and the rate of return on alternative bank investments, it
is quite possibie that the customer will be unable to borrow the full cost
of his project regardless of the interest rate he is willing to pay.

Jaffee and Modigliani (1969) note that Freimer and Gordon (1965)
based their arguments on backward supply curve alone, but the
definition of credit rationing necessitates taking into account the demand
for loans by the bank customers. Therefore, Jaffee and Modigliani
(1969: 851) define credit rationing as a situation 'in which the demand
for commercial loans exceeds the supply of these loans at the
commercial loan rate quoted by the banks.

To measure the volume of credit rationing, Jaffee and Modigliani

(1_969: 864) adopt an operational proxy, H, which is simply the
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percentage of the total loans which are granted to risk-free customers.
Thus, H is expressed as: - |

L -
L+L,

where L,= loans granted to risk-free customers and L= loatts granted
- torationed customers. ' |

In the absence of the information about whlch loans are risk-free and
wh1ch are risky, Jaffee and Modlgham (1969 865) approx1mate 'H' by
_the percentage of loans granted at the prime rate or which were large in
size. That is the measure of large loans as the proportion of the total
.l‘oans. They conclude that credit rationing will not occur When the bank
is a discriminating monopolist but under equﬂibﬁutn or disequilibrium
conditions w‘ben tbe bank is constrained to charge different classes of
borrowers the same rate of interest. |

However, if we aceebt Jaffee and Modigl’iani'sexplicit and implicit
assumptlons underlying a pos1t1ve relationship between 'H' and the
incidence of credit raﬁonmg and further assume that variations in
investment and loan demands dominate the effects of changes in risk on

the equilibrium loan rate, r¥, then H (rationing) will be positively -
| related to:the spread between r* and- stlcky rate actually prevailing, r:

H= apta(*-1+e ... dearerraeaareaersecanrnnease eerrerernaranens 3.4
where € is the error term '

On the choice between equations 3.3 and 3.4, Wood (1975: 84) notes

that glven that- s1zes of loans, borrowers and banks are positively |
~ related, it depends upon:

(i) the nature of the loan demands of large and small bofrowers;
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(ii) the spread of response of loan rates to changes in market conditions
- and the variability of those rates among different kinds of customers;
and 4 .
(iii) the size and cychcal Varlablhty of default risk on small loans.

Jaffee and Russel (1976: 651-66) developed a model of credit
rationing based on moral hazard i in the context of consumer loan model
~with competitive lender. The key feature of the model is that the
propensity for default by certaih borrowers rises as they are offered
large _1oans. The zeré-proﬁt, Iqan-contract, locus is therefore rising,
~ with high ratés necessary to compensate lenders for the high default

. experience on contracts with large loans.

3.2 Limitations of the earlier works .

| Criticising the earlier works, Azzi and 'C‘ox".'(1'976‘.: 911-17) point out
that credit rationing is not useful because it is based on the -ix_lappr()priéte
implicit assumption "that an offer to pay the market rate of interest on a
loan constitutes and effective demand for credit". They further note that
the distinction between a borerer's wants and demands for credit
depends not only on the rate of interest for credit but also on the
borrower's equity. Therefore, if one is to have a concept of credit
Tationing that refers to non-supplied effective demand for loans, rather
than unsatisfied wants, it must involve an analysis of lender response to
offers. of interest 'ratéjcollateral#eQuity. combinations rather than only
interest rate oﬂ'_efs'. They therefore define credit rationing as the

difference between effective borrower demand and lender supply.
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Effectlve demand is in turn deﬁned as loan demand that is satisfied by
ilender supply. Thus, credit rationing behaviowr is ruled out by -
deﬁmtlon. I
However, Azm and Cox only cons1dered how borrower—prowded
price means. ‘H_e,nce,, _Jaf.fe,e .and _Mod.lgl,l.am .(,1,976_. ,,9_1.9) _r_.lpt._e that .t_l_.lex_r
cgnélusipwnf of no credit rationing is .tau_to,lpg_ié_al and follows from their
'deﬁnitioh between effective and de'sired loan demand, |
In wew of the above shortcommgs Vaez-Zadeh and Leite (1983:
- 565) calculate 'H‘ as;’

where L = credit ,sx}pb.l,i¢g_1 to all firms by the banks and
Ly = credit supplied to the industries -b,,e_,ing studied by the banks.
‘They use equation (3.5) in their study on the "Effectiveness of selective
credit controls: An empirical test applied to Indian sugar Industry” to
test for the impact of credit rationing on the investment activity of Indian

sugar industry. In this study, equation (3.5) is used to measure H.
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CHAPTER FOUR

METHODOLOGY

4.0 Methodology

The methodology adopted for this study is econometrics. Linear
regression applying ordinary least squares (OLS) techniques is used to
test the parameter estimates. Many empirical works on the
effectiveness of selective credit controls with reference to manufact_un'ng
industries have applied linear regression and it has been found to be
useful. These include Bitros (1981), Vaez-Zadeh and Leite (1983;
1986). Our choice of OLS is further guided by the simplicity of its
computational procedure and the optimal properties of the estimates
obtained from ﬂ]js procedure - linearity, unbiasedness and minimum
variance (Koutsoyiannis, 1977:101). ‘

The basic model for this study is the multi-period model which
incorporates interest rate and credit variable. The simultaneous
inclusion of interest rate and credit variable arises because interest rate
influences the desired level of investment while the availability of credit
affects the speed of adjustment to the desired level (Vaez-Zadeh and
Leite, 1986:125). This model was used by Vaez-Zadeh and Leite
(1983; 1986) té study the cffectiveness of selective credit controls with
reference to Indian sugar industry and manufacturing sector in Korea,

respectively. However, whereas in the model total gross investment
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-com-prises investment in fixed capital and inventories, this study will

‘include working capital as part of total gross investment. :

4.1 Model speclf' ication

To test for. the impact of credit ratlomng on the investment act1v1ty of
small-scale manufacturmg mdustnes total gross mvestment is explamed .'
by credit rationing proxy, H. In 1mp1101t form,

TGI = f(H) |

where TGI = fotal gross mveshnent compnsmg investment in ﬁxed
: capltal mventones and working capital, and

H= zreglt ratlomng proxy, estimated as

I .

Whefe L= credit supplied to all ﬁrms by the commercial banks in Enugu
state, and |

Lr = credit supphed to small-scale manufactunng mdustnes bemg
| _studled by the same banks

In explicit form,

TGI=b, +BHL, s, e e 4.1

To test for the effectiveness of selective credit controls, tllrough
which'rati'oning comes into effect, total gross investrnent is explained by
average interest rate and a credit variable. | |

In implicit form,

TGI=f(R,C)

where TGl = totel gross investment as defined above
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R = average interest »rate,. -estimated as the ratio of total
interest payments over total debts.
* C = Credit variable which represents one of the followings:
~ LBR = total liabilities to banks (bank credit) by the industries being
studied. | |
COI = Credit from other financial mstltutlons apart from banks (non-
bank credit) |
BFR = a broad credit variable comprising the sum of LBR and COL
In explicit form, the ‘bas1c vestlmatmg equations are:

TGI =B, +B,R+B,LBR+ [, cvcrveeorvveercneenosiaciictasenne et 42
TGI = by +B,R+B,COI+ 1, ..o, O SRR 43
TGI =by +BR+B,BFR+YL, .....cocoecirienreni SOOI o et

b<0<%ﬁ
=Error term; p € N(08)

t= time perlod

o d

Since we do not know the exact relationship between the d\penéfent"

ety e

and mdependent Vanables, different functional forms (linear and log-
linear functions) are tried and we then chose from among the various
results the one that is judged as the most satisfactory on the basis of

economic, statist’ica’l and econometric cr_iteria (Koutsoyiannts, 1977:15).

4.2 - Method of Evaluation
4.2.1 Hypothesis 1 |
To test this hypothes1s simple lmear regressmn is used to estimate

" equation (4. 1) To test for the 31g1nﬁcance of coefficient of the rauomng |
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proxy (H), 't-statistic' is used and a two-tailed test is conducted at 5 per
cent level of sigm'ﬁcance The compdted t-ratio, t*, is compared wifh
the theoretical t-ratio, tg g. 25, with n-k degrees of freedom,
where n = sample size and
k = total number of estlmated'parameters.
The null hypothesis .
Hy: bj = 0 is tested against the alternative
Hp:bj=0
If t* >t 0 25, reject Hp, otherwise accept Hy.
R2, the coefficient  of determination, is used to test for the
expl’anatory,povver of the variable. The closer it is to 1, the better the
| goodness of fit. | |
The F—ratlo is used to test for the overall mgmﬁcance of the
regression equatlon.‘ The ,comput_ed F-ratio, F¥, is compared with the
theoretical Fo 05 with vi'=k-1 and v) = N-K degrees of freedom.
where v} = degrees of Freedom for numefator | ‘
- v = degrees of freedom for denommator
- k= number of b's (mcludmg bo), and
- N = sample size.
‘The null hypothesis |
Hp: bj = 0 is tested against the alternatlve ’
Hj:bj=0 |
If F* > F() 5, reject Ho, otherwise acce.pt_Hof.
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4.2.2 Hypothesns 2

To test this hypothesis, multlple lmear regression is used to estimate
equations (4.2), (4.3) and (44). The coefficient of multiple
determination, - R2, is used to test for the explanatory power of the
variables while the 'F-ratio' is used to test for the overall significance of
" the regression equations at 5 per cent level of significance.

To test for the substitutability between various sources of external
finance, 't-statistic' is  used to test for the significance of the beta
coefficients of credit variables in the estimating equations. A high 't-
statistic' means a closer relationship between the credit variable and the
‘dependent variable. An improvement in 't-statistic' and R2 of the
broader credit variable, BF-R,"'will' show that there is some degree of
substitutability and hence, selective credit controls is ineffective.

The second-order tests of the stochastic assumptions. of linear
regression model are equally carried out to avoid biased estimates.

They are tests for homoscedasticity, multicollinearity and
autocorrelation. .

Spearman’s Rank correlation coefficient rl, is used to' test for the
presence of heteroscedastic disturbance in our model. Ifrl is high, then
heteroscedasticity 1s a serious problem, otherw1se it is not a-serious
- problem. P :
~ To test for the seriousness of mlﬂtlcolhneanty the computed overall
multiple correlatlon coefficient R, and the simple correlation
coefficients, between the explanatory variables are compared:

According to Klein (1962 64) n a ‘model with two explanatory

variables, if Ry X%, 21, ,



, 26
multicollinearity is not a serious problem; otherwise, it is a serious
- problem, | ‘ P

where ,

Ry' x,,x, s the overall multlple correlation of the relationship and T,
is the sm:tple correlation between any two explanatory variables.

To test for the presence of autocorrelation in the model, Durbin-
Watson's statistic is used. ‘In this test, the Durbin-Watson limits are
based on a 5 per cent level of signiﬁcance and k degrees of freedom,
. where k is the number of Tegressors 1n the equation being estimated.
. "The COmputed Durbin-Watson statistic, d*, ‘is .compared with the
‘theoretical Durbin- Watson limits. If dy < d*< (4-dyp), we accept the

~ null hypothesis of no autocorrelation otherwise, we reject the null

' ‘hypothesis and accept the alternative that there is autocorrelation

- (Koutsoyiannis, 1977:215), where dy is the upper Durbin-Watson limit.

4.3 Data required ahd'soutces
Data collected for this study include investment in fixed -assets,
mventories and worklng capital by the -small-scale manufacturing
. enterpnses sampled total liabilities to banks and non-bank financial
- institutions and total _mterest payments for all debts by these enterprises
- (collected from the sampled enterprises- and commercial bank
headquarters, Enugu). | | |
Other data include implicit mvestment deﬂator (inflation rate) used to
“deflate investment in fixed capital and inventories, collected from the

- CBN Statistical Bulletin (1990-1994). Data were equally collected from
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Enugu State Ministry of Comnierce and Industry (Funds for Small-scale
Industries unit), Enugu and the National Association of Small-scale
Industrialists, Enugu office. '
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- CHAPTER FIVE

_PRESENTATtON AND ANALYSIS OF RESULTS

5.1 The Empirical Results

Using time series data for the period 1980- 1994 three functional
- forms were tried - linear, seml-loganthmlc and double—loganthmlc
. functions. To select the appropnate funct10nal form, the following
criteria were employed - economic 'a prios statistical and econometric
criteria. ~ With - respect to economlc cntena all the regress1on
coefficients have the expected signs. For statistical - cntena we
compared the coefficients of multiple determination, R2, and the
statistical signiﬁcapce_- of the beta coefficients among the three
ﬁmctionalr fonns} With respect to econometﬁc criteria, the pattern of
residual errors for the possible violation of ‘the ba51c assumptlons
concermng these errors was exammed
| - On the basis of the above criteria, senn-loganthnnc function is finally
“selected for analysis. Th_e ordinaty least squares (OLS): regression
technique yields the following;resﬁlts: S | -‘

> 1LogT GI =7. 805 - 9.204H
(~6.529) .
R=0.875
R’ =0.776
+ Logas = 2. 16
F*=42.63;F,, = 4.67
D.W.=1.319 '
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LogTGI =2.308—13.124R+1.262LBR

(-2.345) (2.246)
R=0.920
R?>=0.847
R?*=0.822
Lyops = 2.18
F*=33.28,F,, =3.89
- D.W.=1768

5.3
LogTGI =2.189—12.504R+1.009COI

(—2.141) (2.241)

R=0.920

R’ =0.847
R’ =0.822
Looos = 2.18

F*=33.24; F

o5 = 3-89
D.W.=1634

5.4
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LogTGI =1.909—-11.595R+0.622BFR :
‘ (—1.994) (2.417)

R=0.924

R>=0.854

R?=0.830

to.ozs':2-18v \ o
- F*=35.13;F,,;=3.89

D.W.=1.599

The figures in parentheses répresent'the t-ratios of the corr_esponding |
coefﬁciénts. R 1s the coefficient .of multiple correl'ation which measures
the degree of association of the regressors taken jointly and the
regressand. R2 is the coefficient bf multiple determination which is the
proportion of the total variation in the total dcpéndent variable jointly
explained by variations in the explanatory vaﬁables. R’ is the adjusted

-coefficient of determination for degrees of freedoin.‘ F* is the variant
ratio used to test whether the joint inﬂuengé of the regressors on the |
regressand is sfatistically significant. D-W iS the Durbin-Watson -

statistic for testing autocorrelation.

5.2 Examination of_f_he Algebraic signs ofv paramete'r estimates
- Wrong .signed coefficients in an empirical result are usually warnings
of incorrect deﬁin'tion, specifications or int‘erpretations (Rao and Mﬂler,
1971: 46). S |



31
From the regression results, all the beta coefficients have the
expected signs. Given that the lowest R2 is 76.6 per cent, the

explanatory power of the variables are satisfactory.

5.3 .Tésts of the validity of the assumptiohs of 6rd‘inaryt least squares
(Secdnd-Order Tests). o o |
s only when the assumptions of ordinary least squares (OLS) are
fulfilled that our parameter estimates can be used for evaluation and
policy formulation.  These tests include hdmoscedasticity,

multicollinearity and autocorrelation.

T able 5.1: Heteroscedasticity Test

Equation No. __| Estimated Test Result
2 PeR = 0,253 | HNS
' PR = 0.?53 : HNS
3 | 7o = 0.279 | - HNS.
| | rre = 0,225 - HNS
4 s 0'.093_ | HNS
OIS 0.068 HNS

HNS = Heteroscedasticity Not serious.

From the above table, the values of Spearman's rank correlation
coefficients, rl; of the error terms and the explanatory variables are very

low. This implies that the error terms are fairly homoscedastic.
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Equation No Mﬁltiple R 'Sin'xple r Test Result
> | 0920 0.842 MNS
3 0.920 . 0.856 MNS
4 0.924 0.861 MNS

MNS = Multicollinearity Not serious.

In our model, the matrix of zero-order correlation coefficients show that
R,.x,x;>1,, in all the equations. In other words, the multiple R is

greater than the simple r, showing that multicollinearity is not a serious

problem. .
Table 5.3: Autocorrelation Test - _
Equation Observed D-W Theoretical D-W ~ Test
No. statistic - Limits Result
| d* dy  (aedy)
2 1.768 1.54 2.46 FA
3 1.634 154 246 FA
4 - 1.599 1.54 246 FA

FA = Free Autocorrelation. "

| Since‘}our observed Durbin-Wastson's fall within the region of zero- |
autocorrelation (dy, < @ < (4-dy)), our equations are free of serious

autocorrelation. . This ‘implieé that the variances of the parameter

estimates caloulated on the assumption of zero autocorrelation are valid.
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Hence, the statistical tests of significance of the paraineter estimates are

valid.

5.4 Statistical Tests of Significance

1. F-statistic is used to measure the joint influence of the explanatory

variables on the dependent variable at 5 per cent level of significance.

If F*> Fg o5, reject Hg, otherwise, accept Hy.

2. The 't-statistic' is used to test for the significance of the beta
coefficients. If t*> t0 025, reject Hp, otherwise, accept Hy.

" Table 5.4: Results of statistical te‘stsvof significance

Equation

Test Test
No. F* Foo5 DF |Result t* t0.025 | Result
1 {4263 [4.67  1(13) S | -6.53 2.16 S
2 (3328 [3.89 2(12) S 225 | 2.18 S
3 [3324 [380 202)] s 224 | 218 S
4 3513 {389 202)| S 242 | 218 S

S = significance (Reject Hy, accept Hp).

Our results show that both the regression equations and beta coefficients

of credit variables are signiﬁcant at 5 per cent level.
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5.5 Evaluation of th‘eAWorki’ng Hypotheses

5.5.1 Hypothesis 1 |
This hypothesis states that credit rationing to small-scale

manufacturing industries in Enugu has no impact on their total gross
investment. ' ' | |

From the regr'ession results, the R2 is 76.6 per cent, showing that the
explanatory power. of the variable, 18 satisfactofy. The F-ratio shows
that the regression equation is ‘significant while the t-value underneath |
the beta coefﬁcient of the credit rationing proxy, H, is significant at 5
i per "cent level.. We therefore reject the null hypothesis and accept the
alternative that credit rationing to small-scale-manufacturing industries
in Enugu state of Nigeria is significant in inﬂuencing their total gross
investment. | - | "
' 5.5.2 Hypothesis 2 N | o

This hypothesis states that selective credit controls through which
rationing comes into effect, is iMfi"ective in inﬂueneing the investrnent
activity of small-scale manufacturing industries in Emigu state of
Nigeria. ” |

A ‘test of this hypothesis involves an examination of R2, the
coefﬁcient of multiple deterniination, the 'F-ratio’ and the ‘t-ratios' of
cr:edit variables in the estimating equations. First, the effect of liabiiity
to banks (LBR) on the total gross: investment_ of the .enterprises 18
examined. Given that the R2 is 84.7 per cent, the explanatory power of
the variable is ‘satisfactory, since F*>F0.b5, ‘the joint influence of the
explanatory variables on the: dependent variahle is significant. “The t-

ratio of this cre_dit variable at 5 per cent level of significance is
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' satisfactc_)ry. We therefore reject the null hypothesis and accept the
alternative that the liability to banks (bank credit) has a significant
mfluence on total gross iﬁvestment of small-scale - manufacturing
enterprises in the state. _ o
~Then, bank credit (LBR) is replaced with credit from other financial |

institutions (COI) other than -banks to see if this source of external
ﬁnani;e w1]1 be more closely related o total gross investment of these
enterprises. Given that the R2 still remains at 84.7 per cent and that the
‘t-ratio’ only declined from 2.46 to 2.41, non-bank cr»éditv (COD) is as
- significant as the bank credit. This implies that there are short-falls in
bank credit and hence, non-bank"credit is’use’d to substitute for these
_shortfalls. | o '
 To further strengthen the substitutability between bank credit (LBR)
and credit from non-bank financial institutions (COI), anothér regression
18 pérformed in which the financing variable represents the sum of LBR
and COL This is td see whether a broader definition of credit variable
will be more closely related to total gross investment of these
enterprises. ‘From the regresSiqﬁ result, there is an improvemenf in both -
the R2 and the ‘t-ratio’. The R2, with the broad credit variable (BFR)

increased from 84.7 per cént to‘ 85.4 per cent while the ‘t-ratio’
incr¢aséd from 2.241 to 2.417. This imﬁlies that there is high degree of
substitutability between bank credit (LBR) and credits from non-bank -
financial institutions (COI). |

-The overall conclusion that is drawn is that seléctive credit controls

as applied to small-scale manufacturing industries in Ehugu state is
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meffective because in the mvestment dec1s1on of these enterpnses bank

credit and credlts from non-bank ﬁnanclal institutions are substitutes.

5.6. Implications of the results
Our empirical results show that credit rationing to small-scale |
manufacturing industries in Enugu state of Nigeria is significant in
mﬂuencmg their total gross mvestment However it is also found that
the selective credit controls, through which rationing comes into effect,
is ineffective in influencing the investment _ activity of small-scale
manufacturing industries in the state.  The existence of credit rationing
is. shown by the insignificance of the average interest rate in almost alt
of the equations. This is because' investment demand depends on credit
-availability, and not on its cost, when credit ratienjng is in effect. The
implication of this is that interest rate movement is not the main
transmission mechanism ‘throug'h which credit availability influences
economic decisions in Nigeria. Interest rates in Nigeria have been
artificially kept very low. YAItiﬁeially low interest rates generates €xcess
demand for credit, and hence, the financial authorities often resort to
selective credit allocation and bther form of rationing (Soludo,
1987:167). |
Government policy, up to the third quarter of 1986, was tol maintain
low interest rates in accordance with the Keynesian investment theory
(Okorie, 1983:45). The Keynesian the'ory,implies that low interest rate,
as a. co_mponerit of cost of fund, encourages berrowing for investment.

On the other hand Mackinnon and Shaw (1973) view administered low



37
interest rate as detrimental to inCreés_ed_ savings and hence investment
~demand. Invariably, low interest rates tend to discourage financial
savings and therefdre reduce the funds available for lending, so that
desired investment is higher than the realised investment.

Furthermdre, imperfections n the.credit market, favour the consumer
as against inveslxﬁ_ent_ borrowing. Therefore, before devising a
_ programme of selective.éredit controls, the financial authorities should
be clear about the decision-making process of the industries to which .
credit is to be reg‘ulated so that such controls can be successfully

implemented.
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CHAPTER SIX

SUMMARY, CONCLUSION AND RECOMMENDATIONS

6.1 Summary and conclusion
The purpose of this study is to find out whether the selectlve credit
controls adopted in the country to boost the flow of development
finance to small-scale manufacturing industries in Enugu state in
| effective in influencing: their investment activity. Due to resource
constraint and data availability during the period covered, this study is
limited to six small-scale manufacturingﬁ industries m Enugu state. Data
for this research were collected from Enugu state Ministry of Commerce
and Industry (Funds for Small-scale Industries unif), Enugu, National
Association of Small scale Iﬁdustx‘ialists (NASSD), Enugu office
Headquarters of various commercial banks in Enugu, small-enterprises
sampled and CBN plib]icaﬁons on small-scale enterprises in the country.
- To aﬁalyse the data, we specified and estimated a single equation
model, employing data over the fifteen year period (1980-1994). Linear
regression, applying ordinary least squares'(OLS) regression techniques
was used to test the parameter estimates. To avoid biased estimates, the
: sécond—orde’r tests of the stochastic assumptions of linear regression
model were conducted. | | | |
The empirical results show that there is credit ratlomng to small-scale
manufacturmg industries in Enugu state and the impact of ratlomng on
their total gross_ investment is significant. However, we found that

selective credit controls, through which credit rationing to these
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enterpﬁses ‘comes  into effect, - is meffective in inﬂuencing their
investment activity because of high degree of substitutability between
various sources of external finance - bank credit and credit from non-
- bank financial institutions. The overall conclusion drawh is that
selective credit controls is ineffective in inﬂueﬁcing the investment
activity of small-scale manufacturmg mdustries in Enugu state during

the period covered.

6.2 Policy Recommendations . v

Based on the'ﬁndings, the following recomﬁxeﬁdations are made:
1. The central Bank of Nigeria (CBN) shbuld régulate the interest rate
policy to encourage financial sa_vings without discouraging investment. “
One of the ultimate objectives of interest rate policy is to channel bank
financial savings into direct investment (McKnnon - self finance) or
indirectly as loans to borrowers (Shaw ; external ﬁhance) "to finance the
- current production, transpoftation or storage of physicél goods, either
- manufactured or agriculture" (Meyer' 1986:87). While interest rate -
policy could be eifectlve m mobilising financial savings, (Okorie
(1993 49) notes that:

the economic environment, namely, poor infrastricture
economic instability, inadequate information on
investments, availability of investment opportunities and
public safety could also affect the channelling of the
financial savings into productive investment.
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2. The‘ CBN shoulvd encourage banks to comply ‘with the sectoral
allocation of credit to smallfscale enjterprises and -equally ensure that
stricter penalties are meted to erring banks.- . |
3. De‘\/eloplﬁent Banks such as »"che Nigerian Induétrial Development
Bank (NIDB) and the Nigerian Bank for Commerce and Industry
(NBCI) should be encouraged to grant long-term loans to small-scale
industries. They should be encouraged to give tax holidays to newly
established small—scale manufacturing enterpnses Thiswill go a long
way in encouragmg mvestment n long-term manufacturmg
4. Since ' credits from non-bank financial - institutions aré used to
substitute for shortfalls in bank credlt by the small-manufactunng
enterprises, a pohcy that encourages credit from non-bank ﬁnanc1al
- institutions is equally likely to raise the total gross investment of small-
scale manufacturing enterpnses v |
In general, before dewsmg a policy of selectlve credit controls the
financial authorities should be clear about the decision-making process
of the industries to 'Which bredit is to be regulated so that 'such controls
~can be successfully implemented. This stems ,ﬁdm the fact that
selective credit control brings the economy closer to an optimum
combination of consumption and investment than would be achieved by

- market allocation of credit (Chima, 1991 :69).
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6.3 Indication for Further Research

This study does not in any way exhaust every aspect of selective
credit controls with reference to manufacturing industries. Therefore,
the following are recommended for further studies:

1. An empirical analysis of the effectiveness of selective credit controls
on the manufacturing sector in Nigeria.
2. An empirical analysis of the determinants of investment behaviour of

small-scale industries in Nigeria.
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APPENDIX: Table

1 2 3 4 5 6 7 8 9
TOTAL Gross | TOTAL Non-Bank credit | Broad Credit Total interest Average Interest | Total credit to Credit Rationing
Investment Liabilities COl Variable | payments for all 6 all firm by proxy
1884 =100 | to Bank ' (LBR+COIBFR | debts Rate (—) . commercial (8-3)
TG : ' , 5 Banks in the —
LBR™ R | state 8
7 )
YEAR (N Million) (N million) (N Mllhon) (N million) (N million) 6/5 [ (N mllhon) H
1980 0.188 '0.085 0.038 '0.103 0.028119 0.275 1.998 0.967"
1981 0.260 0.081 0.048 0.129 0.03882 0.305 2.284 0.965
1982 0.731 0.085 0.084 0.159 0.04253 0.267 2.655 0.964
1883 0.4135 . 0.105 0.082 0.187 0.048058 0.257 2.782 0.862
1984 0.633 G 0839 0.132 0.230 D 05842 0.254 2.458 0.960
1885 0.451 D158 0.152 0.350 ) 0E75 £.250 3.013 0.834
19886 0.384 0.208 0.182 0.400 o,ﬂ.gvs 0.249 3.103 0.933
1887 0.438 0.258 0.230 0.488 0.11856 0.245 3.149 0.918
1588 0.714 0.247 6.460 0.707 0.168266 0.238 3.213 0.923
1989 0.688 0.430 0.524 1 0.954 0.225144 0.236 3.470 0.876
1880 - 0.748 0.520 0.536 1.056 0.244992 0.232 '3.442 0.849
1281 0.808 £.228 0636 1.061 0.24403 0.230 3.472 0.878
1992 1.275 0.537 0.528 1.125 0.25725 0.228 3.579 0.833
1893 1.235 . 0818 0.735 1.345 0.3033 0.225 3.609 0.829
1984 1.213 ] 0.866 0.866 1.504 0.332384 0.221 3.655 0.825

Sources: Column 2 and 6 are collected from the small-scale Manufacturing enterprises sampled.Columns 3 and 4 are
collected from small-scale Manufacturing enterprises samplefand commercial banks in the state. Column 8 is collected from the
commercial banks in the state. Data on implicit investment deflator used to deflate investment in fixed capltal and inventories are
collected from the CBN staus’ucal Bulletin (various issues).
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